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Expert  advice  that's  objective,  uncomplicated  and  not  driven  by  commission. 

At  a  Schwab  Retirement  Workshop,  our  experienced  Investment  Specialists  can  help 
you  prepare  for  a  comfortable  retirement.  With  the  topics  that  matter  most  to  you: 
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Are  you  ready  for  the  day  you 
head  home  for  retirement?" 


i're  a  TD  Waterhouse  customer,  chances  are,  you  are. 
se  TD  Waterhouse  has  everything  you  need  to  get  control 
ur  retirement.  So  that  you'll  be  ready  for  that  last  day  of 
For  that  last  commute.  For  that  one  day  when  you  hang 
;  business  casual  and  head  home  from  work — for  good. 

an  IRA  account  at  TD  Waterhouse  and  youll  get: 

Inline  Retirement  Advisor  to  help  with  planning  strategies 

rement  Specialists  to  answer  your  questions  at  over 
local  branches 

eelRAs 

house  Investor  Services,  Inc.  Member 

!d  by  market  conditions,  system  perfo.-r.unce  o:  foi  ol  I  • 

-$14.95  depending  on  trading  acu: 

lule.  Offer  valid  for  new  TD  Wat- 

/I5/02.  Limit  one  offer  per  indi-.i::  i 

ry  a  subscriber,  we  will  extend  your  subsi     ' 

IFBM 


Get  one  year  of  Money  magazine 
with  our  compliments  when  you 
open  and  fund  an  IRA  account. 

1.800.tdwaterhouse 

tdwaterhouse.com 

over  150  branches  nationwide 

online  trades  as  low  as  $9.95 


TERHOUSE 

Youre  in  Control. 
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forage  space.  Your  support  staff  has  just  been  cut.  And  you've  already  shot  your  IT 
budget  for  the  year.  You're  not  alone.  The  need  for  storage  is  skyrocketing, 
and  more  and  more  businesses  are  feeling  the  heat. 

The  problem  is,  spending  a  lot  is  not  an  option  right  now.  And 
while  budgets  continue  to  shrink,  requirements  do  not.  Leaving  you  with  the 
responsibility  of  finding  a  way  to  squeeze  more  efficiency  out  of  the  storage 
resources  you  already  have. 

It  would  help  if  your  infrastructure  were  flexible  enough  to  let  you 
pull  together  all  your  mixed-vendor  devices  so  you  could  freely  move  data 
between  them.  That  way  you  could  scale  your  existing  capacity  to  match 
your  company's  unpredictable  storage  demands. 

HP's  answer  to  the  challenge  is  Federated  Storage  Area  Management 
(FSAM),  an  inventive  approach  that  ensures  you  get  the  most  out  of  your  past, 
present  and  future  investments.  We  start  by  helping  you  manage  your  entire 
network's  storage  resources  — including  legacy  and  multi-vendor  hardware  — 
from  the  convenience  of  a  single  console.  All  without  adding  more  people. 

HP  infrastructure  solutions  — servers,  software,  storage,  services  and 
beyond— are  engineered  for  the  real  world  of  business.  Because  the  last  time 
we  checked,  that's  where  we  all  work.  Call  1.800.HPASKME,  ext.  246.  Or  visit 
www.hp.com/go/infrastructure. 

Infrastructure:  it  starts  with  you. 
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How  the  Government  Extracts  a  Pound  of  Fie 

Picture  a  victim  strapped  in  a  torture  chamber  as  a  knife-tip] 
pendulum  swings  overhead.  Slowly  the  floor  rises  toward 
blade.  Sounds  like  something  from  Edgar  Allan  Poe,  but  in  :| 
this  is  a  description  of  the  alternative  minimum  tax.  On  page) 
Ashlea  Ebeling  and  Janet  Novack  explain  the  mechanism:  a  fl 
for  medical  expense  deductions  that  rises,  as  your  income 
creases,  to  expose  you  to  deeper  cuts  from  the  tax  collector.  1 
through  such  complex  instruments  that  Congress  is  able  to  t 
ever  larger  pieces  of  taxpayers'  hides  while  professing  an  intent 
to  reduce  tax  rates. 

The  government  needs  to  raise  $1.15  trillion  from  the  ino 
tax  this  year,  and  there  are  humane  ways  to  do  that.  Passing 
up,  legislators  have  opted  for  bizarre  and  sadistic  forms  of  r 
enue  raising.  Imagine  someone  chained,  starving,  to  the  wall  cl 
castle  while  his  enemies  enjoy  a  feast  nearby.  That's  the  fate  c 
taxpayer  described  by  Brigid  McMenamin  on  page  80.  The  t 
payer  won  a  lawsuit.  After  fees  and  expenses  she  got  less  than  1 
the  money.  The  tax  collector  is  forcing  her  to  pay  AMT  not  only 
her  take  but  on  the  lawyer's  as  well. 

Supposedly  the  top  rate  in  the  AMT  is  28%.  Borrowing  1 
erally  from  the  design  of  the  rack  that  was  once  common  in  n 
dieval  torture  chambers,  engineers  working  for  the  Joint  Co 
mittee  on  Taxation  have  found  a  way  to  stretch  this  rate  into 
effective  35%. 

The  Tantalus  of  Greek  mythology  would  reach  for  a  piece 
fruit  and  see  it  recede  before  his  hands.  Updated,  the  torm  i 
works  this  way.  An  exemption  is  offered  for  dependent  childr  ..* 
If  you  have  even  moderately  high  income  (say,  enough  to  pay  c  - 
lege  bills),  the  exemption  is  snatched  away,  via  a  phaseout.  1  -joil 
tending  the  psychological  torture,  last  year's  tax  law  phases  < 
the  phaseout,  slowly,  over  five  years.  Again,  you  reach  for  the  p 
sonal  exemption,  only  to  find  that,  in  201 1,  the  phaseout  phase 
is  going  to  be  . . .  phased  out! 

Anyone  who  would  escape  by  studying  the  tax  code  awail 
cruel  fate.  Adapting  the  method  formerly  used  to  persuade  witc 
to  confess — namely,  to  pile  stones  atop  them  until  they  could  i 
breathe — the  government  has  buried  its  victims  in  9.4  milli 
words  of  tax  statutes  and  regulations.  No,  more.  That  was  the  tc  1 
before  Congress  enacted  last  year's  "Tax  Relief  statute. 
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Novartis  is  giving  thousands  of  people  going  blind 
millions  of  extra  days  of  sight. ..each  year. 


the  ball. 


'Several  years  ago,  the  doctors  told  me  I  was 

going  blind.  Today,  I'm  playini 

times  a  week  and  loving  it."      —  Harry  Adams 


In  1996,  Harry  Adams  started  to  go  blind  in  his  left  eye.  By 
September  2000  it  had  progressed  to  his  right.  His  treatment  at  the 
time  couldn't  stop  the  rapid  deterioration  in  his  sight  or  in  his 
spirits.  Harry  feared  giving  up  his  steady  job  and  many  pleasures 
he  took  for  granted.  Today,  thanks  to  a  new  drug  therapy,  Harry's 
outlook  is  a  lot  brighter.  He's  on  the  job,  out  on  the  fairway  and  still 
driving  the  ball  well  over  200  yards.  Novartis  is  proud  to  be  the 
innovative  force  that's  bringing  new  optimism  and  hope  to  patients 
and  their  families.  No  one  can  promise  what  the  future  holds  for 
patients  like  Harry,  but  today  he  is  holding  his  own  and  enjoying 
a  good  quality  of  life. 

Think  what's  possible. 
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NOVARTIS 


www.novartis.com 


We  accomplished  a  lot  in  2001. 
(More  importantly,  so  did  our  clients.) 


Greater  Resources 


Satisfied  Clients 


4th  largest  bank  in  asset  size. 

5th  largest  brokerage  firm  based  on  registered  representatives. 

10  tOp-3  rankings  earned  by  equity  research  team  for  stock 
picking  and  earnings  accuracy. 

Ranked  9th  for  domestic  equity  underwriting. 

Leading  M&A  advisor  to  growing  companies. 

Ranked  6th  for  domestic  high  yield  underwriting. 

Ranked  6th  for  totai  lead  arranged  loan  syndications 
transactions  by  number  and  dollar  volume. 

Second  largest  cash  management  provider. 

Top  10  in  overall  secondary  convertible  trading  volume. 

Top  10  ABS  issuer,  full  credit  to  book  manager. 

Leading  investment  grade  debt  provider. 

Leading  provider  of  interest  rate,  equity  and  currency  risk 
management. 


Dean. 

"Wachovia  Securities  has  demonstrated  their  total  commitr. 
to  our  business — and  their  capacity  to  execute  flawlessl 
even  amid  turbulent  market  conditions.  We're  proud  to  lu. 
them  on  our  team" 

Gregg  L.  Engles,  Chairman  and  CEO 


KINDER    MORGAN 

"Energy  is  a  tricky  business.  Wachovia  Securities  hassho, 
they  understand  our  complexities  to  the /idlest.  And  they'vt 
provided  us  the  tools  to  propel  our  company  to  the  next  lei 

Richard  D.  Kinder,  Chairman  and  CEO 


/^Province 

Healthcare 

"Wachovia  has  been  our  financial  partner  since  our  foundii 
Their  team  fully  integrates  the  concept  of  a  one-stop-shop 
investment  bank,  providing  Province  with  attractive  financ 
insightful  research  and  strong  aftermarket  trading  suppor 

Martin  Rash,  Chairman  and  CEO 


i  Securities.  Inc.  ("WSI"),  members  NYSE,  NASD  t 
1  U  s|  ho[h   "  adc  name  under  which  Wachovia  Corporation  con 
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Corpfi 
through  us  >rokei  dealer  and  nonbank  subsidiaries.  Debt  and  equity  undc 


Impressive  Results 


New  Company 


$25.4  Billion 
Raised  in  Equity  and  Convertibles 

$134.9  Billion 

Raised  in  Investment  Grade  Debt 


SECURITIES 
Corporate  &  Investment  Banking 


$15.5  Billion 
Raised  in  High  Yield  Debt 

$25.2  Billion 
In  Lead  Arranged  Syndicated  Loans 

$33.0  Billion 

In  \sset-Backed  Security  Issuance 

$11.6  Billion 

In  Commercial  Mortgage  Backed 
Security  Issuance 
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WACHOVIA 


Wachovia  Securities 


search  and  institutional  sales,  loan  svndicaiio 

e  provided  by  FUSI  and  V     I  '    k'J5in§  and  "sk  managemenl  P1 

various  non-broker  dealer  subsidiaries  of  Wachovia  Corporation  ©2  «on. 
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READERS  SAY 


Accounting  Equations 

"More  Ploys"  (Mar.  4,  p.  106)  leads  to  in- 
accurate conclusions.  Allegheny  Tech- 
nologies is  committed  to  integrity  when 
reporting  financial  results.  By  listing  Al- 
legheny among  the  top  ten  "worst  of- 
fenders" you  imply  we  attempted  to  in- 
flate earnings  by  manipulating  pension 
accounting  and  ignoring  stock  options. 
Allegheny  did  no  such  thing.  Our  pen- 
sion accounting  rates  of  return  and  dis- 
count rate  assumptions  are  realistic,  have 
been  fully  disclosed  and  have  not  been 
manipulated. 

RICHARD  J.  HARSHMAN 

Chief  Financial  Officer 

Allegheny  Technologies 

Pittsburgh,  Pa. 

"Is  Accounting  Dead?"  (Mar.  4,  p.  102) 
compared  mortgage  servicing  rights  to 
drug  patents.  However,  the  revenue 
stream  on  the  former  is  contractual 
and  the  revenue  stream  on  the  latter 
is  not.  Washington  Mutual  is  not 
recording  "future  profits"  when  it 
records  an  MSR,  it  is  recording  the  pre- 
sent value  of  a  future  stream  of  con- 
tractual cash  flows. 

MICHAEL  W.  DOSLAND 
La  Crosse,  Wis. 

Lessons  Learned 

I  enjoyed  "One  Man's  Trash"  (Mar.  4, 
p.  96)  on  Michael  Miller  of  Goodwill 
Industries.  Miller  has  done  a  great  job  of 
combining  real-world  economics  with 
compassion  for  those  who  need  a  help- 
ing hand.  Humane  capitalism  can  work. 
Also,  top  awards  for  expanding  my 
vocabulary  with  the  use  of  the  word 
eleemosynary. 

STEVE  ANDERSON 
Greenwich,  Conn. 

Busted 

"Too  Good  to  Be  True"  (Feb.  18,  p.  38) 
incorrectly  states  lames  Hillman 
"duck[ed]  SEC  charges"  in  the  Pinn- 
Fund  fraud.  In  fact,  the  SEC  charged 
Hillman  with  fraud  and  other  viola- 
tions. A  federal  court  entered  a  judg- 
ment against  Hillman  and  ordered  him 
to  pay  $67  million.  As  a  result,  the  SEC's 


Game  Over 

I  want  to  congratulate  FORBES  for 
bringing  Amyn  Dahya's  shenani- 
gans to  the  public's  attention. 
"Hardball"  (Mar.  4,  p.  74)  ignores, 
however,  that  but  for  efforts 
by  Casmyn's  new  management, 
specifically  Mark  Zucker,  all 
shareholders  and  creditors  would 
have  been  wiped  out.  The  only 
"bloodletting"  here  was  that  of  the 
investors,  not  Dahya. 

ALEXANDER  L.  CAPPELLO 

Chairman,  Cappello  Group 

Santa  Monica,  Calif. 


action  provided  Hillman's  victims  wl 
a  significant  recovery  in  a  short  pen| 
of  time. 

THOMAS  A.  ZACCAl 

SEC  Regional  Trial  Couil 

Los  Angeles,  C<\ 

Tonic  Water 

"Toxic  Stocks"  (Mar.  4,  p.  41)  impliel 
financial  relationship  between  Accl 
Wellington  Asset  Management  al 
HSBC  Bank  USA  that  does  not  ex 
Acqua  Wellington  is  a  tenant  in  onel 
our  New  York  buildings.  There  is 
business  relationship. 

LINDA  STRYKER-LUF1I 
Senior  Vice  Prcsul 
HSBC  Bank  i\ 
New  York,  h 
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ZEBEHAZV 


HE   DIDN'T  REINVENT  THE   WHEEL 


P  MANAGER- 


HE  JUST  LET  ALL  FOUR  OF  THEM 


DO  THE  STEERING 


i  a  the  General  Motors  Corpora 


INTRODUCING     SIERRA     D  E  N  A  L  I, 
THE   WORLD'S   FIRST   PICKUP   WITH   QUADRASTEER. 


NO  OTHER  PICKUP  CAN  COMPARE  TO  SIERRA  DENALI  WITH  QUADRASTEER™  BY  DELPHI. 
IT  ACTUALLY  STEERS  FROM  BOTH  THE  FRONT  AND  THE  REAR.  ENGINEER 

4~  W  H  E  E  L   STEERING.         T0M  zebehazy  and  the  team  have  created  a  full-size  pickup  with  the 

TURNING  CIRCLE  OF  A  COMPACT  CAR.  HIGHWAY  LANE  CHANGES,  PARKING, 
AND  ESPECIALLY  TOWING  ARE  NOW  POSSIBLE  WITH  UNHEARD-OF  CONTROL. 

IN  ADDITION  TO  OUADRASTEER,  SIERRA  OENALI  IS  THE  ONLY  VEHI.CLE  ON 
325     HP     VOR.T.|j#                     THE  ROAD  TO  FEATURE  BOTH  A  325  HP  VORTEC  ENGINE  AND  FULL-TIME 
Fill   l-T  IMF     AWn     v               ALL-WHEEL  DRIVE.  NO  OTHER  PICKUP  MOVES  LIKE  THIS  ONE.  REINVENT 
;*"':           .   THE  WHEEL?  TOM  AND  THE  TEAM  HAVE  REINVENTED  THE  PICKUP  TRUCK. 

1877-  G  M  C    S  r  EJR  R  A3 


gmc.com/sierra 


WE   ARE 

PROFESSIONAL 

GRA'Df™, 


■k\m^\mU 


NHLI 


While  others  are  deferring  their  retirements, 
you'd  rather  defer  your  taxes. 


At  a  time  when  market  declines  have 
taken  a  tpll  on  retirement  investments, 
Fidelity1  has  a  way  to  help  you  get  back 
on  track.  Our  deferred  annuities  offer 
tax-deferred  earnings,  so  you  pay 
no  taxes  until  you  start  withdrawing. 
And  unlike  401  (k)s  and  IRAs,  there's  no 
limit  to  how  much  you  can  contribute. 


Fidelity's  Deferred  Annuity 

Tax-deferred  earnings 

Insights  and  expertise  from  a 
Fidelity  specialist  on  annuities 

Call  1-800-544-4713 


Whether  you  want  a  variable  a 
to  invest  in  the  market  or  a 
annuity  for  guaranteed2  return, 
help  you  with  a  strategy  best  suited 
your  goals.  Call  now  to  buy  an  annu 
or  transfer3  one  over  tax  fre 
your  retirement  and  we  want  y 
see  yourself  succeeding. 


FMeiiiy  r;     $  Investments 

Call  1  800-544-4713  or  visit  a  Fidelity  Investor  Center 


'Fit), 

•Before  tr 
Variable  si 
withdrawn  p 
For  more  ink 
investing  c 
Co.  For  NY  re 
Meml  c  NYS 


•  Company  and  in  NY,  Empire  Fidelity  Investments  Life  Insurance  Company. 
I  :!i  7  of  the  issuing  insurance  company. 

provide''  to  see  if  it  will  assess  a  surrender  charge. 

.iite  and  you  may  have  a  gain  or  loss  when  money  is  withdrawn.  Taxable  amour 
.  ;ieno!ty  tax. 

n,;ses,  call  1-800-544-4713  for  a  free  prospectus.  Please  read  it  carefully  befo 
ves  (policyform  no.  NRR-96100,  et  al.)  is  issued  by  Fidelity  Investments  Life  Insurant 
d  oy  Empire  Fidelity  Investments  Life  Insurance  Co.,  NY,  NY.  Fidelity  Brokerage  Service 
i:  c.  and  Fidelity  Investments  Insurance  Agency  of  Texas,  Inc.  are  the  distributors. 
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1CT  AND  COMMENT 

Steve  Forbes,  Editor-in-Chief 

\th  all  thy  getting  get  understanding" 


ECONOMIC  INDICATOR 


CKS  ANTICIPATE— NOT  ALWAYS  CORRECTLY,  OF  COURSE— 
future.  Right  now  the  price  of  gold  is  an  even  better 
sure  of  how  real,  how  durable,  how  significant  this  recov- 
will  be.  When  Alan  Greenspan  and  the  Federal  Reserve 
in  their  deflationary  course  in  the  late  1990s,  commodities 
;  hit  first,  which  is  why  we  now  have  Congress  debating 
e  farm  subsidies  and  the  Administration  protecting  steel 
ipanies. 


For  a  variety  of  reasons  gold  is  the  best  gauge  of  whether  the 
Fed  is  supplying  markets  with  insufficient,  sufficient  or  overly 
sufficient  amounts  of  credit.  Gold  reached  a  low  last  year  of  $255 
an  ounce,  down  from  $365  in  1997.  The  yellow  metal  is  now 
hovering  around  $300,  a  heartening  move  upward.  It  would  be 
even  better  if  it  stabilized  around  $325.  That  would  mean  that  by 
fall  businesses  and  entrepreneurs  would  once  again  be  able  to 
get  adequate  credit  from  banks  and  other  sources. 


EASIER  MONEY  IN  JAPAN 


\Ki  K  I  I  IMF.  NX )  W(  )NDER  JAPANESE  EQUITIES  SURGED  AFTER 
announcement.  The  Bank  of  Japan's  bone-crushing  deflation 
been  the  critical  reason  Japan's  economy  has  stagnated  since 
).  The  beleaguered  banking  sys  ^^^^^^^^^^^^^m 
will  be  able  to  write  off  bad 
s  more  easily  it  there  is  sufficient 
[able  credit  to  prevent  a  Depres- 
i-like  chain  reaction  of  bank- 
tcicv  Additional  liquidity  will 


^  Bank  of  Japan,  in  Shift, 
Agrees  to  Loosen  Credit 


also  prevent  the  destruction  of  indebted  companies  that  would 
otherwise  survive  in  a  non-tight-money  environment — deflation 
always  favors  creditors  over  debtors,  just  the  opposite  of  inflation. 

Alas,  the  BOJ  has  a  history  of 
backtracking  when  it  comes  to 
halting  deflation.jfapan,  the  U.S. 
and  the  rest  of  the  world  will  bene- 
fit enormously  if  this  easing  is 
real — and  sustained. 


York  Times 


BLOODY  BAD  IDEA 


ERAL  U.S.  SENATORS  ARE  PUSHING  LEGISLATION  TO  SUBSTAN- 

y  increase  fuel/mileage  requirements  for  cars  and  light 

ks,  including  the  ever-popular  sport  utility  vehicle  (SUV). 

ponents  claim  the  higher  standard  will  save  us  millions  of 

els  of  oil  a  day.  Nice  theory,  but  it's  fatally  flawed.  Boosting 

Corporate  Average  Fuel  Economy  (CAFE)  requirement  will 

ease  joblessness  and  cause  more  carnage  on  the  highways. 

The  technology  doesn't  yet  exist  to  manufacture  the  large- 

tider  engines  that  power  SUVs,  minivans  and  pickup  trucks 

un  at  35  miles  per  gallon.  Increasing 

CAFE  would  add  up  to  $2,500  in 

lpliance  costs  to  the  price  of  a  vehicle, 

ssence  a  tax  on  middle-class  America. 

Congress  instituted  mandatory  CAFE 

iirements  in  the  late  1970s.  Our  de- 

dency  on  fuel  oil  has  increased  50% 

e  then.  When  cars  are  more  fuel-effi- 

it,  people  tend  to  drive  them  longer. 

There  is  a  moral  issue  here.  Last  sum- 

•  a  panel  at  the  National  Academy  of 

mces  concluded  that  the  original 

?E  requirements  had  contributed  to  as 

[iy  as  2,600  traffic  deaths  in  a  single 


Americans  may  love  their  SUVs,  but  many 
killjoy  Beltway  bureaucrats  and  pels  want  to 
regulate  them  out  of  existence. 


year.  CAFE  forces  manufacturers  to  make  smaller  cars.  Smaller, 
lighter  cars  are  less  safe  in  crashes  than  larger  ones  because  they 
have  less  mass  to  absorb  hits  and  less  interior  space  to  act  as  a 
cushion.  How  does  increasing  mayhem  on  the  highways 
enhance  the  environment? 

If  Washington  honesdy  wanted  to  reduce  gas  consumption,  it 
would  raise  the  gas  tax  considerably.  Thankfully,  that's  a  political 
no-no.  The  government  should  focus  on  increasing  both  the 
supply  and  the  sources  of  oil.  Mexico,  for  instance,  could  greatly 
increase  its  production  of  oil  if  its  citizens 
enjoyed  the  same  property  rights  we  take 
for  granted  in  the  U.S.  Discover  oil  south 
of  the  border,  and  it  will  be  seized  by 
Pemex,  Mexico's  national  oil  company. 
That's  no  incentive  for  the  vast,  active 
type  of  exploration  we  have  here.  The 
same  is  true  in  Russia  and  China,  where 
oil  potential  has  barely  been  scrat< 
And,  of  course,  Congress  could  pass  the 
Administration's  proposal  to  explore  and 
develop  the  Arctic  National  Wildlife 
Refuge,  whose  oil  output  could  well 
exceed  imports  from  Iraq. 
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FACT  AND  COMMENT 


WHY  HAVE  ELECTIONS? 


IDAHO  STATE  LEGISLATORS  GAVE  VOTERS  THE  COLLECTIVE 
finger  not  long  ago  when  they  repealed  term  limits  for  them- 
selves and  other  elected  officials.  They  brazenly  threw  out  a  1994 
initiative  enacting  term  limits,  a  restriction  that's  been  reaf- 
firmed by  voters  twice  since  then. 

Incumbent  politicians  naturally  hate  term  limits.  They  love 
the  perks  of  office.  They  get  very  comfortable  very  quickly  in  an 
environment  in  which  they  have  all  the  advantages  against  chal- 
lengers. Lawmakers  at  the  federal  level — and  most  at  the  state 
level — get  to  send  out  taxpayer-paid,  political  reelect-me  mailings 
that  are,  ostensibly,  for  "constituent  information"  purposes. 
Incumbents  have  the  advantage  in  generating  publicity.  They  col- 
lect contributions  from  myriad  interests  wanting  "access,"  and 
they  write  election  laws  with  tax-code-like  complexity  to  trip  up 
challengers.  Heck,  if  it  weren't  for  the  U.S.  Constitution,  Idaho- 
style  pols  would  cancel  elections  and  retain  their  positions  for  life, 
as  "public  servants"  in  many  Third  World  countries  still  do.  As  it 
is,  politicos  here  try  to  achieve  the  same  result  by  rigging  the  rules. 

Special  interest  groups  also  dislike  term  limits  because  they 
mean  more  work  and  a  more  unpredictable  world.  New  law- 
makers usually  feel  they  have  a  mandate  from  the  voters  to  do 


certain  things.  Only  after  they've  been  around  for  a  while  do  1 
islators  lose  their  edge  and  sense  of  purpose.  Lobbyists  have 
buttonhole  and  "educate"  numerous  rookie  lawmakers  each  l| 
islative  session. -Veteran  lawmakers  are  already  "housebroken. 

It's  no  surprise  that  those  who  are  part  of  the  permanent  pel 
ical  culture  go  to  great  lengths  to  get  out  from  under  term  lir 
They  can  often  count  on  sympathetic  judges:  Voter-approved  tel 
limits  have  been  tossed  out  by  state  supreme  courts  in  Massacl 
setts,  Oregon  and  Washington.  But  not  once  have  voters  rescind 
term  limits  in  a  subsequent  statewide  referendum.  In  Califor  j 
voters  recently  resoundingly  rejected  watering  down  term  limit 

We  need  more  citizen  politicians.  Term  limits  make  it  easier  I 
nonlifetime  pols  to  enter  public  life,  where  they  can  achieve  gtl 
uine  influence  within  a  few  quick  years.  Term  limits  do  not  stl 
those  who  wish  to  devote  their  lives  to  public  service  from  doij 
so;  they  do,  however,  keep  people  from  barricading  themselve 
particular  offices.  Most  citizens,  including  those  in  Idaho,  woil 
undoubtedly  agree  with  Thomas  Jefferson,  who  said  that  the  Q| 
stitution  should  have  mandated  the  rotation  of  elected  officials.  I 

Idaho's  lawmakers'  love  of  political  office  is  not  unusual.  0:1 
their  brazen  overriding  of  the  voters'  will  makes  them  notewortl 


GREAT  MAN 


'•SERENA 


In  the  Arena— by  Caspar  W  Weinberger,  with  Gretchen 
Roberts  (Regnery  Publishing,  $34.95).  Delightfully  read- 
able memoir  of  an  extraordinary  man.  Forbes  Chair- 
man Cap  Weinberger  has  stood  out  since  childhood.  As 
a  teen  he  read  the  Congressional  Record  on  a  daily  basis. 
Ever  since,  he  has  had  strong  opinions — rarely  wrong — 
on  the  issues  of  the  day.  Cap  has  always  been  quick  with 
his  wits.  While  working  for  the  Harvard  Crimson,  his 
request  for  an  interview  with  a  noted  economist  was 
turned  down.  "So  I  went  to  one  of  his  lectures  and  during  the  ques- 
tion period  I  managed  to  ask  him  three  questions  before  he  realized 
he  was  being  interviewed." 

Like  Teddy  Roosevelt  (one  of  his  heroes),  Cap  believes  in  leading 
the  active  life.  In  the  midst  of  law  school — and 
before  Pearl  Harbor — Cap  tried  to  enlist  in 
Britain's  Royal  Air  Force  (he  lacked  the  neces- 
sary depth  perception),  which  was  locked  in  a 
lethal  struggle  with  the  Luftwaffe.  He  then 

ed  up  for  the  U.S.  Army.  Cap  met  his 
future  bride,  Jane,  on  a  troopship  to  Australia 
nst  Army  regulations,  married  her 
•  ashore. 
shed  service  in  the 
dm'  i    •  iturned to.California and 

quii  •   practicing  law  did  not 

fully  He  ran  for  the  Cali- 

fornia i  upset  victory, 

and  tin  irge  to  over- 

haul that  I      irrupt  regulation 


of  the  liquor  industry,  to  reform  its  inefficie 
labyrinthine  water  system  and  to  save  San  Francisc 
Palace  of  Fine  Arts.  He  later  served  as  Governor  R< 
gan's  budget  director,  during  which  time  Cap  acquiij 
an  awesome  reputation  for  going  over  spendi 
requests,  line  by  line,  and  then  reorganizing  the  agend 
In  Washington  in  the  early  1970s,  Cap  did  the  sai 
thing  at  both  the  Federal  Trade  Commission  and  t 
Office  of  Management  &  Budget.  He  went  on  to  tad 
the  mammoth  Department  of  Health,  Education  &  Welfare, 
the  1980s,  of  course,  Cap  performed  his  greatest  public  serv; 
when,  against  formidable  opposition,*  he  spearheaded  the  i 
building  and  rejuvenation  of  our  armed  services  as  President  Rt 
gan's  Secretary  of  Defense,  thereby  playinj 
pivotal  role  in  our  winning  of  the  Cold  W 
Cap  never  shrinks  from  a  good  fight. 
Defense  chief,  he  participated  in  a  debate 
the  Oxford  Union,  where  he  beat  back  a  r< 
olution  declaring  there  was  no  moral  diffi 
ence  between  the  foreign  policies  of  the  U 
and  those  of  the  U.S.S.R.  It  was  a  gut 
move,  given  the  liberal  nature  of  the  undt 
graduates  he  persuaded  to  vote  his  way. 

As  FORBES  readers  know,  Cap  has  1< 
none  of  his  zest  for  fighting  for  importa 
principles  in  the  public  arena. 


MSF  admired  Cap's  abilities  and  insight 
and  correctly  considered  it  a  coup  when 
the  ex-Defei  se  chief  came  on  board. 


•Including,  occasionally,  Malcolm  S.  Forties.  Queried  by 
pics-,  when  he  came  on  board  at  Forbes,  Cap  quipp 
"Malcolm  has  demonstrated  great  growth." 
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One  of  the 

top  five  automotive 

companies  doesn't 

use  Autonomy 


Will  it  make  pole  position? 


h 


nore  than  ever,  companies  must  reduce 
and  operate  more  efficiently.  Autonomy's 
Dlogy  automates  the  applications  - 
s,  business  intelligence.  CRM, 
mess  -  that  empower  companies  to  use 
core  resources  more  effectively.  With 
omy's  power,  computers  can  understand 
\fl  deluge  of  digital  information.  E-mails, 
jages,  documents,  voice  mails,  pictures, 
files  and  XML  pages  are  categorized, 


prioritized  and  delivered  without  any  manual 
intervention.  Nc  wonder  that  four  out  of  the  five 
top  FORTUNE  500'  automotive  companies 
rely  on  Autonomy  to  increase  productivity  and 
deliver  retur 

To      line      out     what     ROI     Autonomy 
can    bring    to    your    business,    call    us 
'OMOMY   or   visit    us    at 
www.autcnomy.com 


'-A 

Autonomy 


ISriM 


The  260-hp  Acura  t  cars  simply  get  you  from  here  to  there.  For  those  who  enjoy  every  p  !- 

pavement  in-between,  thei  TL  Type-S    It  sports  a  robust  260-hp  V-6,  an  aggressively  styled  exterior  and     „ 


ura  Division  of  American  Honda  Motor  Co..  Inc.  Acura  and  TL  are  trademarks  of  Honda  Motor  Co.,  Ltd. 
OnStar  is  a  registered  trademark  of  OnStar  Corporation.  Make  an  intelligent  decision.  Fasten  your  seat  belt 


.      ';   ■     ■'-■; 


trimmed  interior.  Add  to  that  the  available  CnStar^  service,  laser-quick  acceleration  and  handling  so  precise,  it's 

®ACURA 


illy-telepathic.  Thank  you,  Mr.  Cartographer.  Call  1-800-TO-Acura  or  visit  acura. co 


m. 
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The   new   botto 
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You've  got  a  plan.  A  vision 
So  fan  so  good. 

Now  there's  just  one  critical  rte 
left  on  the  agenda.  Finding  the  financii 
to  make  it  all  work. 

That's  where  CIT  comes  in. 
For  almost  a  century,  we've  been 
helping  companies  with  lending  and 
leasing  solutions  that  turn  ideas  into 
action,  keep  the  momentum  going, 
and  still  manage  the  bottom  line. 

When  all  is  said  and  done, 
that's  our  bottom  line. 

We're  CIT  Today's  financing  lea 
On  the  Web  at  CIT.com. 


■Jo 
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iURRENT  EVENTS 


f  Lee  Kuan  Yew,  senior  minister  of  Singapore 


AL  QAEDA'S  SOUTHEAST  ASIAN  FOOTHOLDS 


PT.  11,  2001  CHANGED  THE  FORTUNES  OF  PHILIPPINE  PRESI- 
nt  Gloria  Macapagal-Arroyo.  In  its  aftermath  she  accepted  the 
S.  military's  help  in  training  her  forces  to  fight  terrorism  and 
s  al  Qaeda-linked  Abu  Sayyaf  terrorists.  The  prospects  for  her 
untrv  have  now  improved. 

For  Indonesia's  President  Megawati  Sukarnoputri,  Sept.  11 
is  a  setback.  Since  taking  office  that  luly,  she  had  been  restoring 
nfidence  and  hope  to  Indonesians.  Soon  after  Sept.  1 1 
egawati  met  with  President  Bush  in  Washington  and  took  a 
ong  antiterrorist  stand.  Unfortunately,  in  the  two  weeks  she 
is  awav,  two  aggressive  groups  ot  Muslim  militants,  I.askar  Jihad 
d  the  Islamic  Defenders  Front,  captured  world  media  headlines 

staging  tierce  anti-U.S.  demonstrations  in  lakarta  and  by 
reatening  American  tourists  in  Solo.  By  the  time  Megawati 
urned,  the  Muslim  militants  had  seized  and  set  the  agenda. 

The  vast  majority  of  Muslims  in  Indonesia  are  moderates. 
ley  know  that  if  the  militants  prevail,  a  diverse  and  pluralistic 
donesia  will  break  apart.  But  to  win  Muslim  votes  in  the  2004 
returns,  many  political  leaders  oppose  taking  any  action 
ainst  these  militants. 

When  al  Qdtxh  became  big  news  after  Sept.  1 1 ,  a  Singaporean 
uslim  informed  Singapore's  Internal  Security  Department 
D)  that  Muhammad  Aslam  bin  Vai  Mi  Khan,  a  Singaporean  of 
kistani  descent,  had  links  with  al  Qaeda.  The  ISD  immediately 
t  him  and  his  associates  under  surveillance.  On  Oct.  4  Aslam 
t  suddenly  for  Afghanistan.  The  police  did  not  stop  him 
cause  they  were  hot  on  the  trail  of  his  associates.  On  Nov.  29  a 
reign  intelligence  agency  told  the  ISD  that  a  Singaporean 
med  Aslam  had  been  detained  by  the  Northern  Alliance.  Before 
I  story  leaked  widely  and  Aslam's  associates  could  abscond,  ISD 
ested  15  of  them.  Interrogation  and  examination  of  their  com- 
ter  hard  discs  and  video  compact  discs  revealed  they  were  tar- 
ting  U.S.  assets  in  Singapore.  Thirteen  of  those  arrested  are 

mbers  of  Jemaah  Islamiah  ( ID,  a  terrorist  network  based  in 
donesia  that  spans  Malaysia,  the  Philippines  and  Singapore. 

After  the  arrests  a  friendly  intelligence  agency  gave  the  ISD  a 
leotape  found  in  the  Afghanistan  home  of  Muhammad  Atef, 
ama  bin  Laden 's  second-in-command,  who  was  reportedly 
led  in  air  strikes  outside  of  Kabul.  This  videotape  is  of  Singa- 
re's  Yishun  subway  station  and  the  shuttle  buses  that  ferry  U.S. 
litary  personnel  to  it;  it  is  accompanied  by  a  running  commen- 
y,  in  English,  by  one  of  the  arrested  plotters:  "This  is  a  taxi  stand 
here]  our  bicycle  [packed  with  explosives]  can  b.e  parked.  The 

S.]  military  personnel  will  alight  from  the  bus  or  queue  up  for 


the  bus.  That  is  a  temple  . . .  where  many  vehicles  [are]  parked  so  it 
will  not  be  suspicious  to  have  a  motorcycle  or  a  bicycle  there." 

The  ISD  information  enabled  Philippine  intelligence  in  Manila 
to  arrest  Fathur  Rohman  AJ-Ghozi,  an  Indonesian  and  key  al 
Qaeda  member  operating  from  the  Philippines.  He  is  one  of  two 
foreign  handlers  of  the  Singapore  JI  cells.  A  bombmaker,  he  had  in 
his  possession  more  than  a  ton  of  TNT,  hundreds  of  detonators 
and  more  than  a  mile  of  detonating  cord.  The  other  foreign  han- 
dler, a  Canadian  national  of  Kuwaiti  descent,  is  still  at  large. 

Yazid  Sufaat,  a  Malaysian  and  another  important  al  Qaeda- 
linked  operative,  had  already  obtained  and  stored  4  tons  of 
ammonium  nitrate  in  a  Malaysian  town  100  miles  north  of  Sin- 
gapore. Sufaat  had  housed  two  of  the  Sept.  1 1  bombers  in  Kuala 
Lumpur  when  they  were  en  route  to  America  for  the  attacks.  The 
two  handlers  asked  the  Singaporeans  to  purchase  another  1 7  tons 
of  nitrate,  bringing  the  total  to  21  tons,  for  seven  bombs — each 
the  size  of  the  Oklahoma  City  bomb.  When  all  was  ready,  the 
two  handlers  were  to  assemble  seven  truck  bombs  and  direct 
where  they  were  to  be  placed  and  detonated  simultaneously. 
(They  knew  that  after  one  explosion,  security  would  be  tight- 
ened.) The  arrests  of  the  Singapore  cells  thwarted  the  handlers' 
plans,  which,  had  they  succeeded,  would  have  caused  many 
American  and  Singaporean  casualties  and  horrendous  damage. 

These  Muslim  terrorists  operate  across  national  boundaries  like 
multinational  companies.  The  two  al  Qaeda  handlers  taught  the 
Singaporeans  how  to  avoid  detection  and  maintain  secrecy,  using 
code  names,  multiple  aliases,  pay  phones  and  prepaid  mobile  phone 
cards.  Without  the  handlers,  the  Singaporeans  would  not  have 
known  how  to  devise,  let  alone  execute,  such  an  audacious  plan. 

Malaysia  and  Singapore  accused  Abu  Bakar  Baasyir,  the  leader 
of  the  Indonesian  Mujahideen  Council  in  Indonesia,  of  leading  JI 
in  both  territories.  Baasyir  denied  involvement  in  JI.  Baasyir 's  Indo- 
nesian subordinate,  Hambali,  wanted  by  Malaysia  and  Singapore 
for  directing  terror  groups  in  both  countries,  is  now  missing. 

No  Safe  Havens  in  Southeast  Asia 

If  the  U.S.  had  not  destroyed  al  Qaeda's  Afghan  bases  and  scattered 
its  leaders,  its  terror  networks  would  have  grown  and  penetrated 
deep  into  Southeast  Asia,  reaching  the  numbers  and  level  of  sophis- 
tication achieved  in  the  Middle  East,  Europe  and  America.  Al  Qaeda 
needs  new  safe  havens  to  regroup.  If  it  finds  them  in  Southeast  Asia, 
it  will  certainly  resume  its  attacks  on  U.S.  assets  targeted  earlier: 
U.S.  embassies  in  the  region  and  military  personnel,  naval  vessels 
and  aircraft  going  through  Singapore.  This  we  cannot  allow.        F 


I  pVjfKpc      Lee  Kuan  Yew,  senior  minister  of  Singapore;  Paul  Johnson 
I      ^    ^Fom  |    in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger,  are 
Web  site  at  www.forbes.corn/currentevents. 


eminent  British  historian  and  author;  and  Ernesto  Zedillo,  former  president  of  Mexico; 
now  periodically  writing  this  column.  To  see  past  Current  Events  columns,  visit  our 
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Thefuture 

of  medicine  has 
a  new  name. 

Wyeth 

Announcing  the  new  name  of  American  Home  Products  Corporation. 

As  it  has  grown  over  its  76-year  history,  American  Home 
Products  has  become  one  of  the  world's  most  advanced  pharmaceutical 
companies,  with  a  rich  portfolio  of  innovative  medicines. 

We've  built  a  research  powerhouse  unique  in  its  ability  to 
discover  and  develop  novel  treatments  across  three  platforms: 
pharmaceuticals,  vaccines  and  biotechnology.  Equally  important,  we  link 
these  efforts  to  maximize  our  potential  to  find  solutions  to  health  care 
problems  around  the  world. 

To  better  reflect  our  focus  and  mission,  we  have  selected  Wyeth  - 
a  name  that  expresses  our  pharmaceutical  heritage  -  as  our  Company's 
new  corporate  name.  Our  symbol  on  the  New  York  Stock  Exchange 
changes  to  WYE. 

In  addition  to  prescription  medicines,  Wyeth  will  continue  to 
bring  you  leading  non-prescription  brands  as  well  as  innovative  products 
in  the  field  of  animal  health. 

With  a  proud  past  and  an  exciting  pipeline  to  the  future,  we  at 
Wyeth  renew  our  commitment  to  a  single  mission:  Leading  the  way 
to  a  healthier  world. 


Wyeth 


i  pi 


Pharmaceui  cals.  Vaccines.  Biotechnology.  All  add  up  to 

©2002  wyeth  www.wyeth.corn 


HGITAL  RULES 

y  Rich  Karlgaard,  publisher 


MY  KEN  LAY 


WAS  A  CLOSE  SHAVE,  AND  IT  SCARES  ME  TO  THINK  ABOUT  IT 
>w  Last  week  I  popped  over  to  Palo  Alto  airport  in  my  Cessna 
ring  carpet,  sat  in  a  corner  at  an  ancient  IBM  computer  and 
ok  a  60-question  written  quiz  for  my  private  pilot's  instru- 
ent  rating. 

Man,  do  I  covet  the  instrument-pilot  ticket.  Flying  commer- 
al  these  davs,  even  for  little  hops  down  to  LA.  or  San  Diego,  is 
royal  pain.  It  eats  up  half  your  day,  counting  car  rides  to  the 
rport  and  enduring  the  now-typical  criminal  treatment  once 
ere.  Far  better  to  fly  your  own  airplane,  if  you  can.  Even  my 
iw  ( iessna  beats  Boeing  for  trips  under  500  miles — both  in 
ne  and  cost — except  when  there  are  clouds.  I  am  not  licensed 
fly  in  clouds.  Not  yet.  For  that  you  need  an  instrument  rating. 

Man,  do  I  hate  this  written  test  tor  the  instrument  rating.  It 
so  full  of  tripwires.  Example;  Every  student  pilot  learns  how  to 
ad  an  altimeter  during  the  first  lesson.  The  dirty  dogs  at  the 
ideral  Aviation  Administration  don't  care.  They  continue  to 
k  basic  altimeter  questions  on  their  tests — Which  drawing 
ows  8,300  feet?  and  so  on — but  with  a  cruel  twist.  The  FAA's 
•piction  of  an  altimeter  in  its  test  booklet  looks  like  no 
timeter  seen  in  any  flying  machine.  The  FAA's  version  looks 
ie  a  blood  pressure  monitor.  Or  a  meat  scale.  Or  a  cereal  box 
cret  decoder.  It  does  not  look  like  an  altimeter.  The  FAA 
ttickles  when  a  good  pilot  whiffs  on  these  knuckleballs.  What  is 
trving  to  prose? 

The  FAA  makes  you  learn  navigation  technology  not  seen  or 
led  since  the  1960s,  except  perhaps  in  Angola.  The  FAA  "makes 
>u  learn  Morse  code.  It  makes  you  learn  dead  languages,  such 
obscure  weather  hieroglyphics.  No  pilot  in  the  21st  century 
acK  weather  this  way.  Why  bother?  It's  easier  to  call  a  weather 
defer  or  go  to  one  of  a  do/en  Web  sites.  In  other  words,  get  the 
oop  on  thunderstorms  or  icy  clouds  in  plain  English. 

I  so  loathe  the  FAA's  foul  trickery  that  for  two  days  leading 
p  to  the  test  my  mind  was  given  over  to  just  one  thing:  how  best 
>  cheat  the  FAA.  The  FAA  test  is:  outdated,  poorly  worded, 
bscenely  drawn,  wickedly  confusing  and  wildly  irrelevant  to 
le  actual  task  of  Hying  in  the  clouds.  If  ever  the  moral  right — 
id  duty! — to  cheat  existed,  this  was  it. 

loral  Intersection 

ut  why  stop  with  the  FAA?  As  long  as  we're  on  the  topic  of 
lings  hopelessly  outdated,  poorly  worded,  obscenely  dra'.\  n, 
ickedly  confusing  and  wildly  irrelevant,  what  about  the  Federal 
ax  Code?  Seven  million  words  ...  and  expanding  by  three 
■risham  novels'-worth  a  year!  How  do  you  like  some  of  the  new 
:gulations  regarding  sexual  harassment,  toxic  material  disposal 
r  wedands  use?  Confusing?  Designed  to  trip  you  up?  Heck,  yes. 


Should  you  therefore  ...  cheat?  Well,  who  hasn't  contemplated  it? 

Back  to  my  own  little  dilemma.  Here's  what  I  did  in  the  two 
days  leading  up  to  the  test.  I  wrote  down  every  question  that  I 
had  muffed  in  the  five  previous  practice  tests  ...  wrote  them 
down  on  a  piece  of  paper.  I  wrote  them  as  teeny  as  I  could  make 
them,  on  a  slip  of  paper  that  could  fit  in  my  wallet.  I  also 
"coded"  the  scribblings  in  shorthand,  so  as  to  hide  my  true 
intent.  Which  was  to  cheat. 

Not  being  satisfied  with  paper,  I  dropped  by  a  pilot's  shop 
the  day  before  the  test  and  purchased  a  small  hand  computer.  I 
bought  the  most  expensive  one — with  128K  of  memory  and  a 
memo  function.  On  which  I  wrote — again,  in  coded  short- 
hand— answers  to  every  question  I'd  struggled  with. 

"Lead  us  not  into  temptation,"  says  The  Lord's  Prayer.  But, 
lordy,  they  did — my  own  guvm'nt.  Forgive  me,  for  I  must  defeat 
their  meat-scale  altimeter  with  a  memo-function  calculator. 

Sleepless  Night 

The  night  before  the  test  something  very  weird  happened.  I  took 
my  kindergarten-age  son  to  Math  Night  at  his  school.  The  aim 
was  for  each  dad  and  child  to  play  a  series  of  games  that  were 
designed  with  a  math  theme.  Stuff  such  as,  which  jar  lid  will  sink 
fastest  in  water?  or,  how  many  scoopfuls  of  rice  will  fill  the  cups? 
There  were  12  games,  and  my  son  and  I  finished  first.  It  wasn't  a 
speed  contest,  but  my  son  thought  it  was  grand  that  we  finished 
first  anyway  and  bragged  all  the  way  home.  He  told  his  mom 
and  sister  that  we  had  beaten  all  the  other  kids  and  dads.  The 
only  worm  in  his  story  is  that  we  hadn't  finished  some  of  the 
games.  Without  telling  him,  I  had  skipped  two.  I  knew  I  had  to 
get  up  early  to  take  my  own  test,  the  bloody  FAA  exam.  I'd 
wanted  to  get  home  and  get  to  bed. 

That  night  I  didn't  sleep.  I  kept  hearing  my  son  saying  that 
we  were  the  world's  greatest  math  team,  but  we  weren't.  I  kept 
thinking  about  the  next  day's  test.  Sleep  would  not  come. 

In  the  morning,  ragged  and  wretched,  I  gulped  a  pot  of  cof- 
fee and  headed  to  the  airport  for  the  test.  I  left  my  new  calcula- 
tor with  the  128K  memo  function  in  the  house.  On  the  airport 
parking  ramp  in  Palo  Alto,  I  studied  my  coded  slip  of  paper, 
then  crumpled  it  up  and  left  it  behind.  Inside  I  sat  down,  signed 
my  name,  paid  my  money,  took  the  test.  And  did  miserably.  But 
I  passed — cleanly,  by  gosh — and  now  it's  done  with. 

I  don't  know  about  you.  But  when  I  watch  the  moral  melt- 
downs  at  Enron  and  Global  Crossing  or  of  famous  CEO  mar- 
riages, I  feel  outraged,  but  not  too  much.  I  feel  something  else.  I 
feel  the  shiver  of  recognition.  F 


Forbes 


Visit  Rich  Karlgaard's  home  page  at  www.forbes.com/karigaard. 
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OUTFRONT 

Full  Disclosure 

IBM  was  boldly  using  revenue  from  patent  licenses  and  profits  from  asset  sales  to  shrink 
its  reported  overhead  costs.  That  accounting  doesn't  fly  anymore,  by  daniel  lyons 


* 


i 


to 
la 


N  A  POST-ENRON  WORLD,  MURKY 
accounting  is  punished  on  Wall 
Street,  and  even  mighty  Interna- 
tional Business  Machines  Corp.  is 
not  immune.  When  the  New  York 
Times  disclosed  on  Feb.  15  that  IBM 


had  used  the  $340  million  gain  from  the 
sale  of  an  optics  business  to  reduce 
fourth-quarter  overhead  costs,  investors 
hammered  the  stock  down  5%.  Louis  V. 
Gerstner  Jr.,  IBM's  boss  from  April  1993 
to  Mar.  1  of  this  year,  doesn't  want  any 


Co 


tarnish  on  his  record.  So  now  it  is  tif 
for  a  little  restating. 

Key  number  here:  "selling,  gene 
and  administrative  expenses,"  a.k.a.  ove 
head.  In  its  Ian.  17  news  release  on  20: 
earnings,  IBM  had  SG&A  at  $15.5  billic 


New  era:  Chief  Executive  Sam  Palmisano  with  Lou  Gcrsti 
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wn  S  '■>  from  six  vears  earlier  even  as  it 
ded*>14  billion  in  annual  revenue.  To 
ire  at  this  number  IBM  used  the  con- 
nersial  method  of  counting  some  rev- 
ue sources — chiefly  patent  fees  and 
ins  on  asset  sales — not  as  revenue  but 
reductions  in  SG&A.  How's  that  again? 
patent  fee  has  the  effect  of  reducing 
erhead?  "I've  never  heard  of  anyone 
ing  it  that  way,"  says  Fred  A.  Hickey,  an 
:ountant  and  the  editor  of  The  High- 
ch  Strategist,  a  financial  newsletter  in 
ishua,  N.H. 

Gerstner,  who  handed  the  chief  exec- 
ive  title  to  veteran  IBMer  Samuel  J. 
lmisano  and  retires  as  chairman  at 
ar-end,  pushed  the  company's  stock 
ice  up  almost  ninefold  in  nine  years. 
j  didn't  accomplish  this  feat  by  riding 
j  technology  boom  in  the  manner  of  a 
rll  (  omputer  or  a  Cisco  Systems.  On 
tcontrarv,  IBM's  top  line  ($86  billion 
t  year)  has  merely  kept  up  with  infla- 
>n.  Gerstner's  legacy,  rather,  is  one  of 
making  an  aging  com- 
puter giant  leaner  and 
more  efficient.  But  IBM  is 
not  as  efficient  as  its  |anu- 
ary  earnings  report  made 
it  look. 

When  it  came  time  to 
file  its  10K  report  with  the 
Securities  &  Exchange 
Commission  on  Mar.  11, 
IBM  did  some  hasty 
backpedaling.  The  new 
disclosures  show  that  IBM 
had  been  low-balling 
SG&A  by  $1.7  billion  or 
10%  last  year;  $1.9  billion 
or  11%  in  2000;  and  $1.6 
billion  or  10%  in  1999. 
While  this  didn't  artifi- 
cially boost  net  income,  it 
had  the  cosmetic  impact 
of  making  IBM  look  leaner 
than  it  was. 

In  1999  IBM  took  a  $4 
billion  one-time  gain 
from  the  sale  of  a  network 
to  AT&T.  It  applied  a  large 
chunk  of  this  profit  to  the 
SG&A  line,  and  that  raised 
eyebrows.  The  SEC  called 
IBM  on  the  carpet  over  the 
1999  annual  report,  and 


issued  a  rule  designed  to  make  it  harder 
to  avoid  reporting  asset  gains  as  nonre- 
curring revenue.  IBM's  accountants,  how- 
ever, stood  pat — until  Mar.  1 1 .  Says  a  for- 
mer SEC  official  involved  in  the  flap:  "IBM 
was  |ust  putting  its  thumb  in  the  eye  of 
the  SEC  and  saying,  'We  dare  you  to  do 
something.'" 

IBM  resisted  fuller  disclosure  even  as 
asset  sales  became  common  in  Gerstner's 
overhaul  of  the  company.  In  2000  IBM 
brought  in  almost  half  a  billion  dollars  by 
selling  two  factories  in  Italy  and  one  in 
Minnesota,  plus  $90  million  for  an  office 
complex  in  Charlotte,  N.C.  Last  year  the 
terms  of  the  deals,  unannounced  by  IBM 
but  in  some  cases  disclosed  in  the  buyers' 
SEC  filings,  included  $90  million  for  a  fac- 
tory in  Japan  and  unspecified  sums  for  a 
second  plant  in  japan,  a  100-person  con- 
sulting business  and  a  unit  that  develops 
global-positioning  systems. 

The  selloff  continued  in  the  new  year. 
In  January  IBM  did  two  more  deals:  It 
sold  a  document-services  division  with 
plants,  real  estate  and  200  employees;  it 
also  sold  factories  in  the  U.S.  and  Scot- 
land to  Sanmina-SCI,  a  contract  manu- 
facturer, for  $200  million,  says  analyst 
lames  Savage  of  Thomas  Weisel  Partners. 
IBM  didn't  disclose  the  terms  of  either 
deal.  It  does  admit  that  it  had  been  tuck- 
ing gains  or  losses  booked  on  these  sales 
into  its  SG&A  line. 

Even  though  the  controversial 
accounting, *for  the  most  part,  had  no 
effect  on  IBM's  net  income,  it  affected 
how  investors  judged  the  quality  of  that 
income,  whether  it  was  from  strength  in 
operations  or  more  from  nonrecurring 
effects.  IBM  netted  $7.7  billion  aftertax 
last  year,  or  a  diluted  $4.35  a  share. 

Growth  played  a  small  role  in  gener- 
ating the  huge  gains  Gerstner  delivered 
for  shareholders.  He  better  than  tripled 
the  revenue  from  intellectual  property 
royalties  (only  $400  million  the  year  he 
arrived).  He  moved  IBM  into  services, 
which  explains  how  head  count  has 
grown  40%  in  six  years  to  320,000.  Typi- 
cal deal  in  that  genre  is  the  $500  million 
contract  IBM  landed  this  month  to  run 
the  data  processing  operations  of  Nestle. 

The  old  IBM  made  its  money  in  man- 
ufacturing, marking  up  boxes  steeply  and 
using  the  gross  profit  (60%  in  1982)  to 


Selling  Spree 


IBM  has  actively  shed  assets.  In  most 
cases  it  did  not  disclose  the  sale  prices 
listed  below  in  annual  reports.  In  some 
cases  it  used  gains  to  lower  overhead. 


201IZ 


Prices  NA 


Plants  in  North  America  and  Scotland; 
document-services  division. 


$430  million1 


Optical  transceiver  operation;  GPS  develop- 
ment group;  design  and  manufacturing  plants 
in  Yasu,  Japan;  Chem  Systems,  a  100-person 
consulting  group. 


VII  fl 


fclUI 


$650  million1 

Repair  center  in  Amsterdam;  Edmark  educa- 
tional software  division;  1.8-million-square- 
foot  campus  in  North  Carolina;  manufacturing 
operation  in  Sao  Paulo,  Brazil;  chip  plant  in 
East  Fishkill,  N.Y.;  plants  in  Italy  and  Min- 
nesota; home  networking  group. 

IQQQ 

$5.5  billion1 

($5  billion  from  Global  Network; 
$480  million  from  others) 
Manufacturing  campus  in  Austin,  Tex.; 
networking  unit;  factory  in  Scotland; 
Mexican  subsidiary;  semiconductor  joint 
venture  in  Manassas,  Va.;  assembly  and  test 
plant  in  Austin,  Tex.;  Global  Network. 


1938 


$170  million1 

Assembly  and  test  operation  in  Charlotte, 
N.C;  fulfillment  and  integration  operations 
in  Charlotte,  N.C;  Worldwide  Chain  Store 
Systems,  a  subsidiary  software  unit. 

Prices  NA 

Belgian  property  unit;  circuit-board  factory 
in  Austin,  Tex.;  remarketing  division  in  New 
Zealand;  155  acres  in  North  Carolina; 
70  acres  in  Austin,  Tex. 

$700  million1 

Campus  in  Boca  Raton,  Fla.;  Celestica,  a  con- 
tract manufacturer;  office  tower  in  Chicago. 

Price  NA 

Plant  in  Valencia,  Spain. 


1934 


$1.5  billion 


Federal  Systems  unit. 

'Some  deals  are  not  included  in  the  sale  price  total 
because  their  price  could  not  be  determined. 
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fund  free  handholding  for  customers. 
The  new  IBM  has  to  compete  on  price 
with  Dell  and  Hewlett-Packard,  and 
recover  the  cost  of  systems  analysts 
via  service  contracts.  In  IBM's 
lifeblood  business,  mainframes,  prices 
fell  a  jarring  98%  (in  dollars  per  unit 
of  computing  power)  between  1991 
and  2001. 

Making  up  for  only  some  of  this 
Moore's  Law  shrinkage  in  computer 
prices  was  a  rise  in  computing  power 
demanded  by  IBM's  large  corporate 
customers.  The  net  effect  is  that  IBM 
is  anything  but  a  growth  company.  So 
how  do  you  enrich  shareholders  in  a 
world  like  that?  Gerstner's  real  skill  is 
financial  engineering.  He  pushed 
IBM's  tax  rate  down  from  47%  in 
1995  to  30%  in  2001.  He  rode  a  bull 
market  in  stocks  to  pension  gains, 
with  a  better  than  $  1  billion  favorable 

"IBM  was  just  putting 
its  thumb  in  the  eye 
of  the  SEC  and  saying, 
'We  dare  you 
to  do  something;" 

swing  between  1995  and  2001  in  that 
expense  item  (a  $732  million  pension 
cost  in  1995  morphed  into  a  $437 
million  gain  in  2001).  He  spent  $44 
billion  of  cash  buying  back  864  mil- 
lion shares  at  an  estimated  average 
cost  of  $51 ,  making  shares  held  by  the 
surviving  shareholders  that  much 
more  valuable. 

This  is  going  to  be  a  tough  act  to 
follow  for  c  lerstner's  chosen  successor, 
50-year-old  Sam  Palmisano.  When 
Gerstner  arrived  in  1993,  he  immedi- 
ately took  $8.9  billion  in  nonrecurring 
charges, settii  ■  i  forarebound 

in  profits.  Pali  lently  not 

going  to  open  h  i  big- 

bath  writedown  that  pi 
ings  pump  foi 

do  something  >  pacify  Wall 

street:  usher  in  a  pi  liq  of  fit 

cial  transparency.  F 


When  Cheese  Goes  Bad 

How  high-flying  Suprema  Specialties  landed  in  bankruptcy  cou 
and  in  the  center  of  a  criminal  investigation,  by  nicole  ridgway 

worth  of  cheese  to  inspect  because  of  "q 
tions  [about]  its  precise  contents  and  acl 
rate  labeling,"  according  to  testimony  by 
prema's  newly  appointed  chief  executive] 
Douglas  Hopkins. 

Meantime  the  business  shriveled. 
Seidman,  Suprema's  auditor  for  eight  ye| 
resigned,  citing  concerns  about  the  tnl 
worthiness  of  management's  informatl 
One  of  the  company's  milk  suppliers,  All 
Federated  Cooperatives,  suspended  sll 
ments  because  it  hadn't  been  paid  on  til 
Suprema's  attempt  to  access  $130  million 
line  of  credit  and  arrange  debtor-in-posj 
sion  financing  fell  through;  outstanding  lo| 
were  declared  in  default.  Suprema  decla 
Chapter  II  on  Feb.  24. 

At  the  center  of  the  investigation:' 
Suprema's  hard-cheese  business.  Unlike 
soft-cheese  line,  which  generated  up  to  $1 
million  in  sales,  the  hard-cheese  line  wal 
poorly    documented    brokering    businf 
responsible  for  some  $300  million  in  sales . 
the  majority  of  accounts  receivable  and  inv| 
tory.  And  of  the  $203  million  in  ass 
reported  by  Suprema  to  the  bankruptcy  col 
$89  million  represents  accounts  receival 
from  the  brokerage.  Turns  out  there  are  I 
records  or  cash  receipts  from  those  opel 
tions;  the  business,  Suprema's  lawyer  told  | 
court,  "miraculously  or  mysteriously  dis 
peared"  on  the  day  the  FBI  issued  warraij 
Hopkins  testified  that  the  brokerage's  partnl 
"do  not  return  phone  calls.  They  appea| 
many  cases  to  be  interrelated  accounts ... ; 
the  names  in  those  accounts  correspond 
the  names  that  were  cited  on  the  warr| 
served  by  the  FBI." 

The  court  allowed  Suprema  to  use  a  Ij 
ited  amount  of  its  loan  to  meet  payroll—; 
begin  liquidating.  The  banks  and  unsecul 
creditors  like  Allied  Federated  will  have 
fight  over  the  $7.3  million  in  receivab 
accounted  for  and  the  $5.5  million  in  st 
cheese  inventory.  Nary  a  slice  for  sharehc 
ers.  At  least  Suprema's  lawyers  are  gett 
something  out  of  this:  close  to  $500,00C| 
upfront  retainers. 


Suprema  Specialties  sure  pulled  the 
cheesecloth  over  a  lot  of  eyes.  The  19- 
year-old  Paterson,  N.J.  vendor  of  Ro- 
mano, Parmesan  and  provolone  rose 
from  a  tiny  family-run  outfit  to  a  big  supplier  to 
supermarkets  and  fast-food  chains  like  Sbarro. 
For  the  12  months  ended  last  June  30  sales 
were  up  51%  to  $420  million;  net  profit,  up  39% 
to  $8.9  million.  That  placed  Suprema  22nd  on 
our  200  Best  Small  Companies  list  (Oct.  29). 
Today  Suprema  is  closing  under  a  cloud  of 
high-level  resignations,  shareholder  suits  and 
investigations  by  the  Securities  &  Exchange 
Commission,  the  FBI  and  the  Food  &  Drug 
Administration. 

Things  started  to  crumble  in  late  Decem- 
ber when  Suprema's  chief  financial  officer, 
Steven  Venechanos,  and  his  controller  sud- 
denly resigned,  prompting  an  internal  investi- 
gation into  the  company's  financial  state- 
ments. Nasdaq  halted  the  stock  at  $13  and  the 
SEC  began  its  probe.  More  than  a  dozen  class 
actions  followed;  one  alleges  that  executives 
issued  "false  and  misleading"  financial  state- 
ments and  that  Mark  Cocchiola,  cofounder 
and  former  chief  executive,  and  Venechanos 
profited  from  "artificially  inflated  [stock] 
prices"  when  they  sold  shares— reaping  a  total 
$4.1  million  and  $628,000,  respectively— in  a 
stock  offering  in  November. 

The  FBI  raided  company  headquarters  in 
late  January,  seizing  computers  as  well  as 
financial  and  manufacturing  records.  (FBI  and 
FDA  agents  have  confirmed  a  criminal  investi- 
gation.) The  feds  also  embargoed  $45  million 


38     i    o  it   is   i    s  . 


25,  1  wanted  to  MAKE  vice  president. 


At  35,  I  wanted  to  MAKE  my  first  million. 


At  45,  I  wanted  to  iVIAKE  enough  to  buy  the  company. 


Now  all  I  want  is  to  MAKE  it  around  this  track  two-tenths  of  a  second  faster. 


nLincoln 

Financial  Group 


incoln  Financial  Group,  we  offer  ckdi    imclersui^laHe,  customized  solutions  to  help  you  manage,  protect 
and  enjov  the  work  of  a  lifetime.  (  :all  :us  '-  \SIv-i;fKC(  )LX.  Clear  solutions  hi  a  coi)iplcx^rl<C 


itatt  and  /• in ,i nc iii I  I'litii-uiift  ii&gp 


In  National  Corp  Financial  planning  services  bf^recj.lW 
lo  Financial  Advisors,  a  broker-dealer  (Member  SIPCt 


iiuciii  \  I, i  n  iinc  in  cut 


jrSagemark  Consulting,  a  division  ot  Lincoln  Financial  Advisors  Corp.  Securities  offered 
ricoln  Financial  Group  is  the  marketing  name  for  Lincoln  National  Corp.  and  its  affiliates 
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Bragging 
Rights 

Here's  a  look  at  the  ten 
top-earning  chief 
executives  in  2001, 
based  on  early  filings. 
We  also  show  their 
company's  one-year 
return  to  shareholders 
(in  percentages).  The 
pay  figures  are  drawn 
from  140  Forbes  500 
companies  that  had 
filed  data  as  of  early 
March. 

-Scott  DeCarlo 


O 

Oracle 
Lawrence  J.  Ellison 
$706  million 

-25% 

O 

Emulex 

Paul  F.  Folino 

$56  million 

18% 


JDS  Uniphase 

Jozef  Straus 

$151  million 

-76% 

O 

Philip  Morris  Cos. 
Geoffrey  C.  Bible 
$50  million 

13% 


Lehman  Brothers  Holdings 
Richard  S.  Fuld  Jr. 
$113  million 

-9% 

O 

KB  Home 

Bruce  E.  Karatz 

$32  million 

54% 


Scientific-Atlanta  Maxim  Integrated 

James  F.  McDonald  John  F.  Gifford 

$87  million  $60  millio 

-53%  -3% 


O 

Network  Appliance 

Daniel  J.  Warmenhoven 

$24  million 

-28% 


© 

BJ  Services 
J.W.  Stewart 
$23  millio 

-19% 


Compensation  is  measured  by  the  following:  salary  and  bonuses,  realized  gains  in  stock  options,  vested  stock  grants  and  "other"  compensation,  such  as  company-paid  insurance  an 
perks.  Company  total  returns  based  on  Mar.  7  close.  Sources:  FT  Interactive  Data  via  FactSet  Research  Systems;  latest  proxy  statement 


Fashionable  Shelter 


Did  hundreds  of  wealthy  investors  claim  billions  in 
bogus  losses?  by  janet  novack 


ISCO  SYSTEMS  FOUNDERS  SANDRA  K.  LERNER  AND 
Leonard  Bosack  generously  fund  a  variety  of  causes, 
I  from  animal  welfare  to  the  search  for  extraterrestrial  life. 
One  cause  they're  apparently  not  keen  to  support,  how- 
ever, is  the  U.S.  Treasury.  They're  not  alone.  The  Internal  Rev- 
enue Service  says  hundreds  of  wealthy 
taxpayers,  including  the  Cisco  duo,  used 
variants  of  the  same  tax  shelter  to  gener- 
ate several  billion  dollars  in  artificial  cap- 
ital losses,  which  then  offset  real  gains. 

The  IRS  calls  the  complicated  ploy  the 
"basis-shifting"  shelter.  In  a  typical  deal, 
Cayman  Islands  or  Bermuda  corporations 
and  options  and  warrants  are  used  to  cre- 
ate an  inflated  basis — and  therefore  in- 
flated losses — in  Union  Bank  of  Switzer- 
land stock.  The  key  is  the  use  of  foreign 
entities  to  manipulate  rules  designed  to 
keep  closely  held  U.S.  businesses  from  con- 
verting high-taxed  ordinary  income  into  low-taxed  gain. 

Robert  Brazzil,  who  heads  IRS  efforts  against  this  shelter,  says 

it  least  five  organizations  promoted  the  shelter.  Lerner  and 

ick,  who  are  the  first  taxpayers  to  be  publicly  linked  to  it, 

rsion  developed  in  part  by  KPMG.  In  October  the  IRS 

^T  million  loss  claimed  in  1997  by  a  partnership 


owned  by  Lerner,  Bosack  and  their  San  Francisco  money  m 
ager,  David  C.  Soward.  The  three  have  paid  $1.7  million  in  e> 
tax  and  sued  in  U.S.  District  Court  in  San  Francisco  to  g( 
refund  and  to  overturn  unpaid  penalties  totaling  80%  of  the 
The  IRS  makes  the  usual  argument  that  the  transactions  w 
economic  shams  with  tax  avoidance  as 
primary  motive.  In  their  suit,  Lerner  i 
Bosack  acknowledge  the  "risk  of  loss  a 
limited"  but  argue  the  transactions  had  e 
nomic  substance  because  "the  potential  e 
nomic  profit  was  unlimited"  if  UBS  sha 
rose.  They  also  say  the  IRS  made  procedi 
errors  in  their  case.  "Sophisticated  peo 
arrange  their  affairs  in  such  a  manner 
minimize  the  tax  impact,  and  there's  no 
ing  wrong  with  that,"  says  Martin  Scha 
baum,  their  attorney. 

N.  Jerold  Cohen,  a  partner  with  Suth 
land  Asbill  &  Brennan,  advised  clie 
against  getting  involved  in  the  shelter,  but  now  represents  so 
who  did.  He  questions  whether  the  IRS  can  win  all  these  ca: 
Cohen  says  some  taxpayers  made  real  profits  and  others  suffe 
losses,  albeit  small  ones  compared  to  those  they  claimed. 

Any  outcome  is  possible,  but  it's  a  fair  bet  that,  net 
lawyers'  fees,  many  taxpayers  in  these  shelters  will  be  losers. 
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Some  people  are  afraid  to 


get  lost. 

^^  Some  people  look  forward  to  it. 

Lost?  You're  never  really  lost  as  long  as  you're  still  out  there,  exploring  the  road  and  the 
new  Saab  9-5  SportWagon.  Satisfying  every  whim  with  its  powerful,  turbocharged 
engine,  improved  ride  and  precise  handling.  Not  to  mention,  enough  cargo  space  to 
carry  everything  you  need  when  you  get  there.  Wherever  that  is.  www.saabusa.com 


i  2002  Saab  9-5  Linear  S 
nu.nent  extra.  Model  shown  at  artdibo 


Introducing  the  new  SaabyJ^ 

Starting  at  $33,995 
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Fishdoggle 

The  government  buys  boats  and 
them.  Yet  it  still  subsidizes  more 

BY  IRA  CARNAHAN 


sinks 
boats 


LYMOUTH,    MASS.    FISHERMAN 
Charles  Good  caught  cod,  had- 
dock and  other  groundfish  from 
his  120-foot  boat,  Mandy  Ray. 
Then,  in  1998,  as  part  of  a  program  to 
control  overfishing,  the  National  Marine 
Fisheries  Service  paid  him  $1  million  for 
his  fishing  permits  and  boat.  The  Mandy 
Ray  was  sunk.  But  Good,  now  50,  didn't 
retire  or  find  a  new  line  of  work.  Instead 
the  genial  fisherman  bought  a  smaller  boat 
and  another  permit  and  continued  to  fish. 
"That's  all  I  know,"  he  says. 

Since  1995  the  federal  government  has 
provided  $140  million  to  buy  up  boats 


and  permits  in  a  futile  effort  to 
protect  overfished  species. 
Good's  boat  was  part  of  a  $24 
million  buyout  of  79  New  Eng- " 
land  groundfish  boats.  Within 
two  years  62  additional  boats — 
and  half  the  bought-out  fisher- 
men— were  catching  groundfish 
in  the  area,  Congress'  General 
Accounting  Office  found.  Some 
who  didn't  resume  groundfish- 
ing  switched  to  other  overfished 
species,  such  as  lobster.  Another 
$10  million  New  England  permit  buyback 
is  underway.  And  Congress  continues  to 
subsidize,  with  a  tax  break,  the  building  of 
new  boats  in  areas  not  yet  overfished. 

The  feds  got  into  boat-buying  after  the 
traditional  approach  to  controlling  over- 
fishing— shortening  the  fishing  season — 
floundered.  In  many  areas  fishing  seasons 
have  been  cut  to  just  a  few  weeks  a  year, 
creating  numerous  problems.  Fishermen 
feel  pressured  to  go  out  no  matter  what 
the  weather,  and  they  make  little  effort  to 
avoid  pulling  up  and  killing  species  they're 
not  allowed  to  catch.  Short  seasons  spawn 
economic  waste,  too.  Fishermen  invest  in 


bigger  boats;  processors  build  plants  <] 
can  handle  a  whole  year's  catch  in  a  si  I 
period.  Consumers  suffer,  because  ftj 
fish  is  available  for  only  a  few  weeks  a  ] 

Fortunately  there's  a  better  way  to  < 
trol  overfishing.  Set  up  a  system  of  quel 
fishermen  can  buy  and  sell,  suggests  P| 
Emerson,  an  economist  with  EnvirJ 
mental  Defense.  The  quotas  would  let  el 
fisherman  take  a  fixed  percentage  of  I 
total  allowable  catch.  Other  countries  t| 
have  adopted  quota  trading,  incluc 
Canada,  Iceland  and  New  Zealand,  h| 
typically  seen  fishing  seasons  lengthen ; 
excess  boats  leave  the  industry. 

Tradable  quotas  have  also  been  tril 
with  good  results,  at  a  handful  of  U.S.  fil 
ing  grounds.  Since  they  were  instituted] 
Alaskan  halibut  and  sablefish  in  1995, 
fishing  season  has  gone  from  5  to  245  djl 
a  year.  Yet  in  1996  Congress  impose  | 
moratorium  on  new  quota  experimen 

Congress  is  now  considering  lift  I 
that  moratorium.  If  the  pols  are  really  | 
rious  about  letting  the  free  market  wol 
here's  another  idea:  Instead  of  just  givj 
away  tradable  quotas,  auction  them 
like  the  valuable  resource  they  are. 


High-Priced  Heel 


A  shoemaker  proves  that  crime  does  pay. 

BY  ELIZABETH  MACDONALD 


Last  May  Steven  Madden  pleaded  guilty  to  securities  fraud  and 
money  laundering.  The  44-year-old  shoe  mogul  had  conspired 
with  penny-stock  brokerage  firms  to  manipulate  the  prices  of 
initial  public  offerings.  The  firms  purportedly  defrauded  investors 
of  more  than  $200  million;  Madden  personally  reaped  an  estimated 
$7  million. 

Madden  could  go  to  jail  for  as  long 
as  four  years   and   three   months 
(Judge  Kimba  Wood's  sentence  is 
|HB    expected  soon).  He's  also  barred  from 
H    serving  as  an  officer  or  director  of  any 
public  company  for  seven  years  and  has 
to  pay  $10.8  million  in  disgorgement 
of  illegal  gains,  restitution,  penal- 
ties and  interest. 

But  a  band  of  loyal  directors 
has  come  to  Maddens  rescue.  A 
lawsuit  filed  by  the  company's 
shareholders  in  U.S.  District 
Court  in  Brooklyn  against  Mad- 


den and  a  number  of  directors  claims  the  directors  gave  Maddenl 
a  sweetheart  ten-year  consulting  job  as  the  company's  new  "ere- 1 
ative  and  design  chief."  Madden  could  earn  more  than  enough  to| 
cover  his  fines. 

The  new  pay  package,  including  an  expense  allowance,! 
bonuses  and  options,  could  be  worth  triple  the  annual  $1  million  I 
compensation  he  got  before  his  conviction,  the  suit  says.  Basel 
salary?  It's  $700,000— twice  his  old  annual  base  wage.  Over  the  I 
ten-year  deal  Madden  could  earn  as  much  as  $35  million,  the| 
suit  claims. 

The  defendants  say  that  independent  directors  approved  the  I 
deal;  the  plaintiffs  argue  that  directors  "under  Madden's  influence" 
approved  it.  Madden's  personal  lawyer,  Jonathan  Lemer,  plans  to 
contest  the  suit  and  says  it  is  "without  merit."  A  company  spokesman 
says  the  deal  includes  a  payment  for  the  full  right  to  use  and  control 
his  name  and  the  brand  anywhere  in  the  world.  Laurence  D. 
Paskowitz,  the  plaintiffs'  attorney,  claims  the  company  already  "had 
all  the  rights  it  needed  to  use  his  name  before  he  got  the  deal." 
The  spokesman  demurs,  saying  those  rights  weren't  so  clearly  de- 
fined before,  but  adds:  "Hey,  it's  nice  work  if  you  can  get  it."      F 


Steven  Madden  has  plenty  of  time  to  enjoy  his  recent  handout. 
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When  it  comes  to  intelligent 
customer  contact,  you  simply 
have  to  know  where  to  look. 


For  30  years,  Rockwell  FirstPoint  Contact  has  been  quietly  providing  intelligent  technology  for 
leading  companies  around  the  world.  If  you're  looking  to  enhance  customer  service  by  leveraging 
your  investment  in  CRM,  it's  time  to  take  a  new  look  at  the  industry  leader. 

Look  to  Rockwell  FirstPoint  Contact... where  intelligent  customer  contact  begins. 


1-800-416-8199 


www.rockwellfirstpoint.com 
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Jet-SetteP 

Failing  at  six  other 
businesses  didn't  stop  Alan 
Clingman  from  hooking  up 
with  Warren  Buffett. 


BY  RISHAWN  BIDDLE 

DOWN-ON-THEIR-LUCK  DOT-COM- 
mers  working  behind  the  counter 
at  Starbucks  should  find  great 
inspiration  in  Alan  Clingman.  Cling- 
man, 42,  presided  over  the  collapse  of 
a  big  commodities  trading  firm  and 
five  Internet  outfits.  Now  he's  back  in 
business,  this  time  with  Warren  Buf- 
fett, no  less.  As  cofounder  of  Marquis 
Jet  Partners,  Clingman  is  reselling  sliv- 
ers of  private-jet  timeshares  sold  by 
the  Executive  Jet  division  of  Buffett's 
Berkshire  Hathaway. 

Federal  Aviation  Administration 
rules  permit  Executive  Jet  to  carve  up 
airplane  ownership  into  pieces  as 
small  as  50  hours  a  year.  Executive  Jet 
gets  $375,000  for  a  year  of  that  time- 
share  on  a  seven-passenger  Cessna  Ci- 
tation V  Ultra.  That  comes  to  57,500 
an  hour.  Marquis,  which  buys  time 
from  Executive  Jet  at  a  bulk  discount, 
sells  as  few  as  25  hours  to  a  customer. 
For  that  it  would  get  $4,360  an  hour. 
True  to  form,  Clingman  trails  con- 
troversy behind  him.  Executive  Jet 
can't  .sell  short  rentals  on  its  planes 
without  subjecting  itself  to  burden- 
some I  \.\  ru,  operators. 
But  with  th<  tng,<  bagman 
artfully  sidest<  iter  desig 
son  nm 
sho                                i.  "Without 


question,  what  Marquis  is  doing  is  il- 
legal," fumes  Marc  Fruchter,  the 
owner  of  a  charter  service  in  Reading, 
Pa.  "They're  flying  passengers  who 
don't  own  [the  jets].  That's  charter."  . 

Clingman's  first  big  venture  was 
AIOC  Corp.,  a  New  York  metals  trader 
that  claimed  in  1994  to  be  trading  $3 
billion  worth  of  commodities.  The 
company  tumbled  into  bankruptcy  in 
1996,  not  long  after  its  point  man  in 
Russia  was  murdered. 

Next  Clingman  latched  on  to  the 
Internet  mania,  creating  an  Internet- 
incubator-like  vehicle  called  ICenten- 
nial,  whose  biggest  claim  to  fame  was 
WorldSpy — a  now-bankrupt  virtual  re- 
tailing site  that  reinvented  itself  as  a  free 
Internet  service  provider.  Four  other 
Internet  ventures  Clingman  founded, 
all  now  defunct:  Microportal,  2000Lo- 
gistics,  TradeOut  and  Copera. 

One  unsatisfied  Clingman  cus- 
tomer: Lazard  scion  Edouard  Stern, 
who  successfully  sued  WorldSpy  last 
year  for  repayment  of  a  $2.6  million 
promissory  note. 

Despite  his  turbulent  business  ca- 
reer, Clingman  has  a  taste  for  the  good 
life.  A  former  associate  says  Clingman 
always  preferred  to  fly  first  class  and 
on  the  Concorde  to  Europe.  Indulging 
his  passion,  he  invested  in  a  corporate 
entertainment  outfit  that  specializes  in 
ferrying  celebrities  and  professional 
athletes.  Clingman  did  a  deal  with  Ex- 
ecutive Jet  to  fly  his  clients  to  last  year's 
Super  Bowl  on  the  company's  planes 
in  return  for  pitching  the  service.  But 
when  his  clients  balked  at  the  high  up- 
front cost,  Clingman  had  the  idea  to 
sublet  time  from  Executive  Jet. 

Clingman  is  cagey  about  his  co-in- 
vestors in  Marquis  and  how  much 
money  has  been  sunk  into  the  venture 
(one  investor  says  $10  million).  "It's  a 
private  company,"  Clingman  says.  But 
there's  at  least  one  person  who  doesn't 
wa  t  a  Clingman  IOU.  Buffett's  Exec- 
utive  Jet  makes  sure  that  Clingman 
head  of  time  for  the  jet  shares 
he  resells.  They  don't  call  Ruffett  the 
■  ( )maha  for  nothing.  F 


Diesel  Redux? 

Ford's  quick  and  dirty  answer 
to  fuel  economy  standards:  its 
diesel-engine  Focus. 

BY  JONATHAN  FAHEY 

^^ar  companies  are  spending  ton 

money  these  days  lobbying  Congi 

against  a  mandated  rise  in  fuel  econc 

But  they  are  also  kicking  around  an 

backup  plan:  diesel  cars.  Laugh  if  you  will, 

Ford  recently  said  it  will  import  a  handful  of 

diesel  Focuses  it  offers  in  Europe.  It  doesn't  int 

to  sell  them  here  yet.  Ford  just  wants  to  si 

skeptical  drivers  and  policymakers  that  diesel 

gines  are  no  longer  the  smelly,  cloud-belch 

clanking  contraptions  that  people  remember 

They  have  indeed  made  big  improveme 

Soot  output  has  been  cut  65%,  the  clatter 

been  eliminated  and  the  engines  are  at  leas 

durable  and  peppy  as  their  gasoline  cous 


Shifting  Focus:  It  looks  good  on  paper. 

Getting  50  miles  per  gallon,  diesels  account 
36%  of  the  western  European  car  market.  T 
kind  of  fuel  usage  would  certainly  help  Fc 
General  Motors  and  DaimlerChrysler  meet 
government's  Corporate  Average  Fuel  Econc 
rules— which  Congress  is  contemplat 
increasing  from  27.5  miles  per  gallon  to  35n| 
over  the  next  ten  years. 

So  what's  the  problem?  Tighter  emiss 
standards  coming  from  the  Environmental  F 
tection  Agency.  Though  diesels  produce  35%  I 
greenhouse  gas,  they  spew  carcinogenic  soot  1 
gas  engines  don't  and  eight  times  as  much  sm 
causing  nitrogen  oxides.  Carmakers  say  filt 
can  fix  that,  but  buyers  will  need  convincing.  C 
22,000  diesels  were  sold  in  the  U.S.  in  201 
mostly  Volkswagens,  and  the  savings  aren't  gn 
Diesel  fuel  costs  roughly  the  same  as  gas.  In  I 
rope  it's  50  cents  cheaper  per  gallon.  Lobby 
Congress  might  prove  easier  than  lobbying  I 
drivers. 
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NEED  IT  THERE  BY 

TOMORROW? 

GIVE  IT  TO  US  TOMORROW. 


INTRODUCING       THE       KINKO'S       NETWORK 


Tomorrow  is  an  outdated  term.  In  business,  you 
need  it  today.  And  thanks  to  our  connected  network  of 
over  1,100  locations,  we're  happy  to  oblige.  So  whether 
you  want  to  create  and  send  a  200-page  presentation 
to  hundreds  of  locations  around  the  world  or  distribute 
a  million  copies  of  a  single  document,  every  Kinko's 
is  connected  seamlessly  to  act  as  your  network. 
Which  means  you  can  simply  print  to  any  Kinko's, 
anywhere.  Or  we  can  print  and  deliver  all  from  one 
location.  We  can  even  set  up  a  Kinko's  right  in  your 
office  and  handle  it  all  from  there.  We  have  a  separate- 
team  of  experts  who  specifically  cater  to  the  needs  of 
big  businesses.  And  thanks  to  the  scalability  of  our 


network,  we  can  grow  with  your  company  and 
adapt  instantly  as  your  needs  change  from  day  to 
day  and  year  to  year.  Find  out  why  FORTUNE  500® 
companies  have  chosen  Kinko's  as  their  complete 
outsourcing  partner  to  help  lower  costs,  minimize 
capital  investment  and  increase  productivity.  Kinko's: 
on-site,  off-site  and  everywhere  in-between.  Call 
1-888-KINKOS-1  and  we'll  help  you  take  advantage 
of  our  network  to  get  things  done  around  the 
world  today.  That  is  if  today  is  quick  enough  for  you. 

kinko's 

TAP  INTO  THE  NETWORK.™ 


r.kmkos.com    America  Online' Keyword:  Kinko's    1-888-KINKOS-1 


ts.  services  and  hours  vary  by  location  See  .tore  <or  details  America  Online  is  a  registered  service  mark  ol  America  Online,  Inc  Kmkos  and  tap  into  the  network  are  proprietary  marks  of 
to'ffVentures.  Inc.  and  are  used  by  permission.  Kmkos  requires  written  permission  from  the  copyright  holder  in  order  to  reproduce  any  copyrighted  work.  ©2002  K.nko  s,  Inc.  All  rights  reserved 
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The  Informer 


Sporting  a  Znetix  cap: 
Shaquille  O'Neal. 


Another  Kind  of  Shaq  Attack 

Sources  say  Los  Angeles  Lakers  star  Shaquille  O'Neal  got 
$200,000  as  a  pitchman  for  Znetix,  a  Seattle-area  health  club 
firm  that  the  Securities  &  Exchange  Commission  recently  called 
a  fraud.  Court  filings  allege  founder  Kevin  Lawrence  raised  $74 
million  from  investors  by  promising  a  public  offering — which 
didn't  happen — but  spent  much  of  the  cash  on  himself.  He 
denies  wrongdoing.  Other  touts  who,  for  stock  down  the  road, 
signed  endorsement  deals:  pro  footballers  Tim  Brown,  Marcus 
Allen,  Tony  Gonzalez  and  Shannon  Sharpe.  No  jock  is  being 
sued.  Their  agents  all  had  no  comment.       — Victoria  Murphy 

Avon  Ladies,  Tupperware  and  Bin  Laden 

After  Sept.  1 1  Avon  Products'  door-to-door  sales  force  wore 
red-and-blue  heart-shaped  brooches.  Result:  a  big  10%  jump 
in  last-quarter  sales.  "The  greatest  door-opener  of  all  time," 


an  Avon  exec  crows.  Tupperware,  which  also  stresses  a' 
home  sales,  changed  the  name  of  one  product  from  "Foi 
get-Me-Not"  to  "Forget-Them-Not"  and  also  added  pj 
triotic  colors.  Year-end  sales  rose  16%.  Experts  say  sue 
at-your-door  retailers  gained  from  fears  about  terrorisr 
at  malls  and  other  public  places.    — Katarzyna  Moren 

Mob?  What  Mob? 

Nihon  Keizai  Shimbun,  Japan's  famous  daily  busine: 
paper  (circulation,  1.8  million),  confirms  it  started  a 
internal  investigation  after  shady-looking  characters  witi 
big  checks  issued  by  a  Shimbun  subsidiary  showed  up  < 
check-cashing  outfits.  Others  suggest  gangsters  reaped  $4 
million  by  blackmailing  one  or  more  top  officials.  Thj 
sub's  head  just  took  another  post.  Don't  expect  much  dis 
closure:  The  privately  held  paper  has  long  discourage 
reporting  about  organized  crime.      — Benjamin  Fulfor 

Break  Out  the  Bubbly 

The  U.S.  Tax  Court  has  ruled  that  the  40%  stake  in  cen 
tury-old  Guerneville,  Calif,  champagne  maker  F.  Korbel  &  Bros 
held  by  family  matriarch  Richie  C.  Heck  was  worth  $20  millio: 
at  her  death  in  1995  at  age  77.  The  feds  had  argued  for  $30  mi 
lion,  based  on  1994  sales  of  $83  million,  profits  of  $12  millio 
net  assets  of  $74  million,  high  stock  market  values  for  two  "co 
parable"  firms  and  a  mere  25%  discount  for  estate-tax  purpose 
But  the  court  put  little  stock  in  those  comparables  and  essen 
tially  went  with  the  Heck  estate's  proposed  discount  of  35%  fo! 
the  holding  in  the  well-known  company.  — Janet  Novae 

Maybe  Not  Quite  So  Hot  as  an  Investor 

A  just-added  plaintiff  in  the  big  Los  Angeles  civil  lawsuit  ac 
cusing  William  Gross,  the  founder  of  faltering  business  incu 
bator  Idealab,  of  lining  his  own  pocket  from  the  $1  billioi 
raised:  Cindy  Margolis,  35,  whose  cheesecake  photos  hav 
made  her  famous  as  the  self-described  "most  downloade< 
woman  on  the  Internet."  — Seth  Lubov< 


Nonprofits  and  fundraising  are  in  the 

NONPROFIT/LOCATION 

Buckaroo  Ball/Santa  Fe,  N.M. 
Easter  Seals/  Des  Moines,  Iowa 
Epilepsy  Foundation/Seattle,  Wash. 
Esperanza/Clcv, ■!  ind,i 
Guiding  Eyes/White  Plains,  N.Y. . 
Hale  House  New  York, 
Haskell  Foundation/Lawrence,  Kans. 
rish  Foundatioi  i,Fla. 

OurChildre  vrk. 


.■Ift'i'JIli 

news— along,  sadly,  with  recent 

OFFICIAL/TITLE 

Kay  Enfield/cochair 
Martha  Wittkowski/president 
I  )on  1  ^al lev  executive  director 
Vivian  Riccio/executive  director 
Richard  Abbott/vice  president 
Lorraine  Hale/president 
( ierald  Burd/executive  director 
I  )olores  Crooks/president 
1  )onnie  Rayford/president 


criminal  cases  involving  top  charity  officials.— William  P.  Barrett 


ALLEGATIONS  INCLUDE 

skimmed  $94,800,  later  returned 
embezzled  $230,000  to  gamble 
look  $44,178,  returned  $17,000 
siphoned  more  than  $75,000 
embezzled  SI 67,000  to  pay  debts 
misappropriated  $1  million 
lifted  $104,000  for  own  expenses 
pilfered  $20,000  via  credit  cards 


CURRENT  STATUS 

five  years'  probation 
indicted,  no  plea  yet 
awaiting  sentencing 
pleaded  not  guilty 
five  years'  probation 
pleaded  not  guilty 
sentenced  to  12  months 
sentenced  to  6  months 


stole  S2 1 ,000  using  phony  checks      sentenced  to  1 2  years 
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Supplier  Intelligence  |  Organizational  Intelligence  |  Customer  Intelligence  |  Enterprise  Intelligence  |  Intelligence  Architecture 


How  do  you  get  daily  updates 
on  your  business  health? 


Give  employees 
well-defined  objectives? 


And  respond  quickly  to 
changing  market  conditions? 


SAS  is  all  you  need  to  know. 


Only  SAS  provides  you  with  a  total  enterprise 
view  for  aligning  HR,  finance  and  other  business 
units  to  meet  strategic  goals.  So  you  can  keep 
stakeholders  happy,  employees  productive  and 
competitors  on  the  defensive.  To  find  out  how 
leading  companies  are  reaping  the  rewards  of 
SAS  enterprise  intelligence  software,  call  toll  free 
1  866  270  5722  or  visit  www.sas.com/enterprise 


77z<?  Power  to  Know*, 


jSctS 


ill  other  SAS  Insl ! 
I  2002  SAS  Irw  • 


odema/Ss  or  trademams  cf  SAS  J3A  and  other  countries-  ®  indicates  USA  registration. 
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On  My  Mind 


Paying  Ransom 

It's  too  easy  for  companies  to  buy  peace  with  protesters— by  giving  them  a  grant. 


■•::: 


"WHAT  IS  THE  TRUE  ROT  AT  THE  TOP  IN  AMERICA?...  IT  IS  THE 
arrogant,  greedy,  overblown  corporate  royalists  who  exploit 
their  workers  and  shed  them  mercilessly  at  the  first  promise  of 
cheap,  unorganized  labor  in  Third  World  countries.. . ." 

Those  words  were  spoken  by  the  head  of  the  National  Con- 
sumer League  at  the  group's  annual  dinner  a  few  years  ago.  I  was 
there  at  the  invitation  of  a  friend,  a 
senior  vice  president  of  one  of  the 
more  than  50  sponsors,  all  big 
outfits  like  Edison  Electric  Insti- 
tute, Monsanto  and  Visa  USA. 
They  were  thanked  at  the  end  of 
the  evening's  event  for  their  finan- 
cial sponsorship — "without  which 
the  NCL  could  not  function." 

I  looked  around  the  room  to 
see  the  corporate  contributors, 
pained  smiles  pasted  on  their 
faces.  But  this  was  nothing  new. 
These  corporations,  and  many 
others,  continue  as  a  matter  of 
course  to  pay  ransom  to  those 
who  attack  them.  For  some  rea- 
son the  bite-the-hand-that-feeds- 
you  development  strategy  often 
seems  to  work  better  these  days 
than  the  traditional  grant-appli- 
cation process. 

Philosopher/ theologian 
Michael  Novak,  in  his  seminal 
book  The  Fire  of  Invention,  charges  that  today's  corporate  offi- 
cers are  bent  on  appeasement  and  often  reward  with  substantial 
grants  the  very  organizations  that  pursue  legislative  agendas 
aimed  at  bringing  them  under  government  control.  "Such  exec- 
utives no  longer  sell  their  enemies  the  rope  by  which  they  will  be 
hanged;  they  give  it  to  them  as  a  grant,"  he  says. 

In  January  a  Toyota  of  USA  vice  president,  Irving  Miller,  was 
prominently  featured  alongside  Jesse  Jackson  at  his  Wall  Street 
Conference,  the  crowning  point  of  a  relationship  that  began 
when  Jackson  threatened  a  boycott  against  the  company  last 
May.  After  dancing  around,  T  ed  and  joindy  announced 

with  Jackson  a  "diversity"  progi .  m  in  which  it  will  spend  $7.8 
billion  over  the  next  decade  p  more  minority-owned 

dealers  and  m  ise  spending  with  minority  suppliers.  The 
question  is  wh  ;iorily  poor  will  benefit,  or  this  will  be 

just  another  ex.  >  a-  switch  game  where  the  prob- 
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ROBERT  L    WOODSON  SR. 

FOUNDER  AND  PRESIDENT 
NATIONAL  CENTER  FOR  NEIGHBORHOOD  ENTERPRISE 


"Most  big  corporations  have  an  office  that, 

let's  face  it,  is  there  to  make  sure  there  are  no 

waves  made  on  racial  matters." 


lems  of  one  group  are  used  to  bring  benefits  to  an  organizatioi 
I  saw  this  happen  a  decade  ago  when  Acorn,  a  radical  grou 
that  purports  to  represent  low-income  people,  challenged  Al 
state  Insurance  over  its  insurance  policies  in  poor  areas 
advised  Allstate  not  to  have  its  top  executives  meet  with  thi 
fringe  group,  because  I  did  not  believe  the  protesters  had  a  ger 

uine  interest  in  solving  problem: 
But  Allstate  acquiesced  to  Acorn 
demands  and  donated  a 
unknown  amount  to  the  organi 
zation.  Weeks  later,  Acorn  mem  k « 
bers  took  over  Allstate  offices  an' 
continued  their  protest. 

Most  big  corporations  hav 
an  office  that,  let's  face  it,  is  ther  ™ 
to  make  sure  there  are  no  wave  (&[ 
made  on  racial  matters.  As  on 
executive  privately  put  it:  "My  jol 
is  to  give  money  to  the  NAACP. 
Donations  to  the  loudest  antl^ 
most  vitriolic  critics  are  seen  a 
buying  protection  against  busi  fen 
ness-disrupting  protests  or  accu 
sations  that  get  the  company  oi 
the  evening  news. 

Capital  Research  Center,  whid 
analyzes  contributions  to  non 
profit  organizations,  has  docu 
mented  the  evidence:  In  1998  Jess< 
Jackson  publicly  criticized  a  pro 
posed  merger  of  telecommunications  companies  SBC  am 
Ameritech.  A  year  later  he  praised  the  merger  and  listed  a  $500,001 
donation  from  SBC/ Ameritech  to  his  Citizenship  Education  Fun< 
in  a  filing  with  the  state  of  Illinois.  In  1999  Jackson  negotiated 
settlement  between  Boeing  and  13,000  employees  claiming  racia 
discrimination.  Jackson's  organization  received  $50,000  from  Boe 
ing,  the  first  of  a  series  of  donations.  But  1,700  employees  com 
plained  they  did  not  benefit  from  the  settlement. 

Jackson  says  these  contributions  are  reasonable  and  that  he  i 
getting  companies  to  pay  attention  to  minorities  and  leveling  th 
playing  field.  But  by  paying  off  those  who  have  made  an  indus 
t  n  oi'  protesting,  companies  not  only  enable  their  efforts  but  val 
idate  false  "leadership" — those  who  use  the  condition  of  the  poo 
and  minorities  for  their  own  gain.  Corporations  certainly  are  no 
without  sin.  But  the  remedies  for  these  challenges  must  benefi 
those  in  whose  name  the  complaints  were  lodged. 
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Start  with  the 
and  picking  the 

Choosing  the  right  investments  is 
never  easy,  and  right  now  it  may  be 
harder  than  ever.  But  for  the  long  term, 
the  market  has  been  the  place  to  be. 

Fidelity  funds  offer  you  money  man- 
agement expertise  and  breadth  of 
investment  choice,  backed  by  what  we 
believe  to  be  the  most  extensive 
research  capabilities  in  the  industry. 


right  investment  company, 
funds  becomes  much  easier. 


Which  explains  why  we  have  more 
than  70  funds  rated  four  stars  or 
higher  by  Morningstar.1 

The  market  has  been  our  home  for 
over  50  years.  We  believe  in  it  and 
want  you  to  be  comfortable  with  it.  So 
put  the  experience  and  service  of 
Fidelity  to  work  on  your  portfolio  to 
help  you  see  yourself  succeeding. 


Fidelity  Mutual  Funds 


A  selection  of  funds  for  your  IRA. 


Equity  Funds 

Overall 

Morningsta 
3-Year 

■  Rating™ 
5-Year 

10-Year 

Fidelity  Diversified  International  Fund2 

•  ••• 

•  ••• 

•  •••• 

•  ••• 

Fidelity  Dividend  Growth  Fund 

•  •••• 

•  ••• 

•  •••• 

N/A 

Fidelity  Mid-Cap  Stock  Fund3 

*•••• 

•  •••• 

•  •••• 

N/A 

Fidelity  Small  Cap  Stock  Fund3 

•  •••• 

•  •••• 

N/A 

N/A 

Fidelity  Value  Fund 

•  ••• 

•  ••• 

•  ••• 

•  ••• 

Bond  Funds 

Fidelity  Ginnie  Mae  Fund" 

•  ••• 

•  ••• 

•  ••*• 

*••* 

Fidelity  Intermediate  Bond  Fund 

•  ••• 

•  ••• 

•••• 

•  •*• 

Fidelity  Investment  Grade  Bond  Fund 

•  ••• 

•  ••• 

•••• 

•  ••• 

-idelity  Short-Term  Bond  Fund 

•  •••• 

•  •••• 

•  •••• 

•••• 

Past  performance  is  no  guarantee  of  future  results.  Visit  Fidelity.com  or  call  Fidelity  for  current  performance  figures  and  Morningstar 
Ratings.  As  of  1/31/02:  Diversified  International  was  rated  against  the  number  of  funds  in  the  Morningstar  International  Equity  Fund  Category: 
1376,  912,  and  171  for  the  3-,  5-,  and  10-year  periods,  respectively;  Equity  funds,  except  the  international  fund,  were  rated  against  the  number 
of  funds  in  the  Domestic  Equity  Fund  Category:  4876,  3226,  and  907  for  the  3-,  5-,  and  10-year  periods,  respectively,  and  the  Bond  funds  were 
'ated  against  the  number  or  funds  in  the  Taxable  Bond  Fund  Category:  1848,  1392,  and  443  for  the  3-,  5-,  and  10-year  periods,  respectively. 


Fidelity  te^  Investments 

1-800-FIDELITY    Fidelity.com 

complete  information  on  any  fund  available  through  Fidelity,  induding  charges  and  other  expenses  applicable  to  continued  investments,  call  for 
spectus.  Please  read  it  carefully  before  you  invest  or  send  money.  TDD  Service  1-800-544-01 18  for  the  deaf  or  hearing  impaired  9  am  -  9  pm  ET. 
he  131  Fidelity  funds  rated  by  Morningstar,  a  total  of  74  received  a  4-  or  5-Star  Overall  Morningstar  Rating™  as  of  1/31/02.  Morningstar  ratings 
ated  from  a  fund's  3-,  5-,  and  10-year  average  annual  return;  in  excess  of  the  90-day  Treasury  bill,  including  loads,  if  appropriate,  and  a  risk 
t  reflects  performance  below  the  90-day  Treasury,  bill.  Ten  percent  of  funds  in  an  asset  class  receive  five  stars,  22.5%  receive  four  stars,  35% 
iree  stars,  22.5%  receive  two  stars,  and  10%  receive  one  star.  The  Overall  Morningstar  Rating  for  a  fund  is  derived  from  a  weighted  average 
rformance  figures  associated  with  its  3-,  5-,  and  10-vear  (if  applicable)  Morningstar  Rating  metrics.  A  rating  is  provided  if  a  fund  has  been  in 
for  the  time  period  indicated.  Inception  date  for  Dividend  Growth  is  4/27/93,  Mid-Cap  3/29/94,  Small  Cap  3/12/98.  2Funds  that  invest  in 
scurities  may  involve  higher  risk,  including  political  and  economic  uncertainties  of  foreign  coun  etl  as  the  risk  of  currency  fluctuation, 

rities  of  smaller,  less  weff-known  companies  may  be  more  volatile  than  those  of  larger  companies.  'The  iund's  investments  in  mortgage  securities 
ct  to  prepayment  risk,  which  can  limit  the  potential  for  gain  in  a  declining  interest  rate  environment  and  increase  the  potential  for  loss  in  a 
rest  rate  environment.  Although  gathered  from  reliable  sources,  data  completeness  and  accuracy  cannot  be  guaranteed.  Morningstar  is  a  registered 
k  6T  Morningstar,  Inc.  and  is  not  affiliated  with  Fidelity  Investments.  Fidelity  Distributors  Corporation.  310184 
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Passenger  and 
cargo  doors,  which 
take  a  beating  from 
constant  traffic, 
sometimes  stick  or 
even  fail  to  close. 


controls  a  p 
tendency  to  pitch  up 
or  down.  Poor  main- 
tenance is  blamed 
for  the  crash  of 
Alaska  Air  flight  261. 


Ailerons  help  turn 
the  plane.  But  cable; 
that  activate  the        C| 
small  wing  flaps  cai   4 
v  sometimes  stick  or    " 
jam,  hindering  the 
pilot's  steering. 


Mechanics  are  squawking  that  airlines  are  skimping  on  x 


ASSED  UP  AND  LOADED  WITH  PASSENGERS,  UNITED 

tlight  W2 1  was  preparing  to  leave  1  Hilles  Internationa]  for 
Boston  on  Sept.  4,  2001.  But  for  some  reason  the  front 
passenger  door  on  the  Boeing  73/  wouldn't  close.  Called 
_  to  the  tarmac,  the  mechanic  removed  the  inner  door 
panel  and  found  the  answer  The  door  was  falling  oU.  "I  saw  all 
these  faces  looking  out  the  little  windows,  ;hid  1  thought,  'What  if 
this  thing  had  opened  in  flight?'"  he  recalls.  One  o\  t  \I  \s  mainte- 
uc  subcontractors  had  forgotten  to  connect  all  the  holts  w  hen  the 
yjuts  overhauled  the  week  before.  "It  was  something  that  slipped 
unough  that  shouldn't  have,"  savs  Pavid  Latimer,  vice  president  at 
Triad  International  Maintenance  (.'01  p.  1  imco  emplovccs  invoked 

P    O    K    BUS.    Aoril  1.200: 


were  disciplined,  and  controls  were  tightened. 

Both  Timco  and  United,  Latimer  says,  told  the  Federal  A> :. 
tion  Administration,  charged  with  regulating  airline  safety,  about  tl 
problem — no  tines  resulted.  But  the  FAA  did  levy  fines  in  otln 
episodes  of  maintenance  and  safety  oversight.  A  United  737  tie 
17  flights  from  Mar.  25  to  Apr.  3, 2001  with  parts  of  its  fuel  systei 
missing  or  improperly  installed/The  EAA  fined  I  W  S200.I W 
operating  the  jet  in  an  "unairworthv  condition."  In  another  it 
stance,  in  1999,  American  Airlines  completed  198  flights  with  it 
operable  backup  batteries  to  power  the  emergency  aircraft  lightir 
that  guides  passengers  to  the  exits  in  a  crash.  That,  coupled  wit 
broken  chargers  and  defective  batterv  cables  uncovered  in  a  M 


Wear  and  fear  on 
engines  arc  a  critical 
problem  for  jetliners 
that  fly  long  hours 
I  but  don't  always  get 
the  maintenance 
attention  they  need. 


Fuel  and  hydraulic 
leaks  are  common; 
hydraulic  systems 
v  run  the  aircraft's 
flight  controls  as  well 
as  its  landing  gear. 


Stress  cracks  in  the 
aluminum  skin  can 
cause  the  metal  to 
rip  off  in  flight;  that 
occurred  during 
Aloha  Airlines  flight 
243  in  1988. 


e.  Crash  statistics  don't  bear  out  their  complaints— yet. 


inspection  of  American  facilities,  resulted  in  penalties  ol  SI 
lion.  The  FAA  hit  US  Airways  last  June  with  a  $245,000  fine  for 
ng  .in  Airbus  MM)  hundreds  of  extra  flights  without  inspecting 
engines  for  defects  (the  law  requires  they  be  checked  every  2,000 
:it  hours;.  Alaska  Airlines  incurred  a  $21 1 ,000  penalty  in  March 
I  for  flying  an  MD-X0  in  what  the  FAA  called  "an  unairworthy 
dition"  after  it  sustained  damage  to  a  strip  on  a  landing 

r.  I  he  jet  made  47  flights  before  being  repaired. 
•Are  airlines  getting  sloppy  with  their  maintenance,?  The  mo- 
nies say  yes;  the  airlines  say  no.  Such  is  the  rarity  of  crashes  that 
hard  to  pick  up  a  trend  in  only  a  few  years  of  data.  I;or  now,  at 
t,  the  data  suggest  that  air  safety  is  improving.  Excluding  inci- 


dents of  suicide  and  sabotage,  U.S.  carriers  had  1 1  fatal  accidents, 
killing  439,  in  the  five  years  from  1 983  to  1 987,  versus  14  fatal  crashes 
from  1997  to  2001 ,  which  killed  634.  This  increase  occurred  as  the 
number  of  departures  more  than  doubled  between  the  earlier  and 
the  later  periods.  Serious  accidents,  including  fatalities — caused  by 
weather^  pilot  error  and  maintenance  slipups — have  doubled  over 
time:  102  crashes  from  1983  to  1987,  versus  211  from  1997  to  2001. 
The  last  crash  blamed  on  bad  maintenance  was  the  Jan.  3 1 ,  2000 
Alaska  Airlines  flight  261 ,  which  plunged  into  the  Pacific,  killing  88 
people,  investigators  are  focused  on  a  jackscrew  that  controlled  the 
horizontal  stabilizer.  Reacting  to  the  tragedy,  the  FAA  conducted  a  re- 
view of  maintenance  at  nine  carriers.  Released  in  late  February,  its 
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Is  air  travel  safer?  While  no  clear  trend  emerges,  the  number. of  fatalities 
per  100,000  departures  has  generally  declined  in  the  last  two  decades. 
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Figure  for  2001  is  preliminary. 

Source:  National  Transportation  Safety  Board. 
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report  was  delayed  nearly  a  year,  in  part  so  the  airlines  could  com- 
ment on  it.  Singled  out  for  maintenance  lapses  were  America  West 
Airlines  and  American  Airlines,  while  United  and  Northwest  Airlines 
were  commended  for  their  internal  audits. 

Mary  Schiavo,  former  inspector  general  of  the  U.S.  Department 
of  Transportation,  doesn't  take  comfort  in  the  FAA  report.  "Airlines 
are  allowed  an  awful  lot  of  leeway  in  what  they  can  get  away  with," 
she  says.  "The  FAA  pretty  much  leaves  it  up  to  the  carrier  to  decide 
what  needs  to  be  fixed."  When  the  agency  does  levy  a  fine,  the  air- 
line can  appeal — often  resulting  in  a  reduced  penalty  or  one  that  dis- 
appears. America  West  halved  a  $5  million  levy  for  what  the  FAA 
called  "serious"  maintenance  problems  in  1998. 

Even  without  an  FAA,  carriers  would  invest  in  safety.  They  have 
reputations  to  protect  and  liability  insurance  to  buy.  But  since  they 
lost  $6  billion  last  year,  they  are  desperately  looking  to  cut  costs. 
Airlines  spend  on  average  12.3%  of  operating  expenses  to  keep 
planes  flying,  the  third- highest  noncapital  cost  after  labor  and  fuel. 

Nowhere  is  the  heat  more  intense  than  at  the  number  two  car- 
rier, UAL.  Dogged  by  fractious  labor  relations  and  poor  on-time 
performance,  it  is  struggling  to  get  its  planes  turned  around  quickly 
and  employment  down.  In  die  last  year  it  has  shed  20%  of  its  me- 
chanics, to  12,587 — but  has  cut  departures  by  25%,  to  1,800  a  day. 

What  do  United  mechanics  say?  FORBES  spoke  with  more  dian 
a  dozen  in  Denver,  Portland,  San  Francisco,  Chicago  and  Washing- 
ton, DC,  who  complain  they  face  disciplinary  action  for  writing  up 
maintenance  problems  when  doing  so  would  interfere  with  UAL's 
on-time  performance.  As  one  United  supervisor  in  Pordand,  Ore. 
told  his  mechanics,  "I  want  you  to  be  blind  and  on  quaaludes  when 
you  go  into  that  cockpit."  UAL  says  the  complaints  are  from  "dis- 
gruntled mechanics"  trying  to  win  concessions  in  the  recendy  set- 
tled five-year  contract.  They  received  a  37%  raise,  the  first  pay  in- 
crease since  taking  salary  cuts  in  exchange  for  stock  since  1994. 

A  pay  raise  isn't  much  solace  for  Denver  mechanic  George  T. 
Davis.  United  fired  him  aftei  he  wrote  up  two  aircraft  for  mechan- 
ical problems  in  2000.  In  a  whisde  blower  complaint  he  filed  with 
the  U.S.  Department  of  Lab<  '  ivis  told  the  captain  of  a  flight 
headed  for  Ontario  that  his  pi.  hydraulic  leak  that  could 


have  busted  the  line,  impairing  the  pilot's  ability  to  a| 
trol  the  jet.  Davis'  supervisor  disagreed  and  tried  to  ell 
the  plane  for  takeoff.  The  captain  intervened,  refusing 
fly  until  the  leak  was  fixed.  Davis'  complaint  says  he ; 
wrote  up  a  tire  on  an  Airbus  A320  after  finding  a  1-tol 
inch  gash  in  it.  His  manager  insisted  the  tire  was  fit 
takeoff;  the  pilot  demanded  the  tire  be  changed.  (Dal 
has  since  been  reinstated  but  is  fighting  for  lost  wagea 
According  to  testimony  before  the  General  Accouj 
ing  Office  by  members  of  the  Aircraft  Mechanics  Fratl 
nal  Association — which  represents  mechanics  at  Norl 
west,  among  others — "managers'  income  at  mal 
airlines  is  now  direcdy  tied  to  the  level  of  maintenance  J 
lays."  The  GAO  is  investigating  the  effect  of  a  decline  in  t| 
number  of  mechanics'  jobs. 

It's  impossible  to  say  how  widespread  supervise 
lapses  may  be.  Internal  maintenance  records  suggest  tl| 
managers  at  United's  O'Hare  hub  have  signed  off  J 
planes  as  airworthy,  when  they  were  not.  In  one  case  a  Boeing  7| 
had  problems  with  its  aileron,  the  small  hinged  sections  on  the  oil 
side  of  the  wing  that  permit  a  jet  to  bank  on  a  turn.  Records  sh(l 
the  727  left  Chicago  on  July  16, 2001  for  Charlotte,  N.C.— despl 
a  report  by  the  flight  crew  claiming  the  right  aileron  jerked  to  f  I 
right  while  airborne.  The  maintenance  supervisor  signed  off  (I 
the  plane  before  it  left,  saying  he  had  been  "unable  to  duplicate"  tl 
problem  on  the  ground;  he  suspected  moisture  had  caused  tl 
aileron  to  stick.  He  had  mechanics  lube  the  assembly  and  sent  til 
jet  on  its  way.  But  en  route  to  Charlotte,  the  727  crew  had  the  sari 
trouble.  Once  on  the  ground  they  refused  to  fly  the  plane  until  it  \vl 
fixed  and  taken  on  a  test  flight.  Mechanics  tore  apart  the  wing  ail 
found  cables  were  jamming  in  the  pulleys  that  operate  the  aileroj 
A  727-200  flew  for  a  month— May  24  to  June  20, 2001— befol 
repairs  were  made  to  its  horizontal  stabilizer.  Located  on  the  tail 
the  aircraft,  the  stabilizer  allows  a  pilot  to  control  the  tendency 
the  plane  to  pitch  up  or  down.  The  motors  that  activate  the  stall 
lizer  weren't  working,  and  the  pilot  had  to  use  a  hand  crank.  M 
chanics  wrote  up  the  defect  on  four  occasions;  within  a  few  da)l 
according  to  one  mechanic,  the  plane  was  finally  repaired.  (Unit<| 
denies  these  episodes  occurred.) 

"Do  we  make  errors?  You  bet,"  says  Ronald  Utecht,  Unitecl 
senior  vice  president  of  engineering  and  maintenance.  But,  he  sa)l 
United  does  not  put  unsafe  airplanes  in  the  air.  "We  do  everythii 
we  can  to  fix  a  plane — 99%  of  the  writeups  get  fixed  the  first  timel 
United  is  by  no  means  the  only  carrier  with  maintenance  prol| 
lems.  Testimony  before  the  GAO  claims  that  mechanics  at  all  maji 
airlines  are  frequentiy  tiireatened  by  supervisors  that  "the  discoveil 
of 'too  many'  maintenance  discrepancies"  will  result  in  more  woil 
shifting  to  subcontractors — even  though  managers  "generally  con 
cede  that  these  subcontractors  are  notorious  for  their  inferior  worl 
manship  and  use  of  unlicensed  staff."  The  testimony  cites  the  arb 
tration  case  of  a  Northwest  Airlines  mechanic  fired  for  excessp 
writeups;  it  goes  on  to  say  that  Northwest's  own  managers  coi 
firmed  that  planes  were  allowed  to  fly  "in  an  unairworthy  cond 
tion"  while  carrying  passengers. 
Additional  reporting  by  Megan  Johnston 
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12  months  of  anticipation. 
9  weeks  of  research. 
5  companies  on  my  short  list. 
1  event  where  I  can  see  them  all. 
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Set  your  sights  on  the  Fourth  Annual  Telecom  Investor  Forum  at  SUPERCOMM. 

Foresight  is  critical  in  choosing  your  portfolio  of  the  CEOs  step  forward  to  talk  about  their  new  private 

new  communications  companies,  and  you'll  find  clarity  telecom  companies.  Then  check  out  their  stories  on  the 

at  the  2002  Telecom  Investor  Forum.  This  year,  we're  SUPERCOMM  exhibit  floor.  This  year's  selection  repre- 

bringing  70  top-billed  companies  together  for  your  sents  companies  that  have  already  proven  their 

review,  at  one  time,  in  one  place.  Accomplish  more  in  strength  to  weather  tough  financial  markets.  They're  a 


three  days  than  you  could  in  three  months. 

You'll  get  information  straight  from  the  top,  as 
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group  focused  on  combining  innovative  ideas  with 
viable  business  models.  Find  yourfocus  at  the  Forum. 
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SI  already  been  punished  enough  for  his  bank's 
excesses  in  the  bull  market?  Arguably,  yes— 
but  he  still  -must  navigate  J. P.  Morgan  Chase        i 

through  some  stormy  months  ahead,    by  Bernard  condon 


I 


J.P.  MORGAN  CHASE 


T  WA>  A  TOUGH  WEEK  FOR  WILLIAM  HARRISON.  FIRST  CAME 
an  article  in  a  New  York  weekly  that  the  betting  around 
office  water  coolers  was  that  the  J.P.  Morgan  Chase  chief 
would  soon  get  the  boot.  The  next  two  days  brought  class 
actions  against  his  bank  for  foot-dragging  on  disclosing  its 
Enron  exposure.  Then  news  broke  of  a  Federal  Reserve 
estigation  into  the  lenders  dealings  with  the  Houston  energy 
npanv.  At  the  close  of  business  Friday,  Feb.  22,  there  were  no 
v  defaults  among  the  bank's  big  borrowers  and  the  6-foot-4 
rrison  was  still  standing.  But  the  shares,  already  down  40% 
m  their  32-week  high,  had  fallen  another  6%. 
Harrison  faces  tough  tests  in  the  next  few  months.  Standard 
Poor's  just  lowered  the  outlook  on  his  banking  business  to 
;ative,  and  investors  fear  that  if  more  loans  go  bust  the  credit 
no  will  cut  its  AA  rating,  which  would  dig  further  into  prof- 
Two  worrisome  credits:  Tyco,  which  drew  down  S14  billion  in 
dit  lines  arranged  by  Morgan  Chase  after  being  shut  out  of 
commercial  paper  market,  and  Global  Crossing,  whose  $2.3 


on  Morgan  Chase's  earlier  promises  to  lend,  shouldn't  number 
enough  to  hurt  the  credit  rating.  And  the  bank  can  always  cut  its 
dividend  if  a  downgrade  is  threatened. 

Perhaps  Morgan  Chase,  the  biggest  syndicator  of  bank  loans, 
gets  more  bad  press  than  it  deserves.  Its  commercial  loan  losses 
amounted  to  87  basis  points  of  total  loans  last  year,  while  those 
of  its  five  biggest  rivals,  including  Citigroup,  averaged  over  1%. 

Now  if  orJy  that  little  problem  with  Enron  would  go  away. 

In  late  November  the  bank  announced  a  $900  million  expo- 
sure to  Enron.  Then  the  next  month  it  owned  up  to  $1.5  billion 
more  in  exposure,  much  of  it  tied  to  a  swap  of  oil  and  gas  ship- 
ments through  the  now-notorious  Channel  Island  entity  named 
Mahonia.  Where  did  these  risks  come  from?  There  are  not  many 
investors  these  days  willing  to  give  a  company  the  benefit  of  the 
doubt  if  the  Financials  are  unclear.  Morgan  Chase  shares,  at 
$34.05,  are  trading  hands  at  nine  times  estimated  earnings. 

The  bank  boasts  it  only  gets  10%  of  its  earnings  from  loans 
today,  down  from  50%  a  decade  ago,  but  this  doesn't  mean  risk 


ion  in  bank  loans  are  trading  at  20  cents  on 
dollar.  Credit  downgrades  would  not  only  hike 
cost  of  capital  for  the  bank  but  also  make  cus- 
[lers  in  its  derivatives  business  more  reluctant 
strike  deals. 

What  a  comedown.  Two  years  ago,  when  his 
lk  was  ju>t  Chase  Manhattan,  Harrison  was 
ng  the  bull  market  to  push  the  commercial 
der  into  new  territory:  the  lucrative  business, 
ninated  bv  investment  banks  Goldman  Sachs 
1  Morgan  Stanley,  of  underwriting  stocks  and 
rising  on  mergers  and  acquisitions.  He  began 
ding  to  companies  w  ith  no  cash  How,  like  tele- 
n  startup  360Networks,  with  the  hope  of  win- 
ig  other  business  from  them.  He  went  on  a  buying  spree,  even- 
By  acquiring  |JP.  Morgan  for  $33  billion,  or  three  times  book. 
d  he  allowed  the  bank's  venture  capital  arm,  which  was  aver- 
ng  40%  annual  returns,  to  take  ever  more  stakes  in  dot-coms 
1  telecoms. 

"It  was  sheer  hubris  for  the  bank  to  try  to  predict  the  next 
•gatrend,"  says  David  Hendler  of  research  boutique  Credit- 
fits.  "When  you  have  Mom  and  Pop's  deposits  you  have  to 
iwer  to  a  higher  standard." 

When  the  bull  market  ended,  so  did  the  good  luck.  The  ven- 
e  capital  arm  lost  $1.2  billion  last  year.  360Networks,  along 
h  dozens  of  other  telecom  companies,  is  bankrupt.  Worst  of 
,  Harrison,  58,  got  the  business  mix  wrong,  and  at  a  steep 
ce.  It  turned  out  he  was  buying  investment  banks  at  the  top  of 
r  market.  Meanwhile,  unlike  rival  Citigroup,  he  neglected  to 
ild  a  consumer  business  strong  enough  to  offset  the  down- 
n  in  corporate  business  when  the  cycle  inevitably  turned. 
Citigroup's  earnings  rose  36%  last  quarter  to  $3.9  billion; 
Jrgan  Chase  lost  $332  million. 

Even  a  stock  attached  to  a  company  that  has  blundered  is  a 
y  if  the  price  falls  enough.  Barring  any  deterioration  in  the 
)nomy,  bulls  argue,  there  will  be  no  more  venture  capital  write- 
ins.  Those  Tyco-like  scares,  in  which  companies  in  trouble  call 


P.ha<»tpnprl  nha<:p 


Since  Chase  bought 

JP  Morgan,  its  shares  have 

fallen.  Is  this  the  bottom? 


J.P.  Morgan  Chase's  stock  price 

Source:  FT  Interactive  Data  via 
20      FactSet  Research  Systems. 


has  fallen.  Its  credit  judgments  are  now  reflected 
in  other  financial  instruments,  like  derivatives, 
whose  profits  and  losses  are  mixed  in  with  those 
of  other  parts  of  the  business.  Much  of  the 
Enron  exposure  can  be  traced  to  bond  trades  or 
straight  loans,  but  there  was  also  a  chunk  from 
credit-like  transactions  such  as  commodity 
derivatives  involving  cash  advances  by  the  bank. 
If  losses  are  taken,  they  won't  show  up  in  the 
bank's  much  touted  loan -loss  ratio.  Instead  they 
most  likely  will  enter  the  financial  statements  as 
a  reduction  in  "other  revenue"  or  "trading  rev- 
enue" as  required  by  generally  accepted  account- 
ing principles.  These  catchalls  include  profits 
from  interest-rate  bets  as  well  as  profits  from  taking  on  credit 
risk.  The  bank's  total  net  credit  exposure  on  derivatives  was  $71 
billion  at  the  end  of  last  quarter. 

The  $694  billion  (assets)  bank  discloses  more  than  do  most 
of  its  rivals,  but  that  doesn't  mean  shareholders  studying  the 
numbers  can  sleep  soundly  at  night.  Losses  on  credit  card,  home 
equity  and  auto  loans  that  have  been  bundled  into  securities  and 
sold  to  investors,  for  instance,  show  up  in  "other  revenue"  even 
though  the  bank  is  still  on  the  hook.  Credit  card  losses  from  this 
off-balance-sheet  business  were  $263  million  last  quarter,  as 
much  as  losses  from  credit  card  loans  left  on  the  books.  There  is 
no  breakout  for  the  home  equity  and  auto  businesses.  The  bank 
says  these  losses  are  insignificant. 

"There's  nothing  nefarious  here,  but  you  just  can't  tell  how 
much  credit  losses  are  in  these  single-line  items,"  says  Standard 
&  Poor's  analyst  Tanya  Azarchs.  "It's  all  very  muddy." 

The  forthcoming  10K  will  include  more  details  that  just  may 
calm  jittery  investors.  Harrison  would  then  have  a  shot  at  per- 
suading Wall  Street  that  the  stock  is  a  bargain.  But  if  the  eco- 
nomic recovery  falters,  triggering  more  big  loan  and  private 
equity  writeoffs — or  even  another  surprise  from  the  bank's 
murky  financials — he  may  not  be  around  for  the  next  bull  mar- 
ki  t  to  make  him  seem  smart  again.  F 
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world  where  it's  a  different  kino  of  t      •  !ay?  you  need  a  different  kind  of  security. 

threats  can  blow  right  through  any  firewall  or  anti-virus  software.  That's  where  we  come  in.  Our  dynamic  protection 
.  you  conduct  business  safely  in  the  face  of  ever-changing  threats  and  increased  risk.  From  proactive  research  and 
d-wmning  software  to  24/7  protection  and  response  services,  our  sol  ions  detect,  prevent  and  respond  to  online 
ks  and  misuse.  No  matter  who  you're  up  again  I    To  learn  more,  call  800-776-2362.  Or  visit  www.iss.net/ad/forbes. 
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DONALD  WATKINS  IS  THE  KIND  OF  TEAM  OWNER  YOU 
want  to  root  for.  The  53-year-old  Birmingham,  Ala. 
investor  has  submitted  a  $125  million  bid  to  buv  the 
Minnesota  Twins  franchise  from  Carl  Pohlad,  who 
haj  o\  ned  th<  team  since  1984.  If  he  wins,  Watkins 
would  break  the  <  rier  in  Major  League  Baseball's 

boardroom  tl  tobinson  did  on  the  diamond  55 

years  ago.  I  taxpayers:  Watkins  says 

he'll  build  th<  asking  for  a  single 

dollar  of  govei  I  tential  bids  from 

groups  ol  inves  innesota,  Watkins  appears  to 


be  the  front-runner  in  landing  league  approval. 

If,  that  is,  he  can  come  up  with  the  money.  To  buy  a  te 
finance  a  stadium  and  field  a  competitive  ball  club,  Watkins 
need  deep  pockets.  Does  he  have  them?  Reports  in  the  New ) 
Times  and  Fortune  peg  Watkins'  net  worth  at  $1.5  billion,  a 
ure  he  does  not  dispute.  "I  don't  expect  anyone  to  contra' 
what's  been  published,"  Watkins  says.  But  you  won't  find 
man  on  the  recent  FORBES  list  of  billionaires.  We  have  reasoi 
doubt  the  number. 

Raised  middle-class  in  Montgomery,  Watkins  attended 
University  of  Alabama  law  school  after  receiving  an  NA 
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A  Birmingham  lawyer  is  #  bent  on  buying 

a  Major  League  Baseball  team.  His  mysterious  finances 

may  send  him  back  to  the  dugout,  by  monte  burke 


scholarship.  After  graduation  he 
worked  for  Fred  D.  Gray,  the  civil 
rights  lawyer  in  Montgomery  who 
was  Rosa  Parks'  lawyer  during  the 
bus  boycott.  In  1979  Watkins  estab- 
lished his  own  practice,  making 
headlines  in  1991  representing 
Auburn  University  football  player 
Eric  Ramsey,  who  had  accused  the 
school's  coaches  and  alumni  of 
paying  him  to  play  ball.  Pat  Dye,  the 
coach  and  athletic  director, 
resigned,  and  the  school  was  placed 
on  probation. 

In  2000  Watkins  founded 
Alamerica  Bank.  Based  in  Birming- 
ham, the  bank  has  $36  million  in 
assets  and  a  book  value  of  $9.8  mil- 
lion, making  Watkins'  60%  stake 
worth  $12  million  at  the  two  times 
book  value  that  small  banks  typically 
are  worth  in  an  acquisition.  While 
that  will  buy  you  a  lot  of  caviar,  it 
won't  cover  the  signing  bonuses 
needed  to  fill  a  locker  room. 

Watkins  says  the  rest  of  his  for- 
tune lies  in  ethanol,  a  fuel  additive 
usually  made  from  corn.  Watkins' 
one-person  energy  shop,  Watkins 
icor,  is  a  principal  owner  in  Masada  Oxynol,  a  Birmingham 
ipany  that  has  devised  a  way  to  turn  municipal  solid  waste 
)  fuel-grade  ethanol.  Masada,  also  part-owned  by  cable  pioneer 
yl  Harms,  has  six  patents  and  a  contract  to  operate  a  plant  ji 
idletown,  N.Y.  Plans  are  underway  for  many  more,  Watkins 
>,  though  no  plant  has  yet  been  built. 

The  economics  of  these  waste-to-energy  plants  hangs  on 
•  things.  One  is  the  huge  federal  subsidy  for  ethanol;  since 
ohol  that  is  10%  ethanol  gets  a  5.3-cent-a-gallon  fuel  tax 
mption,  the  ethanol  is  effectively  good  for  53  cents  a  gallon 
ederal  handouts.  That  makes  ethanol  worth  $1.30  a  gallon. 


The  budget  in  Middletown  calls  for  producing  9.5  million  gal- 
lons a  year. 

The  other  part  of  the  revenue  stream  comes  from  money 
paid  by  municipalities  to  dispose  of  garbage.  The  Middletown 
plant  is  supposed  to  take  care  of  230,000  tons  a  year  and  collect 
$65  a  ton  in  tipping  fees.  So  there  is  another  $15  million  a  year 
of  revenue. 

Is  this  like  printing  money?  Not  quite.  This  is  going  to  be  a 
complicated  and  expensive  plant,  capable  of  recycling  or  digesting 
90%  of  the  input  stream.  Watkins  estimates  that  the  plant  will 
cost  at  least  $200  million  to  build;  he  claims  he  has  solved  the 
financing  problem  by  preselling  stakes  in  45-year  revenue  streams 
from  this  and  other  ethanol  plants.  Buyers?  Watkins  won't  say 
who  they  are  or  what  they  are  paying.  He  does  note  that  the 
investors  are  covered  by  "efficacy  insurance"  from  Hartford 
Steam  Boiler  Inspection  &  Insurance  Co.  Hartford  Steam  Boiler, 
a  subsidiary  of  AIG,  declines  to  comment  on  that.  In  any  event, 
the  bulk  of  the  Watkins  fortune,  whatever  it  amounts  to,  seems  to 
be  based  more  on  what's  to  come  than  in  the  here  and  now. 

If  his  bid  for  the  Twins  isn't 
accepted,  Watkins  says,  he  will  try 
to  buy  the  Montreal  Expos,  a  shell 
of  a  team  currendy  owned  by  the 
league  itself.  But  whether  he  winds 
up  with  the  Twins  or  the  Expos, 
Watkins  remains  confident  he'll 
score.  "I  am  going  to  have  a  base- 
ball team,"  he  says  emphatically. 
To  do  so,  Watkins  will  have 
to  have  better  luck  than  he  did  a 
few  years  ago  when  he  sat  on  the 
board  of  Alabama  State  Univer- 
sity. Watkins  wanted  to  turn  the 
school's  sports  into  a  big-time 
Division  One  program  and 
thought  that  building  a  first-class 
stadium  was  the  key.  After  mak- 
ing a  big  stink  and  gaining  tome 
momentum,  he  abandoned  the 
plan  in  2001.  F 


By  the  Numbers 


On  Deck 

Pro  baseball's  Twins  and 
Expos  were  saved  from 
contraction,  but  they're  still 
saddled  with  old  stadiums 
and  disappointing  piay. 

C  U B  BE  N  I  VALUE* 

Twir.s  Expos 

STADIUM  BUILT 


Twins 


Expos 


=>£C0|tC 

rxpos 


■ ':  earn  without  deduction  for 

,l<=0f  {other  than  stadium  debt) 
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in  the  Middle 


THE  MIDDLEMAN  IS  NOT  DEAD 
in  the  computer  business.  De- 
spite the  success  of  direct-sales 
models  a  la  Michael  Dell,  distri- 
bution actually  is  rising  as  a  share 
of  the  $1  trillion-plus  information-tech- 
nology-products market.  One  estimate 
puts  that  share  at  29%  by  2004,  up  from 
27%  last  year. 

A  big  reason:  It's  not  just  the  box  and 
screen  that  go  into  a  sale.  Distributors  pro- 
vide one-stop  shopping  for  peripherals,  in- 
ventory management,  next-day  delivery,  fi- 
nancing and  technical 


U.S.-schooled  and  trained  as  an  Intel  en- 
gineer— is  focusing  his  business  growth  on 
handling  other  people's  products. 

Synnex  is  56%  owned  by  Miau's  Tai- 
wan-based Mitac  International.  Miau  is 
also  chairman  of  Taipei-based  Synnex 
Technology,  one  of  Asia's  largest  indepen- 
dent distributors. 

Combined,  what  Miau  calls  the 
Mitac-Synnex  Group  is  moving  to  close 
the  global  gap  with  Ingram  and  Tech 
Data.  Last  year  Synnex  U.S.  bought  the 
Canadian  unit  of  struggling  El  Segundo, 


BY  RUSSELL  FLANNE 

the  company  was  among  the  first  to  ol 
warehousing  services  in  order  to  cut  it 
tail  customers'  overhead.  To  speed  ( 
ies  from  storehouses,  the  company  oij 
its  own  fleet  of  trucks. 

Emboldened  by  success  in  Taiwl 
Miau  entered  the  U.S.  in  1992,  when  M| 
bought  a  majority  stake  in  Fremont-ba 
Compac  Microelectronics,  since  given  I 
Synnex  name.  Last  year,  a  tough  one  I 
distributors,  S3.3  billion  (sales)  Synnex 
its  U.S.  distribution  business  increase  2<| 
to  S2.5  billion.  Overall  U.S.  profits  drop  I 
to  $25  million  frl 


There's  actually  a  growing  role  for  distributors  in  $35miiiionbecaus 
tech,  East  and  West.  Ask  Taiwan's  MATTHEW  MIAU. 


for  U.S.-based 

Ingram  Micro  ...  ■  ,-ljf.  (2001 

sales:  $25  billion  D  ita  of  Clear- 

water, Fla.(  200  i  i).  But  also 

for  a  veteran  i  world, 

Matthew  Miau,  who  - 
there  and  in  the  I 
$7  billion  in  revenue 
His  U.S.  holding, 
Synnex  Information 
prized  partner  of  IBM.  Di 
rarely  associated  with  I. 
built  its  reputation  in  prod 
Miau — born  in  Mainland  (  . 


lparues 

I  about 

'     i 
i.i 


Calif. -based  software  distributor  Merisel 
for  $20  million. 

Miau  staked  his  claim  in  Taiwan  in 
1976  by  hiring  into  Mitac  Inc.,  then  a  two- 
year-old  company  that  was  Intel's  sole  local 
agent.  Mitac  [nc  eventually  spun  off  two 
of  its  major  businesses:  distribution  (Syn- 
ind  hardware  manufacturing  (Mitac 
International). 

Synnex  got  started  in  Taiwan  by  selling 
parts  to  thousands  of  mom-and-pop  com- 
puter retailers  around  the  island.  Looking 
to  differentiate  itself  from  a  crowd  of  rivals, 


lost  assembly  worl  j 
Synnex  has  sj 
ceeded  in  the  U.S.  by  picking  its  tarn 
carefully,  thereby  limiting  the  risks  tj 
have  sunk  bigger  rivals  like  Merisel, 
company  sells  products  for  only  40  tc  I 
customers,  far  fewer  than  Ingram  Mi 
In  February  IBM  gave  it  a  "Distributo  j 
the  Year"  award. 

Back  in  Taiwan,  political  shifts  mai  I 
Miau  tap  fully  into  a  dawning  China  n 
ket.  He  plans  to  acquire  as  well  as  in' 
about  $35  million  in  new  Mainland  di; 
bution  centers.  At  55,  Miau  is  just  geti  | 
started. 
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_  andy  on  the  boulevards  (...) 
strolling  at  leisure 
until  his  Breguet,  ever  vigilant, 
reminds  him  it  is  midday.  " 


Alexander  Pushkin,  "Eugene  Oneguin",  1829 


Breguet.  L  3   passion   laisse   des  traces. 

Wrletw  M                      it  yell    A                             rblllon.  Hand-wound  movement,  engraved  by  hand 

Power-       •  Is  on  the  tourbillon  shaft.  Compensating  balance  spring 

Wl,h   B"  engraved   on   a   rose   engine     Sapphire   caseback.   Water-resistant 


Brrcji :et    Boutique,    779    Madison    Avenue,    New    York    (212)    268-4014 
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T  WORK 


Co-Chief  Jerry 

Greenberg  is  looking 

East  for  salvation. 


\USTIN  COOKE,  A  HIRING  DIRECTOR  FOR  TECHNOLOGY 
consulting  firm  Sapient,  knew  something  was  awry 
when  the  Indian  woman  he  was  interviewing  for  a  job 
in  New  Delhi  scolded  him  for  acting  like  a  typical 
erican.  "You're  all  business,"  she  told  him,  meaning  he  was 
ing  too  many  job-related  questions.  "In  India  it  is  more 
>ortant  to  start  talking  first  about  family." 
Cooke  learned  fast  that  personal  questions  that  can  get  you 


sued  in  the  U.S.  are  considered  polite  in  India.  But  the  gaffe,  cou- 
pled with  other  recruiting  problems,  is  no  small  issue  for  the  fu- 
ture of  the  1 1 -year-old  firm.  Jerry  A.  Greenberg,  Sapient's  co-chief 
executive,  is  betting  the  revival  of  the  company  on  the  New  Delhi 
office.  Cambridge,  Mass.-based  Sapient  saw  revenue  collapse  34% 
last  year  to  $330  million,  on  which  it  lost  $190  million.  The  stock 
has  skidded  from  a  high  of  $73  in  August  2000  to  less  than  $4.50. 
Like  apparel  and  electronics  manufacturers  before  him,  Green- 
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AT  WORK 


"You  just  can't  take  CHEAP  LABOR 
and  apply  it  to  strategic  projects  like  ours, 


berg  can  cut  costs  by  moving 
operations  abroad.  He  wants 
to  transfer  half  the  workload 
to  India,  where  salaries  for 
programmers  are  typically 

one-fourth  what  they  are  in  the  U.S.  All  the  savings  aren't  hitting 
his  bottom  line;  he  is  cutting  bids  by  20%  to  50%  to  win  new 
clients.  Opened  in  early  2000,  the  New  Delhi  office  is  now  Sapient's 
largest,  housing  32%  of  its  1,900  employees  (1,100  jobs  were  cut 
last  year  and  another  545  in  February).  More  than  a  third  of  the 
firm's  fourth-quarter  2001  revenues  of  $63  million  came  from  30 
projects  worked  on  in  India.  So  far  Greenberg  has  spent  $10  mil- 
lion setting  up  the  Delhi  office. 

The  normally  serene  Greenberg  is  quick  to  insist  that  lower 
wages  do  not  equal  shoddy  work.  "You  just  can't  take  cheap 
labor  and  apply  it  to  strategic  projects  like  ours,"  he  bellows. 

Indeed,  U.S.  companies 

The  Great  Divide 


have  long  employed  Indian 
programmers  and  develop- 
ers for  mundane  tech 
chores  like  computer  sup- 
port and  maintenance.  But 
Sapient  is  using  Indian 
workers  to  develop  complex 
software,  building  systems 
that,  for  example,  sell  prod- 
ucts, enable  customer  self- 
service  and  link  vendors 
over  the  Internet.  A  typical 
project  involves  a  joint 
effort  by  programmers  in 
the  U.S.  and  in  India,  ten 
time  zones  away. 

Cisco  picked  Sapient  to 
build  a  $4  million  educa- 
tion network  that  will 
administer  35,000  online 
technology  exams  a  day  to 
students  in  138  countries. 
The  job  could  have  cost 
another  $1.5  million  if 
Sapient  hadn't  shipped  half 
the  work  to  India.  Consult- 
ing firm  William  M.  Mercer 
says  it's  paying  $600,000 
less  by  having  Sapient's 
India  office  help  build  a  $4 
million  Web  site  that  clients 
can  use  to  access  research 
documents  for  - 
and  in  six  lai  ■ 
puter  langu  i  n.  A 

program  analysl   vith 
years  of  exp< 
might  cost  $  i 


Tech  workers  in  India  typically 
make  one-fourth  the  salary  of  their 
counterparts  in  Sapient's  home- 
town, Boston,  including  benefits, 
bonuses  and  perks.  Sapient  didn't 
disclose  its  salaries. 

Salaries 

(Sthousands) 

BOSTON  INDIA 

PROGRAMMER 

$67         $17 

Three  years'  experience 
writing  code 

PROGRAM  ANALYST 

100  22 

Seven  years'  experience  writing 
and  developing  code 

WEB  DESIGNER 

81  20 

Five  years'  experience 
ARCHITECT 

160  38 

Twenty  years'  experience 
designing  software  systems 

TECHNOLOGY  RECRUITER 

77  18 

Five  years'  experience 
BUSINESS  CONSULTANT 

116  26 

Ten  years'  experience 
SECRETARY 

39  12 

Two  years'  experience 

Source:  Aon  Consulting. 


(including  benefits)  in  the  U.S.,  costs  an  employer  only  $22, 
in  India  (see  chart). 

Setting  up  shop  in  India  wasn't  easy  for  Sapient.  It  wante 
buy  a  local  company,  but  executives  couldn't  find  one  v 
enough  Indian  workers  who  met  Sapient's  standards.  S 
decided  to  hire  and  train  600  full-time  workers  by  the  en< 
2001.  It's  been  slow  going.  Getting  resumes  wasn't  the  probl 
one  newspaper  ad  generated  thousands.  But  most  applies 
didn't  have  the  attributes  Sapient  needed.  Especially  tough 
been  finding  top-notch  project  managers,  people  who  can  di 
the  work  of  dozens  of  software  engineers  to  meet  budgets 
deadlines.  Another  tough  job  to  fill  is  information  archit 
someone  who  designs  a  system  for  a  client  and  spells  out 
specs  to  the  programmers. 

"We  saw  people  who  could  code  with  their  toes,"  says  hit 
director  Cooke.  But  many  were  not  comfortable  workinj 
groups,  had  never  managed  lots  of  people  or  had  no  experie 
dealing  with  clients.  Virtually  all  the  applicants  spoke  Englisl 
addition  to  their  native  language,  but  then  there  were  the 
tural  differences,  job  titles  on  resumes  were  often  mislead 
Someone  called  a  "chief  technology  officer"  in  India  might  c 
have  been  an  architect  in  the  U.S.,  a  lower-level  position  req 
ing  different  skills.  Most  job  candidates  refused  to  job-h 
while  they  were  at  work,  so  recruiters  called  applicants  at  he 
at  night  and  interviewed  on  weekends. 

To  narrow  the  30,000-resume  pool,  Cooke  used  an  out- 
company  to  give  candidates  technical  tests  and  audiotaped  tr 
answering  questions.  The  half  who  passed  got  invited  to  an  o 
house.  Sapient  held  eight  open  houses  a  weekend,  each  result 
in  about  four  new  hires. 

Once  hiring  was  complete,  other  challenges  arose.  Recr 
were  slow  to  follow  Sapient's  collaborative  management  st 
which  involves  lots  of  sharing  and  scrutiny  among  colleag 
and  clients.  Although  comfortable  following  orders,  worl 
were  reluctant  to  disagree  with  a  boss.  When  colleagues 
tiqued  their  work,  they  got  defensive  or  feared  they'd  get  fire 

"India's  traditional  corporate  environment  is  very  hieran 
cal,"  says  Amit  Govil,  director  of  Sapient's  India  office,  v 
couldn't  get  his  staff  to  call  him  by  his  first  name.  Sapient  en 
up  having  no  choice  but  to  train  potential  managers,  often 
ing  U.S.  consultants  off  billable  client  work  to  teach. 

Sapient  has  mostly  settled  the  personnel  issues,  but  the 
to  India  isn't  going  to  solve  all  its  problems.  Demand  for  c 
torn  software  continues  to  fall,  according  to  Karl  Keirstea> 
Lehman  Brothers  analyst.  And  competitors  like  Accenture 
similarly  expanding  operations  in  India  to  cut  costs.  Wall  St 
worries  that  political  unrest  and  travel  restrictions  could  m 
potential  clients  wary  of  linking  networks  with  offices  abrc 
Still,  Sapient  would  be  hurting  more  today  if  it  hadn't  m 
the  move. 
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Your  board  of  directors  has  a  few  very  simple  requests:  higher 
productivity,  lower  costs,  and  improved  efficiency.  It's  time 
you  met  Brown.  Brown  can  help  you  coordinate  the  flow 
of  goods,  data  and  funds  throughout  your  procurement, 
manufacturing  and  delivery  cycle.  Brown's  technology  works 
with  yours  to  give  you  better  visibility  into  your  supply  chain.  And  you 
thought  we  just  delivered  packages.  WHAT  CAN  BROWN  DO  FOR  YOU?5 


and  the  CEO 


ups.com 


Backseat  Driver  By  Jerry  Flint 

A  Mercedes  in  Every  Garagi 


Are  luxury 
car  makers 
making  a  mistake 
broadening  their 
lines  with  cheaper 
cars?  Not  if  they 
maintain  quality. 


THE  LUXURY  BRANDS  INVENTED  THE  NEAR-LUXURY 
car  class,  meaning  the  luxury  name  at  a  middle-class 
price.  The  question  keeps  popping  up:  Are  the  lux- 
ury car  makers,  especially  Mercedes,  making  a  mis- 
take by  broadening  their  lines  with  cheaper  cars? 

It's  a  legitimate  question.  It  has  come  up  before,  with  other 
products.  Remember  when  you  paid  extra  for  the  tennis  shirt 
with  the  little  alligator,  until  alligators  were  everywhere  and  lost 
their  cachet?  It  took  new  management  a  while  to  straighten  out 
that  mess. 

Now  we've  got  Mercedes  selling  the  C230  coupe  for  less  than 
$30,000.  Mercedes  also  sells  the 
small  A  Class  car  in  Europe  for 
$20,000.  BMW  has  the  new  Mini, 
for  $20,000  or  so,  and  Audi  has  a 
small  A-2  in  Europe  in  that  price 
range.  Toyota  Lexus  and  Nissan 
Infiniti  are  moving  in  this  direc- 
tion. Ford  is  cannibalizing  its 
own  Mercury  division  as  it 
moves  Lincoln  down  the 
income  scale. 

Can  a  chief  executive  find 
happiness  in  his  $100,000  S  Class 
Mercedes  when  he  knows  his 
secretary  drives  the  C230? 

I  say  no  problem.  The  luxury  makes  are  right  to  expand  into 
lower-priced  vehicles.  If  they  can  maintain  the  quality  they  can 
maintain  the  prestige. 

The  downscale  move  of  the  luxury  car  makers  has  already 
been  enormously  successful  and,  in  fact,  has  destroyed  the  strate- 
gic concept  of  General  Motors.  GM  created  a  ladder  leading  up  in 
price,  quality  and  class.  The  buyer  would  ascend  from  Chevy  to 
Olds  to  Buick  to  Cadillac.  The  strategy  helped  make  GM  the 
largest  company  in  the  world,  and  Chrysler  and  Ford  tried  to  imi- 
tate it.  But  by  moving  downscale,  by  building  lower-priced  cars 
with  their  prestige  emblems,  the  foreign  makes  destroyed  the  idea 
of  the  step-by-step  prestige  ladder.  Now  the  car  buyer  gets  all  the 
prestige  there  is  with  the  three-pointed  star  or  that  blue-white 
mblein  on  the  front  of  a  Mercedes  or  BMW. 

lich  has  more  prestige,  a  C  Class  Mercedes 
or  a  1'  Suick  sedan  is  a  likable  car,  but  go  find 

somei  big  one.  Oldsmobile  is  dead,  and  Mer- 

cedes i  s  a  year  now. 

The  r  luxury  makers  is  whether  their 

lower-pn  quality,  the  style  and  the  feel  of  a 

luxury  cat  Mercedes  i   130  is  a  real  Mer- 

cedes.  It  feel  x\\\  appeal  to  women. 

There's  even  a  bab  computer 
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adjusts  the  air  bag  explos 
making  it  safe  for  a  baby  to 
in  the  front  of  the  car  insteai 
having  the  baby  seat  atta 
only  to  the  rear  seat. 

I  don't  know  any  young 
fessional  woman  who  woul 
rather  drive  a  low-end  Merc 
coupe  than  a  big  Buick  sedai| 
It's    the    same    story 
BMW's  new  Mini.  You  couldl 
a  bigger  car  for  $13,000, 
that  would  be  a  zero-prestige  low-priced  car,  a  cheapie.  Pe< 
will  pay  $20,000  to  $25,000  for  the  small  Mini  instead.  Th' 
luxury  defined,  being  able  to  pay  extra  for  style. 

Jaguar  has  its  new  X  model  in  the  $30,000s.  This  won't 
Jaguar's  image,  unless  that  X  model  starts  to  look  and  feel 
much  like  a  Ford,  which  owns  the  brand. 

Cadillac  tried,  in  effect,  to  broaden  its  brand  by  keep 
prices  stable  and  going  for  volume.  But  that  strategy  didi 
work  because  it  failed  to  protect  Cadillac's  high-end  im 
Mercedes  and  other  foreigners  came  in  with  cars  that  were  t< 
nically  superior  and  higher  priced,  too.  In  the  luxury  field  r 
price  is  okay.  Cadillac  forgot  to  hold  the  high  ground.  Is 
Cadillac  has  its  new  CTS  in  the  $30,000s,  the  hot  near-luxi 
market.  We'll  see  if  this  works. 

Meanwhile,  the  luxury  car  makers  aren't  forgetting  the  i 
high  end.  Mercedes  makes  a  CLK  roadster  for  $40,000,  but  it 
has  a  new  SL  roadster  for  $80,000  and  up.  Even  $250,000  I 
are  coming  from  Mercedes'  parent,  DaimlerChrysler.  BMW 
be  building  the  Rolls-Royce  cars.  A  Lexus  sedan  may  cost  rr 
than  $60,000.  It  doesn't  matter  whether  Daimler  can  m 
money  on  a  $250,000  car  with  a  limited  production  run;  v\ 
counts  is  that  the  project  pays  off  in  prestige,  and  prestige  coi 
if  those  cars  are  truly  desirable,  head-turning  beautiful  i 
great  performers. 

Yes,  this  brand  extension  thing  is  a  tricky  business.  Yes, 
hard  to  mix  two  different  customer  bases.  Going  in  the  ol 
direction,  low-priced  Europe  Ford  and  GM's  German  s 
sidiary,  Opel,  couldn't  lure  customers  when  they  offered  hi 
priced  luxury  cars.  Possibly  this  is  a  warning  to  Volkswaj 
which  is  moving  into  the  luxury  business  with  a  $70,000 
named  Phaeton.  You  can't  sell  Armani  suits  at  Armani  price 
Sam's  Bargain  Clothing  Store. 

But  the  car  world  has  changed.  The  issue  now  is  how- 
whether — car  companies  can  save  brands  like  Buick,  Merc 
and  Chrysler  that  were  halfway  up  the  aspiration  ladder. 
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Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automob 
industry  since  1958.  Visit  his  home  page  at  www.forbes.com/flint. 
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\ST  APRIL,  WE  BROKE  GROUND  ON  THE  NEW  NISSAN  PLANT. 
JT  WE'VE  ALREADY  LAID  THE  FOUNDATION  FOR  MUCH  MORE. 

en  the  state  of  Mississippi  and  Nissan  joined  forces  it  wasn't  just  to  build  a  new  plant,  it  was  to  build  toward  a  bright  future.  Together. 
•ur  new.  leading-edge  facility  in  the  city  of  Canton  is  where  it  all  starts.  It  will  soon  have  the  capacity  to  assemble*  some  250,000 
issan  full-size  trucks,  full-size  SUVs  and  our  next-generation  minivan.  All  to  meet  the  ever-increasing  demand  for  Nissan  products 
in  North  America.  And  to  infuse  the  local  economy  with  new  jobs  -  potentially  up  to  4,000.  And  as  if  that  weren't  enough,  this 
w  plant  will  spur  further  growth  in  and  around  the  state.  All  of  which  goes  to  show  that  this  new  facility  will  do  more  than  produce 
ncredible  products,  it'll  produce  an  incredible  amount  of  oride  in  all  of  us.  For  more  information,  visit  mississippiandnissan.com. 


"US  -Built  Nissans  consist  of  domest.c  and  glob  ily  •  oure  >- 1  parts  Nissan  and  the  Nissa-  Logo  are  Nissan  trademarks.  E  2001  Nissan  North  America,  Inc. 


Collaboration— it  all  begins  with  a  shared  vision 

In  times  like  these,  you  can't  afford  to  partner  with  someone  who's  single-minded. 
There  must  be  a  shared  vision  right  from  the  start.  It's  our  unique  approach  to 
consulting  and  services.  The  method  of  constant  dialogue  and  complementary 
skills  interacting  to  create  better  solutions.  Through  collaboration,  we  can 
accomplish  anything. 

It's  an  approach  that  further  benefits  from  the  expertise  and  resources  of  the 
entire  Fujitsu  group,  which  has  long  provided  world-class  technology  and  platform 
products  all  over  the  globe. 

Unique  ROI-focused  methodology 

Fujitsu  has  been  building  a  global  consulting  organization  to  be  known,  starting 
in  April,  as  Fujitsu  Consulting.  This  new  organization— comprising  what  is  currently 
DMR  Consulting,  Fujitsu  Systems  Business  of  America  and  other  businesses  within 
Fujitsu-utilizes  a  unique,  proven  methodology  that  delivers  a  rapid  and  measurable 
return  on  your  IT  investment.  It  starts  by  focusing  on  the  results  the  client  expects 
to  achieve.  It  then  provides  a  road  map  through  the  design,  implementation  and 
operation  of  the  solution  to  achieve  the  desired  results. 

Industry  and  business-process  knowledge 

Fujitsu  Consulting  creates  tailored  solutions  for  a  variety  of  industries-in  particular, 
telecommunications,  financial  services,  and  government.  Whether  it's  core  back 
office,  front  office  or  extended  functions,  we  enable  companies  to  better  serve  their 
customers  and  collaborate  with  their  extended  supply  chain  of  employees,  vendors 
and  partners. 

Fujitsu— a  different  way  of  working 

At  Fujitsu  Consulting,  we  live  and  breathe  three  simple  ideas:  deep  collaboration 
with  our  clients,  an  eye-to-eye  approach,  and  a  passion  for  getting  the  job  done.  It  is 
the  unique  combination  of  global  scope  and  human  scale  that  sets  us  distinctly 
apart  from  our  competitors. 
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EVIDENCE 
Had 
too  many 
kids 


EVIDENCE 

Paid 

lawyer ' s 

fee  on 

big  win 


KILLER  TAX 


CARL  WYSOCKI,  A  RETIRED  SUN  MICROSYSTEMS  FINANCE 
manager  in  Scotts  Valley,  Calif.,  was  caught  in  the  web  when  he 
started  diversifying  his  portfolio.  Diane  LeBeau,  a  New  Bedford, 
Mass.  nurse,  was  nailed  for  having  too  many  children.  Harold 
Nicholas,  a  Petersburg,  N.Y.  X-ray  machine  repairman,  was  pun- 
ished for  paying  job  expenses  like  gasoline  bills  out  of  his 
nie;  he'd  have  been  safe  if  he  had  been  reimbursed. 

ternative  minimum  tax,  created  in  '969  after  the  reve- 

i  few  hundred  ver)  wealth}'  Americans  were  paying 

it  all,  was  aimed  at  the  fat-cat  class — people  with 

lid  railcar  leases.  It  has  morphed  into  a 

-  middle  class.  Typical  victims  are  like 

these  thre  ...        p  tople  whose  "shelters"  consist  of 
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doing  innocuous  things  like  cashing  in  employee  stock  opti< 
having  large  families,  running  small  businesses,  living  in  high 
California  or  New  York  City,  or  running  up  doctor  bills. 

In  the  current  tax  season  1.7  million  returns  will  be  hit  by 
AMT.  For  the  2002  tax  year  2.4  million  taxpayers  will  pay  n 
because  of  the  AMT.  By  2005  the  AMT  will  claim  13.4  million 
tims— including  79%  of  taxpayers  grossing  $200,000  to  $500,' 
46%  of  those  earning  $100,000  to  $200,000;  and  23%  oft! 
with  incomes  of  $75,000  to  $100,000 — projects  a  study  by  J 
Tempalski,  an  economist  working  at  the  Treasury  Departmer 
tax  on  fat  cats?  Scarcely.  Tempalski  expects  that  only  17%  of  reti 
with  incomes  above  $1  million  will  pay  AMT  in  2005. 

The  AMT  is  a  tax  built  on  somewhat  lower  rates  than  the  u 


/IDENCE 
Lived  in 
a  high-i 
:ax  state 


The  alternative  minimum 

tax  was  supposed  to  get  the 

fat  cats,  but  now  millions  of 

ordinary  citizens  are  paying 

it — and  Congress  is  addicted 

to  the  revenue.  The  only 

good  news  is  that  you  can 

mitigate  the  damage. 

BY    ASHLEA    EBELING   AND    JANET    NOVACK 


EVIDENCE: 

Took  big 

capital 

gains 


ome  tax  but  on  a  much  broader  base  <  • 
ne,  with  many  deductions  unavailable.  You  cm-  ^ 
ate  your  tax  both  ways — the  AMT  way  and  the  regular 
y— and  pay  the  higher  of  the  two  amounts.  Some  of  the  differ- 
xs  in  the  way  net  income  is  defined  are  predictable;  the  deple- 
n  allowance  on  an  oil  well  can't  be  used  in  calculating  AMT. 
me  of  them  are  surprising.  Folks  who  deduct  high  state  and 
al  taxes  or  claim  miscellaneous  itemized  deductions,  including 
reimbursed  employee  business  expenses,  investment  fees  and, 
i,  tax  preparation  fees,  are  at  risk,  since  the  AMT  disallows  these, 
).  Those  who  take  large  capital  gains,  as  did  Wysocki,  are  in  peril, 
rticularly  if  they  live  in  a  high-tax  state  like  California,  as  he 
es.  Owners  of  partnerships,  S  corporations  and  limited  liability 


companies  can  end  up  in  permanent  AMT  purgatory;  these 
entities  pass  on  to  their  owners'  returns  tax  breaks  such  as  busi- 
ness credits  and  depreciation  that  are  either  denied  or  more  lim- 
ited in  the  AMT.  Workers  with  the  kind  of  stock  options  handed  out 
to  rank-and-file  employees  can  face  huge  AMT  bills  and  even  be 
bankrupted  by  those  taxes.  Americans  living  abroad  are  forced  to 
pay  AMT  on  the  same  income  they've  already  paid  stiff  foreign 
taxes  on.  Some  successful  tort  plaintiffs  must  pay  AMT  on  money 
that  goes  to  their  lawyers;  it  is  even  possible  for  the  tax  to  be  more 
than  the  check  fiey  get  from  a  successful  lawsuit. 

In  a  smaller  way  the  AMT  claims  many  a  victim  who  doesn't 
even  owe  it.  Anybody  who  comes  close  to  AMT  territory  is  sup- 
pc  sed  to  calcul;  ie  taxes  both  ways.  In  1997  seven  times  as  many 
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taxpayers  as  actually  owed  AMT  had  to  complete  the  arduous  54- 
line  "Form  6251,  Alternative  Minimum  Tax."  That  meant,  by 
the  Internal  Revenue  Service's  own  figuring,  that  63  hours. in 
total  taxpayer  time  was  consumed  for  each  tax  return  showing 
an  AMT  liability. 

All  this  torture  just  to  make  sure  that  some  rich  guys  in 
Texas  didn't  get  off  scot-free?  Why  not  just  repeal  the  AMT?  No 
less  an  institution  than  the  U.S.  Treasury  proposed  just  that 
before  the  1986  tax  act,  but  it  didn't  happen.  Repeal  is  favored 
now  by  the  IRS'  taxpayer  advocate,  but  it  won't  happen.  Con- 
gress needs  the  money  brought  in  by  the  AMT — an  expected 
S600  billion  over  the  next  decade. 

Sail  too  close  to  the  .AMT  and  you  have  a  nightmare  of  tax 
planning,  steering  between  the  Scylla  of  the  regular  tax  and  the 
Charybdis  of  the  AMT.  Suzanne  Johnson  has  been  living  with  this 
since  the  mid- 1 990s,  when  she  started  exercising  her  Intel  options 
and  racking  up  "AMT  credits."  You  get  these  credits  when  certain 
items  ( some  options,  for  example,  but  not  personal  exemptions 
or  state  and  local  taxes)  force  you  to  pay  .AMT.  You  can  use  .AMT 
credits  to  reduce  your  regular  tax  liability  in  any  year  it  exceeds 
your  bill  as  calculated  under  the  .AMT.  To  claim  the  credit,  you  fig- 
ure your  regular  tax  and  .AMT  each  year  and  then  fill  out  yet 
another  form — the  48-line  Form  8801. 

Johnson,  now  57  and  semiretired,  meets  with  Cupertino, 
Calif,  tax  adviser  Claudia  Hill  three  times  a  year  to  plan  how  to 
stay  out  of  the  .AMT  and  use  up  her  credits.  They  have  whittled 
more  than  S140,000  in  credits  down  to  S54,813.  Even'  detail 
counts.  When  Johnson  sells  a  stock,  she  quickly  moves  the  pro- 
ceeds out  of  the  California  Municipal  Money  Fund  into  which 
Charles  Schwab  sweeps  the  cash.  That's  because  21%  of  the 
fund's  2001  income  was  taxable  for  .AMT.  So  much  for  what  used 
to  be  called  "tax-free  bond  interest." 

Despite  her  efforts,  high  California  taxes  and  S20,000  in 
medical  and  health  insurance  expenses  left  Johnson  owing 
S3,000  in  .AMT  for  2001.  (Under  the  regular  tax,  medical  costs 
exceeding  7.5° o  of  adjusted  gross  income  are  deductible;  under 
the  .AMT,  only  costs  exceeding  10%  can  be  deducted.  >  Now  she's 
moving  from  Silicon  Valley  to  state-income-tax-free  Nevada.  As 
a  scientist,  Johnson  says,  she's  frustrated  by  the  AMT's  lack  of 
logic  and  by  the  failure  of  the  IRS,  which  issues  340  publications, 
to  offer  a  pamphlet  explaining  it.  Taxation  without  documen- 
tation," she  grumbles. 

How  did  this  obscure  tax  get  to  be  such  a  money-raiser?  The 
big  tax  change  in  1986  lowered  regular  rates  and  indexed  the 
brackets  for  inflation.  The  emption,  now  S49,000  for  a 

couple,  is  not  indexed.  I  In  fact,  under  current  law,  it's  scheduled 
to  drop  to  $45,000  for  a  couple  in  2005.) 

Thanks  to  the  1986  act,  inflation  and  income  growth  alone 
would  be  \  people  into  the  AMT.  But  in  the  last  five 

years,  the  politicians  have  made  a  bad  situation  worse.  They've 
wooed  voter-     id  dits  and  ra  e  cuts,  while  cynically 

relying  on  and  voraciously  in 

thebackgro  |     x  aid  hold  down 

their  oosts.1  5  trillion  over  ten  years 

would  have  cos  -.\j7_ 

Taxpayers  wh  motions  and 
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credits  find  that  their  regular  tax 
drops  below  the  .AMT  amount. 
Once  the)'  are  past  that  point,  any 
further  use  of  the  offending  tax 
advantages  does  them  no  good. 
That's  how  the  nurse  from  Massa- 
chusetts got  into  the  .AMT  swamp. 
She  had  six  kids  still  at  home,  each 
supposedly  worth  one  exemption, 
plus  deductions  for  state  and  local 
taxes  and  nurse's  uniforms. 

Can   you   protect   yourself? 
Study  these  trouble  points. 
STATE  AND  LOCAL  TAXES 
Half  the  dollar  value  of  tax  breaks 
lost  under  the  .AMT  in  2000  came 
from  state  and  local  taxes,  which 
aren't  deductible  in  .AMT. 
Some    of  this    pain    was 
avoidable. 

Robert  Burger  retired 
from  a  management  job  at 
Massachusetts  Mutual  Life  in 
mid- 1999.  With  payroll  with- 
holding stopped,  the  Hamp- 
den, Mass.  resident  underpaid 
his  1999  state  taxes.  He  wrote 
a  check  for  the  balance  in  early 
2000  and  ended  up  with  a 
total  of  SI 3,400  in  state  and 
local  taxes  to  deduct  on  his 
2000  federal  return,  against  a 
retirement  income  of  just  S85,000. 
The  result:  S521  in  unnecessary 
.AMT.  When   Burger,  who  had 
always  done  his  own  taxes,  con- 
sulted Springfield  CPA  Richard 
Moriarty,  he  found  that  he  could 
have  avoided  it  by  paying  all  his 
1999  state  taxes  in  1999. 

The  lesson  here  is  that  you 
usually  have  a  better  chance  of 
avoiding  or  reducing  the  .AMT  by 
matching  income  and  deductions; 
take  large  state  and  local  deduc- 
tions in  years  when  your  income  is 

large,  too.  There  are  exceptions  to  this  rule,  of  course.  S 
you're  in  .AMT  territory,  or  have  a  sudden  change  in  income, 
an  accountant  to  run  the  numbers.  You  might  even  come 
ahead  paying  your  state  taxes  late — despite  a  penalty. 

Sandra  Rittenhouse,  a  Pasadena,  Calif.  CPA,  found  hersel 
an  .AMT  fix  last  year  when,  as  part  of  a  divorce  setdement, 
had  to  pay  a  big  bill  for  back  real  estate  taxes.  Rather  than 
the  deduction  to  AMT,  she  boosted  her  overall  taxable  incc 
and  reduced  her  AMT  by  converting  SI 00,000  from  a  regular 
to  a  Roth  IRA  In  effect,  Rittenhouse  reduced  the  tax  rate  on 


AMT  VICTIM 


LAS1  NAME 
LeBeau 


STATE 
Massachusetts 


TARGETED  COR 

Having  eight   chil 


By  2005,  99H  of  faaili 
four  kids  or  aore  and 
$100,000  and  $200,000 
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'Me '  re  not  playing  f ai 
Bothing  fancy  is  goinc 
children  with  social  i 
We '  re  feeding  thea.  II 
could  get  rid  of  «y  fc 


AMT  VICTIM  REPORT 


LAST  NAME 
Nicholas 


STATE 

New   York 


FIRST 
Harold 


OCCUPAT'QN 

X-ray  machine  repairman 


TARGETED  FOR 

Deducting  expenses  for  his  truck. 


workshop . 


VICTIM  ALERT 

Miscellaneous  itemized  deductions,  including 
unreimbursed  employee  business  expenses, 
aren't  deductible  in  the  AMT. 

VICTIM  S  STATEMENT. 

"I'd  heard  about  AMT,  but  I  never  dreamed 
it  would  apply  to  me.  I  thought  it  was  a 
tax  for  millionaires.  It  cost  me  $5,000  to 
fight  it  in  Tax  Court.  I  should  have  just 
paid  the  tax.  But  I  thought  it  was  wrong." 


AMT  VICTIM  REPORT 


LAST  NAME: 

Doherty 


STATE: 
Virginia 


FIRST: 

Nina 


OCCUPATION: 

Marketing  executive 


TARGETED  FOR: 

Exercising  incentive  stock  options. 


VICTIM  ALERT: 

When  you  exercise  ISOs,  sell  enough 
before  the  end  of  the  year  to  avoid 
potentially  ruinous  AMT  bill. 


VICTIM'S  STATEMENT: 

"You'd  never  dream  a  company  would  give 
you  a  benefit  that  could  actually  hurt 
you.  I've  not  only  lost  all  of  my 
stock,  but  I  owe  six  figures  in  AMT  for 
gain  I  never  actually  saw." 


version  by  offsetting  the  IRA  income  with  a  deduction  she 

lid  otherwise  have  forfeited.  Unhappily,  most  AMT  payers 

1't  have  this  option;  those  earning  more  than  $100,000  aren't 

ible  for  Roth  conversions. 

'ITAL  PAINS 

i  could  be  fooled.  The  special  20%  rate  for  long-term  capital 

is  applies  for  both  regular  tax  and  AMT.  So  it  would  item 

t  adding  a  capital  gain  to  your  income  can't  change  whether 

i  owe  AMT  or  how  much. 

Paradoxically,  capital  gains  do  push  people  into  AMT  terri- 


tory. Case  in  point:  Bill  and  Hillary  Clinton  paid  $4,943  of  AMT 
in  1999;  if  their  blind  trust  hadn't  taken  $122,000  of  long-term 
capital  gains,  they  wouldn't  have  owed  AMT,  according  to  a 
recalculation  of  their  tax  for  FORBES  by  CCH  Inc. 

What  gives?  The  problem  has  to  do  widi  the  fact  that  a  20% 
tax  rate  written  into  the  law  turns  into  something  else  again  on 
your  tax  return.  Note  that,  despite  their  favored  tax  rate,  capital 
gains  count  in  full  in  measuring  adjusted  gross  income.  AGI,  in 
turn,  affects  how  much  of  your  $49,000  AMT  exemption  survives 
a  phaseout.  The  result  is  that  effective  rates  are  often  much  higher 
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AMT  VICTIM  REPORT 


LAST  NAME: 

Johnson 


STATE: 

California 


FIRST: 

Suzanne 


OCCUPATION: 

Sfini  retired  Intel  manager 


TARGETED  FOR 

ISOs,  medical  expenses,  state  taxes. 


VICTIM  ALERT 

Some  AMT  payers,  like  Johnson,  get  "AMT 
credits, "  but  may  be  unable  to  ever  use 
them  up. 


VICTIMS  STATEMENT: 

"I  see  red  when  I  hear  politicians  discuss 
eliminating  the  AMT  for  corporations  and 
refunding  their  trapped  credits.  If  that 
were  done  for  individuals,  I  would  be  due 
check  for  $54,813.' 


than  stated  rates.  In  some  parts  of  the  country,  an  AMT  sufferer 
could  pay  a  combined  federal/state  tax  rate  on  cap  gains  of  36%, 
compared  with  a  26%  combined  rate  for  a  taxpayer  who  isn't  in 
AMT.  So  calculates  Bernard  Kent,  head  of  Pricewaterhouse- 
Coopers'  Midwest  financial  planning  practice. 

One  defensive  tactic  used  by  Kent's  clients:  They  move  to 
Florida,  which  has  no  state  income  tax,  before  selling  their  busi- 
nesses. David  Lifson,  a  partner  with  Hays  &  Co.  in  New  York, 
suggests  clients  who  agree  to  "installment  sales"  of  their  busi- 
ness arrange  for  payments  to  be  made  every  other  year.  Assum- 
ing they  have  other  ordinary  income,  this  tactic  allows  them  to 
stay  out  of  AMT  in  alternate  years.  They  then  crowd  their  state 
tax  payments  into  the  non-AMT  years. 

Susan  Wheeler,  a  49-year-old  marketing  consultant  in  St.  Paul, 
had  $450,000  in  gains  in  one  stock,  repre- 
senting half  her  portfolio.  She  turned  to 


docs,  Nicholas  deducted  expenses  fo« 
tools,  truck  and  home-based  repair  shoi 
a  Schedule  C  for  self-employed  taxpay 
But  employees  get  no  Schedule  C;  for 
the  very  same  tool  costs  become  a  "miscl 
neous"  deduction.  Under  the  AMT,  mi^ 
laneous  deductions  are  for  fat  cats. 

Nicholas  shelled  out  $5,000  for  law 
and  accountants  to  take  the  case  to 
Court,  where  he  lost.  Could  he  deduc 
$5,000?  Not  in  the  AMT — legal  costs  are| 
"miscellaneous."  (Fortunately,  he  paic 
$5,000  in  a  year  he  wasn't  in  the  .AN IT.) 

Moral:  If  you  pay  your  own  expeJ 
and  run  your  own  operation,  make  I 
you  take  the  right  steps  to  qualify'  aJ 
independent  contractor.  See  IRS  publl 
tion  1779  and  be  aware  that  the  IRS  t;| 
great  delight  in  reclassifying  independj 
as  "employees." 

Anthony  D'Acquisto,  a  Chicago  a  J 

who  does  voiceovers  in  commercials,  ]| 

$18,000  in  agent  commissions,  wll 

helped  push  him  into  AMT,  and  argueJ 

court  that  he  should  be  able  to  deduct  tl| 

expenses  on  Schedule  C.  But  the  court  found  he  was 

employee,  albeit  with  many  employers,  since  each  indivicl 

employer  controlled  how  he  did  his  job. 

A  solution  for  D'Acquisto  and  others  in  similar  situatioil 
to  form  a  personal-service  corporation  and  becomel 
employee.  The  employers  then  contract  with  your  corporatj 
It's  a  paperwork-intensive  solution  that  can  cost  from  $5,0C 
S 1 5,000  a  year,  Lifson  says. 

The  service  corporation  won't  pass  muster  with  the  III 
you  have  just  one  full-time  employer.  In  that  case,  lobbv  yl 
boss  to  pay  expenses  directly  or  to  reimburse  you  througrl 
"accountable  plan,"  which  requires  you  to  substantiate  expeil 
submitted  to  your  employer.  Accountable  plan  payments  d<| 
count  as  income  to  employees;  flat-rate  expense  checks  do. 


J 


PILING    ON 


Laura  Kuntz,  a  CPA  and  financial  planner 

SCXt:  Does  Your  State  Have  an  AMT? 


for  example,  Wheeler  recognized  $65,000 
in  gain,  bringing  her  to  the  cusp  of  AMT. 
THE  EMPLOYEE  TRAP 

Harold  Nicholas  was  supporting  two 
daughters  from  his  business  repairing  X- 
rav  machines,  netting  around  S50,000  a 
year.  Then  the  IRS  demanded  $7,000  in 
extra  tjxes  and  penalties,  plus  interest.  The 
problem:  The  IRS  decided  that  for  three 
years  Nicholas  had  technically  been  an 
employee  of  a  partnership  he  set  up  with 
some  doctors.  Before  his  deal  with  the 
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R.  Austin  Chapman,  retired  chief  executive  of  Northland  Co.,  is  fighting  a  oil  I 
$108,000  in  Minnesota  state  alternative  minimum  tax,  plus  interest.  And,  get  this  | 
owes  the  extra  tax  because  he  gave  $1.6  million  to  charity. 

As  if  the  federal  AMT  weren't  bad  enough,  II  states  impose  some  version  of  1 1 
own:  California,  Colorado,  Connecticut,  Iowa,  Maine,  Maryland,  Minnesota,  Nebra 
New  York,  West  Virginia  and  Wisconsin.  Most  states  base  their  levies  on  the  fed| 
AMT  and  then  add  their  own  quirky  modifications.  Minnesota,  for  example,  all 
charitable  deductions  under  its  AMT  only  for  gifts  made  to  in-state  charities, 
charity  qualifies  under  the  regular  state  tax. 

Chapman  ran  into  trouble  because  he  funneled  his  gifts  through  the  Bos| 
based  Fidelity  Charitable  Gift  Fund.  He  contributed  to  this  "donor  advised"  fund 
claimed  deductions  in  1994,  1995  and  1996.  In  1997  he  started  directing  grants  f  I 
the  fund  to  Minnesota  charities.  That  wasn't  good  enough  for  a  state  AMT  deducl  | 
the  Minnesota  Tax  Court  ruled  in  December. 
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It's  not  how  many  ideas  you  have. 
It's  how  many  you  make  happen. 


In  early  2000,  the  world's  number  one  computer  company  set 
to  upgrade  its  already  world-class  manufacturing  infrastructi 
with  a  bold  yet  simple  premise:  "build  more  systems  with  less 
inventory."  I  am  Dell's  idea,  delivered.  In  about  100  days, 
Accenture  and  Dell  conceived  and  implemented  an  approach 
allows  Dell  to  operate  on  no  more  than  two  hours  of  invento 
at  a  time.  Now  in  place  in  Dell's  plants  around  the  world,  this 
system  has  already  generated  a  500%  return  on  investment, 
while  enabling  Dell  to  adapt  more  quickly  to  rapidly  changing 
technologies. 
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Claims  is  the  nexus  of  cost  and  service  for  property  and 
casualty/general  (P&C)  insurers.  Improvements  to  the  claims  pr 
represent  the  single  greatest  opportunity  for  P&C  carriers  to  re 
the  next  level  of  profitability  I  am  Chubb's  idea,  delivered. 
Accenture  is  partnering  with  the  Chubb  Group  of  Insurance 
Companies  to  develop  an  easy-to-use  Web-based  solution  to  ms 
Chubb's  claims  process  via  the  Internet.  Drawing  upon  the 
most  advanced  technology  available,  this  system  is  revolution 
the  claims  process  by  allowing  claims  professionals  to  further 
improve  the  superior  service  for  which  Chubb  is  known. 

As  one  of  Europe's  leading  automakers,  Peugeot  saw  the  potent 
eCommerce  as  a  means  to  enhance  and  strengthen  relationship 
among  manufacturer,  dealers  and  customers  while  also  providir 
opportunity  to  extend  its  market  reach.  I  am  Peugeot's  idea,  delij 

Drawing  upon  a  combination  of  vast  auto  industry  experience  al 
Internet  savvy,  Accenture  helped  create  peugeot.fr,  a  b-to-c  we  J, 
that  includes  a  state-of-the-art  showroom,  used  car  searches  ail 
dealer  contact  integration. 


To  see  how  w^m  deliver  innovation  in  your  industry, 
visit  us  at  aeccnjyiEiliJm 
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E  CREDIT  CATCH 

ingress  has  created  tax 
fdits  tor  everything  from 
estment  in  low-income 
using  to  hiring  the  disad- 
ltaged  (FORBES,  Nov.  26, 
11  I.  Yet  most  such  credits 
I't  be  claimed  against  the 
IT.  Merrick,  N.Y.  accountant 
lliam  Stevenson  has  518,000 
low-income-housing  credits 
hasn't  been  able  to  use  be- 
ise  of  the  AMI.  "Congress  de- 
ns this  program  to  get  people 
Invest  in  housing  projects,  and 
■n  there's  this  gotcha,"  he 
nes.  If  you're  thinking  of  in- 
.ting  in  one  of  these  deals, 
nk  twice.    The  credits  are 
imed  over  ten  years  and  can't 
used  to  reduce  your  taxes  below 
•  AM  I  level,  although  they  can  be 
frfed  forward.  Can  you  really  be 
e  vou  won't  be  in  AM  I  in  the  next 
:ade?  In  some  cases  you  (or  a  busi- 
■  vou  control '  haw  a  choice  between 
redit  and  a  seemingly  lower-powered 
taction.  If  vou  are  regularly  in  \M  I  -land,  you'll  likely  be  bet- 
off  with  the  deduction. 

Not  just  business  and  investment  credits  create  trouble.  In 
H  and  later,  people  claiming  credits  for  dependent  care  or  col- 
E  tuition  will  be  at  risk  of  getting  a  whack  from  the  AMT. 
9  BY  ISOS 

rgent!!  We  intend  to  levy  on  certain  assets.  Please  respond 
■)\V.  Nina  Doherty,  39,  carries  that  IRS  letter  in  her  purse  as  a 
ninder  of  her  $1 10,000  tax  debt.  The  mother  of  three  stays 
.ike  at  night  wondering  what  the  IRS  will  take:  her  Chantilly, 
house,  the  $50,000  in  her  401(k)  or  her  1995  Infiniti.  While 
IRs  is  making  few  seizures  these  days,  it  is  also  cutting  no  spe- 
i  breaks  for  the  thousands  of  employees  like  1  )oherty  who  were 

UNI     SURPRISE 
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Capitax   a  .      ou   live    »  income. 

VCTWS  STATEMENT  inciple    •j**^'*'" 

"*  und^o  dc^catch  people  «ho  hav^ 


l/hen  Tax-Exempts  Aren't 

/ou  own  tax-exempt  municipal  bonds  or  bond  funds,  beware:  Their  income  could 
subject  to  the  alternative  minimum  tax. 

The  first  tip-off  that  a  fund  may  be  an  AMT  time  bomb  is  in  its  name.  Under  Secu- 
es  &  Exchange  Commission  rules,  a  fund  can't  call  itself  "tax  exempt"  or  "tax  free" 
10%  or  more  of  its  income  is  subject  to  AMT.  If  it  is  called  simply  a  "municipal'  fund, 
nay  have  any  amount  of  AMT  income.  The  T  Rowe  Price  Summit  Municipal  Money 
irket  Fund,  which  has  as  its  stated  investment  objective  "the  highest  possible  cur- 
it  income  exempt  from  federal  income  taxes,"  reported  79%  of  its  2001  income  was 
bject  to  AMT.  (To  check  your  fund's  exposure,  go  to  forbes.com/amt.) 

Ten  percent  of  the  $280  billion  in  municipal  bonds  issued  in  2001  generate  AMT 
:ome.  Often  called  "private  activity  bonds,"  these  munis  finance  projects  like  stadi- 
is  and  airports  and  now  pay  an  extra  15  to  20  basis  points  of  yield.  The  extra  yield 
I  worth  it  if  you  are  in,  or  in  danger  of  beir    in,  the  AMT.  —A.E. 


granted  "incentive  stock  options"  and  through  bad  advice,  bad 
luck  or  greed  dug  themselves  into  a  deep  AMT  hole. 

The  key  is  this:  If  you  exercise  an  ISO  and  do  not  sell  the  stock 
before  the  end  of  the  calendar  year,  you  owe  AMT  on  the 
difference  between  what  you  paid  for  the  stock  and  what  it  was 
worth  at  the  time  you  exercised.  In  March  2000  Doherty  paid  14 
cents  a  share  for  20,000  shares  of  Net2000  Communications,  then 
valued  at  $20  a  share.  By  the  end  of  2000  the  stock  in  the  com- 
pany, which  later  went  into  bankruptcy,  was  trading  at  $1.  Do- 
herty says  a  broker  and  co-workers  encouraged  her  to  hold  on. 
That  made  her  liable  for  AMT  on  $397,200.  If  she  had  sold  on 
Dec.  3 1 ,  she  would  have  owed  ordinary  income  tax  instead,  but 
on  just  $17,200 — the  spread  between  the  $2,800  she  paid  for  the 
stock  and  $20,000. 

Moral:  If  you  have  a  fair  amount  of 

ISO  stock,  don't  be  led  down  a  garden 
path  by  the  hope  of  holding  all  your  stock 
for   a   year   and   converting   ordinary 


income  on  the  position  into  a  favorably 
taxed  capital  gain.  Even  if  the  stock  holds 
up,  you  still  have  the  AMT  hanging  over 
your  head.  To  play  it  safe,  sell  ISO  stock 
soon  after  exercise. 

Or,  if  you  want  to  play  the  holding 
game,  exercise  the  options  in  January  and 
consult  with  a  tax  adviser  by  December. 
Chicago  tax  lawyer  Kaye  Thomas,  author 
of  Consider  Your  Options,  suggests  this 
.strategy  to  ISO  holders  who  believe  in 
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Source:  Jerry  Tempalski. 
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their  companies:  Sell  enough  stock  in  the 
year  you  exercise  to  cover  the  ordinary 
tax  on  what  you've  sold,  plus  the  AMT  on 
what  you  hold.  That  allows  you  to  profit 
if  the  stock  climbs,  while  protecting  you 
from  a  tax  disaster  if  it  tanks. 

Doherty  notes  a  cruel  irony:  Since 
employers  don't  report  the  exercise  of 
ISOs  to  the  IRS,  some  employees  avoided 
AMT  by  not  reporting  their  exercise  of 
options  to  the  IRS.  "It's  the  honest  peo- 
ple who  are  getting  hurt,"  she  laments. 
FAMILY  LIFE 

The  $600  child  credit  is  protected  from  the 
AMT,  but  the  $3,000  personal  exemption  is 
not.  So,  if  your  children  are  of  college  age, 
and  you're  persistently  paying  AMT,  it  may  make  sense  to  make 
them  financially  "independent"  so  they  can  claim  personal  ex- 
emptions and/or  college  credits  on  their  own  returns. 

This  takes  some  doing.  If  you  are  eligible  for  an  exemption 
on  a  child,  the  child  cannot  claim  an  exemption  on  his  own 
return  even  if  you  forgo  the  exemption  or  discover  that  it  is 
worthless  to  you.  So  make  the  children  ineligible.  You  do  that 
by  having  the  youngsters  provide  more  than  half  their  own 
support.  To  that  end,  you  give  the  kids  stock  before  they  go  off 
to  college.  They  sell  it  the  next  year,  at  a  gains  rate  as  low  as 
8%,  to  pay  at  least  half  their  bills.  Note:  This  maneuver  can 
also  work  for  parents  whose  exemptions  are  phased  out  in  the 
regular  tax. 

Beware:  If  your  family  qualifies  for  college  financial  aid,  this 
strategy  could  backfire.  And  make  sure  your  "independent"  child 
can  still  be  covered  by  your  health  insurance. 

Exemption  planning  is  also  a  consideration  in  divorce.  Nor- 
mally, the  custodial  parent  gets  to  claim  exemptions  for  the  kids, 

LEGAL    TRAP 

The  Lawyers  Did  Just  Fine 

After  taking  over  as  the  chief  operating  officer  of  the  Alaska  Housing  Finance  Corp.  in 
1989,  Larry  Pedersen  called  the  women  there  "a  bunch  of  trollops";  3  of  the  II  senior 
women  were  fired  including  loan  officer  Nona  Coady.  A  court  ordered  the  finance 
agency  to  pay  Coady  $516,000  in  damages,  including  interest,  for  wrongful  discharge. 
Coady s  attorney  got  $318,000  of  that  award  for  his  contingency  fee  and  expenses. 
But  the  IRS  deemed  the  whole  award— including  her  attorney's  cut— taxable  to  Coady, 
forcing  her  ^duct  her  attorney's  huge  share  as  a  miscellaneous  itemized  deduc- 
tion, disallowcr  in  AMT. 

After  fight^.g  a  "•s  unsuccessfully  in  court,  Coady  was  left  with  a  tax  bill  for 
$209,000— rr.  he  got  from  the  case.  Coady,  now  53,  still  owes  $95,000  of 

that  and  witl     i  bill  is  growing.  She  fears  the  IRS  will  attach  her  wages  or 

home.  She  I         i  vork  after  she  was  fired  and  is  now  a  traveling  loan  of- 

ficer. "I  won  the  bait!  |  the  war, '  sighs  the  twice-victimized  Coady. 

Appeals  its  have  sided  with  the  IRS  on  this  issue;  three  other 

circuits  have  s,  .  So  far  the  Supreme  Court  has  declined  to  step  in 

to  clean  up  the  ,  -Brigid  McMenamin 


The  AMT  is  moving  down  the  income  scale.  By  2005,  a  fourth  of  people  earning 
$75,000  to  $100,000  will  owe  it.  By  2010,  35  million  taxpayers  will  be  hit. 


40 


Number  of  AMT  taxpayers  (millions) 


35 


_30_ 


20 


d 


10 


1.4  mil 

0  — 


'00 


04 


but  the  IRS  allows  the  exemption  to  be  swapped  between  par 
as  part  of  a  divorce  deal. 

The  AMT  also  sets  a  trap  for  newly  separated  cou 
Couples  who  lived  apart  for  less  than  six  months  of  the 
year,  but  weren't  yet  divorced,  are  required  to  file  jointl 
use  the  "married  filing  separately"  status.  A  taxpayer  fi 
this  way  gets  an  AMT  exemption  of  only  $24,500  for  2 
Last  year  a  recently  separated  Maryland  woman,  with 
kids  and  an  income  of  $45,000,  found  she  owed  $1,85 
AMT  for  2000,  says  Rockville,  Md.  CPA  Dianne  Shang 
who  did  her  returns.  So  if  you're  planning  on  splitting  up 
it  before  July  1. 
TREATY?  WHAT  TREATY? 

Thomas  Kappus,  54,  moved  to  Toronto  in  1972  to  expan 
family's  U.S.  restaurant  supply  business.  In  1997  Kappus 
$114,235  (U.S.)  of  Canadian  tax  on  $244,000  in  tax 
income,  a  47%  tax  rate.  But  in  February  the  U.S.  Tax  C 
ruled  that  despite  a  U.S. -Canadian  tax  treaty  to  prevent  o 
ble  taxation,  Kappus  still  owed  $6,15 

U.S.  AMT  for  that  year.  His  bill  for ! 

sequent  years,  Kappus  says,  will  be  ( 
bigger.  When  it  toughened  the  AM' 
1986,  Congress  decided  that  the  fori 
tax  credit  should  eliminate  only  90*! 
AMT.  But  Revenue  Canada  holds  that 
contravenes  the  treaty  and  won't 
U.S.  citizens  living  in  Canada  a  cr 
against  their  Canadian  taxes  for  / 
paid  on  Canadian  income. 

"I'd  hate  to  renounce  my  U.S. 
zenship,  but  this  is  double  taxa 
defined,"  says  Kappus,  who  is  appe; 
"Nobody  living  in  Canada  would 
call  Canada  a  tax  shelter,"  he  adds. 

Our  advice:  If  you  are  now,  or  m 
soon  be,  exposed  to  the  AMT,  get  s< 
expert  help.  You  can  get  a  sense  of 
danger  you're  in  from  the  free  AMT 
culator  offered  by  Intuit  (there's  a  lir 
forbes.com/amt). 
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Business  Continuity 

1   Disaster  Recovery 

ming  for  the  unexpected.  In  today's  competitive  business  world,  what  was  once  a  wise  idea  is  now  an  essential  strategy 
naintaining  fiscal  success  and  ensuring  a  sound  reputation  among  clientele.  On  corporate  agendas,  there  are  several  head- 
;  under  which  the  topic  might  fall  —  contingency  planning,  emergency  management,  risk  assessment,  disaster  recovery, 
iness  continuity  planning.  Regardless  of  which  term  is  applied,  a  company  that  ignores  the  issue  does  so  at  its  own  peril. 


jsiness  continuity  planning,  or  BCR  is 
aps  the  most  appropriate  phrase  for 
deas,  strategies  and  procedures  that 
ide  a  company  assurance  that  its  core 
ations  will  remain  intact  and  function- 
the  face  of  an  unforeseen  disruption, 
ptures  the  full  spectrum  of  the  con- 
,  underscoring  the  fact  that  in  a  world 
re  business-as-usual  is  accomplished 


intricate  IT  applications,  it  need  not  be 
an  emergency  or  natural  disaster,  but 
only  a  cut  in  a  main  power  line  or  a  com- 
puter virus,  that  brings  a  company  to  an 
abrupt  and  expensive  halt. 

The  host  of  new  resources  and  innova- 
tive products  designed  to  assist  compa- 
nies in  their  BCP  efforts  is  a  sign  of  the 
times.  The  hectic  pace  of  just-in-time  ship- 


demand  for  24/7  system  availability,  cou- 
pled with  our  reliance  on  computers  for 
even  the  most  routine  business  practices, 
have  opened  the  door  to  a  whole  new 
world  of  vulnerabilities.  Assessing  risks 
and  establishing  effective  plans  to  counter 
them  —  and  demanding  that  suppliers  do 
likewise  —  is  no  longer  a  practice  exclu- 
sive  to   multibillion-dollar   corporations. 


ligh-speed  Internet  connections  and      ment   arrangements  and  the   growing      These  days,  implementing  s<  lution  pack- 
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ages  to  ensure  the  integrity  of  critical 
data  and  applications  can  be  as  impor- 
tant to  the  survival  of  a  small  distributor 
as  it  is  to  a  multinational  giant. 

The  process  of  building  an  effective 
business  continuity  plan  covers  many 
disciplines  and  involves  a  wide  range  of 
variables.  Emergency  response  proce- 
dures and  workplace  recovery  strate- 
gies must  be  in  place  for  scenarios 
involving  physical  disasters  (tornados, 
explosions,  floods,  etc.),  but  so  must 
plans  for  other  less-obvious  events.  A 
breach  in  security;  a  permanent  loss  of 
critical  client  data;  an  extended  break  in 
communications  with  key  personnel;  an 
infected  Web  site  —  all  of  these  scenar- 
ios affect  continuity  of  operations  and 
deserve  a  place  in  most  corporate 
plans.  Strategies  for  recovery  involve 
individuals  from  all  facets  of  the  busi- 
ness —  from  human  resource  person- 
nel to  IT  specialists  to  safety  managers. 
Coordinating  all  these  players  and 
"covering  all  the  bases"  in  terms  of 
corporate  vulnerabilities  can  be  a  chal- 
lenging endeavor. 

Fortunately,  there  exist  a  number  of 
resources  and  products  designed  to 
assist  those  charged  with  developing 
such  initiatives.  Below  are  just  some  of 
the  services  that  can  help  companies 
maintain  continuity  in  the  face  of  unex- 
pected disruptions. 


Planning  Software 

Planning  software  —  which  ranges 
from  business  impact  analysis  programs 
to  Web-based  contingency  planning 
packages  —  provides  planning  profes- 
sionals with  an  easy  way  to  house  and 
disseminate  pertinent  contingency  plan- 
ning and  disaster  recovery  information. 
Comprehensive  software  programs  pro- 


vide a  wealth  of  situational  information, 
prompting  users  to  think  about  scenarios 
they  might  otherwise  overlook.  For  first- 
time  planners,  software  can  provide  cru- 
cial guidance  in  working  through  the  plan- 
ning process.  Developing  strategies 
based  on  models  and  methodologies 
depicted  in  reputable  software  programs 
not  only  saves  time,  but  offers  numerous 
benefits  in  regard  to  organization. 

Web-based  planning  software  is  the 
"latest  and  greatest"  in  the  realm  of 
automated  planning  solutions.  It  offers 
users  all  the  guidance  of  traditional  soft- 
ware along  with  all  of  the  advantages  of 
Web  technology.  The  software  reduces 
desktop  support,  eliminates  end-user 
workstation  setups  and  offers  a  browser 
interface  with  which  the  majority  of 
users  are  comfortable.  With  Web-based 
tools,  planners  can  build,  maintain,  exe- 
cute and  print  over  the  Internet  or 
intranet  and,  through  a  BCP  home  page, 
make  continuity  initiatives  an  integral 
part  of  daily,  enterprise-wide  business. 

Data  Storage  and  Recovery  Solutions 

There's  no  doubt  about  it:  e-technolo- 
gies  have  changed  the  way  in  which  the 
world  conducts  business.  The  trappings 
of  daily  business  transactions  have  also 
changed  —  paper  files  and  warehouses 
have  given  way  to  interactive  Web  sites 
and  electronic  databases.  While  the 
transition  has  brought  new  freedoms  in 
accessing  and  disseminating  critical 
data,  it  also  has  opened  the  door  to  new 
vulnerabilities  in  data  integrity.  For  BCP 
planners,  the  change  has  meant  rethink- 
ing and  readjusting  the  techniques  used 
to  back  up  and  secure  mission-critical 
data  for  recovery  in  case  of  a  disaster. 

Companies  have  a  number  of  options 
available  to  them  in  bringing  their  back- 
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up  capabilities  to  the  next  evel.  Solq 
packages  now  exist  that  allow  adrr 
trators  to: 

•  Manage  an  entire  network/se 
setup  from  a  central  location 

•  Run  concurrent  backups  from  diffe 
machines 

•  Perform  automatic  task  schedulin 

•  Incorporate  "one-button  disaster 
recovery" 

•  Automatically  move  data|  to  a  diffe 
backup  device  if  the  primary  ba 
device  is  unavailable  or  fjull 

•Track  and  manage  the  location  ot 

backed-up  data  automatically,  so 

the  administrator  knows  exactly  v) 

is  on  each  piece  of  media. 

Other  products  on  the  ifiarket  en 

Internet  backup,  allowing  remote  i 

access  to  an  infrastructure  that 

matically  captures  data  residing  on 

desktop  or  laptop  computers  (viai 

Internet  or  any  IP  connection)  and  t 

fers  it  to  mirrored,  secure  data  cerj 

operated  by  the  vendor.  Corporate 

is  stored  automatically  and  securely 

can  be  retrieved  easily  whenever  I 

log  in,  whether  they  are  in  a  sat 

office  or  on  the  road. 

Full-service  platform  jtechnolc 
offer  integrated  management  solu 
that  provide  the  tools  to  build,  de 
integrate,  protect,  manage  and  visi 
the  extended  e-business  environm^l 
the  context  of  a  global  h^terogen 
enterprise.  Such  tools  help  corpora 
manage  the  health  and  availabilii 
operating  systems  and  infrastru1 
elements  (e.g.,  network  devices, 
ness  applications  and  databases). 


Network/Data  Security 

As  companies  take  advantage  ol 
enormous    exposure    granted    1 
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igh  Web-based  marketing,  they 
face  growing  concerns  regarding 
security.  Security  breaches  are  cat- 
;  for  disasters  —  proprietary  infor- 
>n  can  be  compromised,  fines  can 
iposed,  and  clients  can  be  lost  (due 
vulged  credit  card  information), 
"avoidable"  disruptions  in  busi- 
carry  a  stigma  of  irresponsibility, 
Dying  customer  trust.  Similarly,  dis- 
>ns  in  service  due  to  computer 
;s  bring  little  sympathy  from  cus- 
rs  or  from  partners,  whose  net- 
s  might,  in  turn,  be  infected. 
ssting  in  top-of-the-lme  data  security 
ons  —  i.e.,  virus  scanners,  firewall 
idogies  and  intrusion  detection 
ations  —  gives  businesses  and 
customers  a  solid  guarantee  that 
nation  will  remain  intact  and  secure. 

nate  Site  Facilities 

late  site  facilities  house  the  required 
iment  resources  for  uninterrupted 
itions  when  a  company's  primary 
site  is  inaccessible  or  nonopera- 
I.  Such  sites  also  offer  a  convenient 
to  test  contingency  plans  without 
Oting  business  functions 
3  term  "hot  site"  refers  to  arrange- 
s  whereby  businesses  pay  month- 
ibscnber  fees  for  the  availability, 
J,  equipment  and  services  of  fully 
itional  facilities  maintained  by  inde- 
ent    providers.    Some    providers 

computer-ready  space  held  in 
ve  for  the  user's  own  systems 
d  sites")  and/or  office  space  partial- 
uipped  with  hardware,  communica- 

interfaces,  power  sources  and 
onmental  conditioning  ("warm 
").  Mobile  recovery  centers  provide 
lesses  with  yet  another  option, 
ling  them  to  set  up  shop  in  custom- 


designed,  transportable  structures, 
which  are  typically  outfitted  with  comput- 
er and  telecommunications  equipment. 

Subscribing  to  a  well-equipped,  well- 
respected  alternate  site  service  gives 
companies  a  safe  venue  in  which  to 
duplicate  their  business  operations 
quickly  and  efficiently  in  the  event  of  a 
major  disruption. 

Consulting  Services 

Consultants  can  guide  overall  planning 
and  recovery  processes  or  provide 
expertise  specific  to  a  particular  phase  of 
the  planning  process  —  e.g.,  business 
impact  analyses  or  IT  recovery  assess- 
ments. If  used  properly,  experienced  con- 
sultants can  take  the  place  of  a  full-time 
contingency  planner  for  small  companies 
and  can  help  establish  or  fortify  planning 
teams  in  larger  organizations. 

Many  vendors  that  offer  products  and 
services  designed  to  meet  BCP  initia- 
tives also  offer  consulting  services. 
Consultants  bring  knowledge,  experi- 
ence and  objectivity  to  the  plan  devel- 
opment process.  Risk  assessment  is 
one  area  where  consultation  can  reap 
immeasurable«benefits,  creating  a  solid 
foundation  on  which  a  company  can 
base  its  strategies  and  policies. 

Telecommunications 

With  B2B  Internet  commerce  now  mak- 
ing up  a  large  portion  of  domestic  pur- 
chasing, the  infrastructure  and  services 
of  telecommunications  companies  have 
become  mission-critical  business  tools. 
For  companies  to  fully  cover  the  broad 
scope  of  business  continuity,  they  must 
demand  that  their  telecommunications 
carriers  have  in  place  sound,  smart  safe- 
guards to  ensure  seamless  availability 
of  services. 


Reliable,  experienced  carriers  under- 
stand customer  concerns  regarding  net- 
work integrity  and  make  sure  that  ade- 
quate capacity  and  route  diversity  are 
built  into  the  services  they  offer. 
Networks  are  designed  around  equip- 
ment and  power  redundancy  to  provide 
customers  the  added  assurance  that 
communication  systems  will  be  continu- 
ous, even  in  the  event  of  a  major  power 
outage  or  equipment  failure. 

As  e-business  expands  in  new  and 
exciting  directions,  companies  must 
take  steps  to  ensure  that  their  contin- 
gency plans  are  expanding  as  well.  In  a 
world  where  business  transactions 
begin  and  end  with  a  few  keystrokes, 
disruptions  in  service  translate  to 
incredible  losses.  Given  the  innovative 
hardware  and  software  solutions  now 
on  the  market  and  the  many  experi- 
enced, reputable  vendors  that  stand 
behind  them,  extended  downtime  due 
to  natural  disasters,  terrorists  acts, 
power  outages,  computer  hackers  — 
extended  downtime  due  to  anything  — 
is  a  consequence  most  businesses  can- 
not afford  to  suffer.  ■ 
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Hitachi  Data  Systems 


Dave  Roberson,  COO,  Hitachi  Data  Systems 

In  this  new  age  of  eBusiness,  availability 
and  performance  go  hand  in  hand. 
Businesses  have  to  address  not  only 
major  disruptions  in  service,  such  as  dis- 
asters or  application  crashes,  but  also  per- 
formance slowdowns.  If  a  Web  site  or  an 
application  is  slow  in  delivering  requested 
information,  it  might  as  well  be  off-line. 
Successful  companies  understand  this 
and  rely  on  superior  hardware  and  soft- 
ware products  designed  to  safeguard  the 
integrity  and  availability  of  critical  data. 

Hitachi  Data  Systems  (Santa  Clara, 
Calif.),  a  leading  supplier  of  storage 
hardware  and  software,  prides  itself  on 
taking  service  disruption  issues  off  the 
minds  of  company  executives.  The 
Hitachi  Freedom  Storage™  systems, 
software  and  services,  including  Hitachi 
TrueCopy  and  HiCommand™  storage 
management  software,  gve  business- 
es the  resources  to  take  continuous 
availability  to  a  higher  level. 


"We  address  the  issue  of  business  con- 
tinuity starting  with  our  hardware,"  states 
Dave  Roberson,  chief  operating  officer  at 
Hitachi.  "Fault  tolerance  is  built  right  into 
our  systems  —  so  much  so  that  our  com- 
pany can  offer  a  100%  data  availability 
guarantee,  something  that  sets  us  apart 
from  other  companies  in  the  industry." 

Hitachi  offers  two  classes  of  Freedom 
Storage  products  —  the  Lightning 
9900™  Series  and  the  Thunder  9200™. 
Both  offer  24/7  availability  of  data,  flexi- 
ble connectivity,  and  dependable  back- 
up and  recovery  capabilities  with 
advanced  function  software.  This  soft- 
ware, which  includes  the  Hitachi 
Shadowl mage,  TrueCopy  and  NanoCopy, 
provides  local  or  remote  data  replication 
that  gives  businesses  an  additional  layer 
of  data  protection. 

"For  most  of  our  customers,  the  days  of 
backup-and-restore  are  gone,"  explains 
Roberson.  "The  time  that  it  takes  to  back 
up  and  then,  if  necessary,  restore  data  from 
tape  or  other  media  goes  far  beyond  what 
many  companies  have  to  spare.  Our  soft- 
ware technology  automates  this  backup 
process,  plus  it  allows  replication  of  data 
without  disruption  of  business  operations." 

Roberson  notes  that  Hitachi  is  current- 
ly working  on  ways  to  further  improve  its 
copy  software  by  focusing  on  the  dis- 
tance capabilities  of  those  products. 
Having  achieved  a  Califomia-to-New  York 
transfer  —  whereby  data  is  replicated  to 
off-site  facilities  on  opposite  coasts  —  the 


company  has  now  turned  its  attenti 
enabling  replication  of  data  worldwk 

"We  are  putting  our  efforts  towararB 
viding  customers  with  off-the-shelf  d 
nology  that  allows  them  to  effic 
copy  data  to  virtually  anywhere  if 
world,"  remarks  Roberson,  "Distar 
an  important  factor  in  recovery.  Whe 
are   replicating   your  data   to  a  f. 
across   town,   which   many  comp 
choose  to  do,  that  is  fine  given  thej 
problem  is  very  localized.  But  when 
aster  is  citywide  or  beyond,  those 
nesses  face  a  very  difficult  recovery 
"Very  soon,  we  hope  to  offer  ou  !l 
tomers  one  software  management ) 
tion  that  will  orchestrate  all  of  their  st 
and  backup  systems,"  Roberson  stat>- 
lot  of  solutions  today  require  busim  se 
to  purchase  a  full  range  of  integrated 
ucts.  We  would  like  to  give  our  custc 
the  ability  to  leverage  their  existing 
age  equipment  and  upgrade  various 
ponents  without  having  to  throw  ou' 
existing  infrastructure." 

Hitachi  Data  Systems  prides  its 
providing  fail-safe  hardware  platfon 
line  of  innovative  storage  managei 
data  protection  and  copy  software 
tions,  with  a  focused  commitment  ti 
tomer  satisfaction.  As  businesses 
ever  more  aware  of  the  disastrous  c 
quences  that  can  result  from  unava 
ty  of  critical  data  in  the  fast-paced 
of  eBusiness,  Hitachi  Data  Systei 
one  company  that  meets  the  challei 
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Strohl  Systems,  the  global  leader  in  con- 
tinuity planning  software  and  services, 
meets  your  unique  planning  needs  by 
offering  an  entire  family  of  continuity 
planning  software  and  services... the  only 
suite  or  products  and  services  that  is 
completely  integrated.  Our  software,  con- 
sulting, and  training  offerings  work 
together  to  help  you  get  your  business 
continuity  planning  house  in  order. 

Uncover  vulnerabilities  and  set  your 
planning  strategy  with  BIA  Professional— 
now  available  in  a  Web  version.  Build  and 
maintain  your  plans  with  LDRPS  continue 


ity  planning  software,  a  scalable  solution 
that  tuns  from  single-user  system  to  a  Web- 
based  version  that  will  support  thousands  of 
users.  We'll  even  host  LDRPS  for  you  with 
our  new  LDRPS  Web  Hosting  service. 
Respond  to  crises  with  Incident  Manager, 
command  center  automation  software.  And 
use  our  soon-to-be-released  Emergency 
Notification  System  to  get  the  word  out  to 
your  recovery  teams  and  employees.  : 
You  can  go  it  alone  or  team  up  with 

,  Strohl's  experienced  certified  consultants. 

1   whp  can  provide  help  at  any  point  in  the 
planning   process.    We'll    even    save   you 


thousands  of  dollars  by  helping  negotiate 
your  hot-site  contract.  And  let's  not  forget 
StrohPs  legendary  training  and  customer 
support  services-Training  is  available  on 
site  or  online,  and  toll-free  customer  sup- 
port lines  are  staffed  around  the  clock. 

Visit  www.strohlsystems.com  for  more 
information  or  call  800  634-2016.  Our 
door  is  always  open. 
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AT&T 


In  today's  world,  business  continuity  has 
taken  on  a  whole  new  dimension  — 
brought  about  by  the  realization  that  busi- 
ness resumption  and  contingency  plan- 
ning are  not  simply  IT  problems,  they  are 
business  problems  and  should  be  part  of 
return-on-investment  analysis.  Investments 
in  business  continuity  are  strategic  and 
need  to  be  based  on  simple  criteria:  What 
is  the  impact  of  not  having  contingencies 
in  place,  of  not  protecting  data  and  other 
assets,  of  not  ensuring  revenue  flow  con- 
tinues no  matter  the  circumstance? 

The  ability  to  guard  the  infrastructure 
from  a  service  disruption  is  particularly 
important  for  companies  that  engage  in  e- 
business,  where  as  little  as  a  four-hour 
site  outage  could  cause  irreparable  dam- 
age to  a  company.  And  while  downtime 
alone  is  expensive  in  terms  of  lost  rev- 
enues, there  are  other  costs  to  consider, 
including  billing  losses  and  potential  dam- 
age to  a  company's  reputation. 

Real-time  inventory  and  supply  chain 
management  is  essential  to  a  company 
that  has  to  interact  with  customers,  sup- 
pliers and  vendors  on  a  round-the-clock, 
round-the-world  basis. 

Recognizing  this  importance,  organiza- 
tions are  incorporating  holistic  business 
continuity  planning  into  their  applications 
and  technology  architecture  designs.  To, 
help  assess  their  business  risks,  they're 
asking  themselves:  How  important  is  real- 
time inventory  and  supply  chain  manage- 
ment so  that  we  can  keep  interacting  with 
customers,  suppliers  and  vendors  on  a 
round-the-clock  round-thi  world  basis? 
How  long  will  mai  \ualp 
five?  How  long  c  todi 


a  product  in  the  event  of  a  catastrophe? 

Having  experienced  it  all  in  protecting 
and  running  the  world's  largest  voice  net- 
work, AT&T  brings  that  same  discipline, 
process  and  thinking  to  help  plan,  design 
and  implement  business  continuity  solu- 
tions for  customers. 

"A  solid  business  continuity  plan 
addresses  the  IT  infrastructure  and  takes 
into  account  physical  assets  and  HR  con- 
tingency planning,"  says  Jo-Ann  Mendles, 
vice  president  of  AT&T  Business.  "AT&T 
meets  customer  needs  by  integrating 
optical  networks  with  data  storage  and 
hosting,  and  by  providing  professional 
and  managed  services,  resulting  in  reli- 
able solutions  that  ensure  the  continuity 
of  critical  business  needs." 

AT&T's  portfolio  of  business  continuity 
solutions  focuses  on  availability,  security 
and  recoverability.  This  means  a  business 
receives  the  best  performance  from  its 
mission-critical  applications,  business 
information  and  processes.  From  the 
smallest  voice  network  to  the  most  com- 
plex data  application,  from  hosting  to 
transport,  from  consulting  services  to 
complete  outsourcing,  AT&T  has  the  skill 
and  scalability  to  accommodate  expand- 
ing global  needs. 

"Traditional  disaster  recovery  plans 
usually  focus  on  reviving  revenue  as  effi- 
ciently as  possible  in  case  of  unexpected 
service  outages,"  Mendles  continues.  "A 
business  continuity  plan  focuses  on 
investment  protection  of  business  assets 
by  incorporating  the  full  scope  of  redun- 
dancy and  reliability  functions.  A  good 
plan  addresses  secure  and  flexible 
3SS,   data   protection   requirements, 


and  user  performance  metrics.  W 
disaster  recovery  plan  may  be  parti 
overall  business  continuity  plan,  it  c 
longer  stand  on  its  own." 

When  Maritz  Inc.,  a  global  leader 
formance  improvement  services, 
and  market  research,  realized  the"* 
work  lacked  redundancy  and  wa 
outage  away  from  a  potential  dis 
they  took  a  proactive  approach  to  e 
the  continuity  of  their  business, 
addressed  Maritz's  need  for  redun 
with  a  truly  innovative  solution:  a  de 
ed,  wireless  radio  link  operating 
gigahertz,  connected  to  AT&T's  IP 
bone.  "Our  wireless  Internet  conn 
is  a  key  differentiator  that  we  car 
market  to  our  customers,"   says 
Imhoff,  vice  president,  global  techr 
services.  The  wireless  component  er 
full  redundancy  for  Maritz's  globe 
work  infrastructure,  with  no  single 
of  failure.  The  solution  not  only  thwe 
potential  outage,  but  also  allows  for 
data   transmissions,   greater   banc 
and   smoother   performance   of 
Maritz's  web-based  applications. 

"Perhaps  our  greatest  successes 
the  disruptions  that  do  not  tran 
Mendles  explains.  "In  general,  di 
recovery  vendors  focus  only  on  pf 
facilities  and  hardware.  AT&T 
beyond  this  by  providing  a  full-scale 
ness  continuity  plan  ensuring  the  ( 
uance  of  all  aspects  of  business 
uptimes  and  downtimes." 


AT&T 


If  you're  considering  business  continuity, 
talk  to  the  company  that  invented  it. 


In  1994,  EMC  Corporation  understood  that  protecting  your  information  was 
nothing  less  than  a  make-or-break  proposition. 

US  Patent  5,544,347  brought  our  vision  to  the  world  in  the 

form  of  the  world's  first  business  continuity  software,  SRDF'". 

Today,  SRDF  is  part  of  our  comprehensive  offering  of  patented  technologies, 

focused  partnerships,  and  extensive  expertise  that  helps  keep  your  information  available  in 

the  event  of  a  disaster— and  makes  your  business  more 

productive  every  day  of  the  year. 

So  let's  get  started.  In  only  30  business  days,  our  Business  Continuity  Rapid  Results  Program 

can  deliver  industry-leading  information  protection  with  new  capabilities  to 

help  your  business  work  more  productively— and  reduce  IT  costs. 

To  find  out  how,  go  to  www.EMC.com/RapidResults 


EMC2 

where  information  lives 


EMC  and  EMC  ate  agister 


t  trademarks  of  EMt  Corporation  I  opvi^hi  ■■_.  2 
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Sonv  Electronics 


You  might  say  that  Sony  Electronics  got 
the  idea  for  its  unique  data  backup  and 
business  continuity  solutions  straight 
from  MARS  —  that  is,  a  design  formula 
focused  on  making  products  Manageable, 
Affordable,  Reliable  and  Scalable.  The 
company's  StorStation  brand  of  products 
encompasses  a  range  of  storage  solu- 
tions based  on  this  simple,  four-part 
premise  and  is  targeted  specifically  to  fill 
a  growing  demand  not  addressed  by  cur- 
rent market  products. 

"There  is  a  range  of  solutions  that 
people  use  to  tackle  the  data  protection 
and  storage  facet  of  business  continu- 
ity planning,"  explains  Steve  Baker,  vice 
president  of  marketing  for  the  storage 
solutions  division  of  Sony  Electronics' 
Core  Technology  Solutions  Company 
based  in  San  Jose,  Calif.  "There  are  the 
high-end  solutions,  managed  at  the 
enterprise  level,  which  involve  ensuring 
the  protection  and  expedient  recovery 
of  corporate  data.  Then  there  is  the  low 
end  of  the  spectrum,  where  embedded 
or  direct-attached  storage  devices  back 
up  critical  data  should  a  server  go 
i  Sony,  we  believe  that  there  is 
an  undersenved  group  of  customers 
up  the  gap  between  these 
two  s  —  namely,  those  requir- 

ing '  al  or  site-specific  back- 

up  soh  •>(   localized   business- 

critical  di 

Corpora.  en  lly  solved 


this  department-level  data  protection 
problem  by  force-fitting  a  scaled-down 
version  of  an  expensive,  high-end  solu- 
tion, and  so  still  require  the  involvement 
of  IT  personnel,  not  only  to  install  the 
solution,  but  also  to  provide  ongoing 
maintenance  and  troubleshooting. 

"What  differentiates  the  StorStation 
solution  from  other  products  is  its  abil- 
ity to  bring  high-end  capabilities  from 
the  data  center  level  to  the  departmen- 
tal environment,"  says  Alan  Sund, 
director  of  marketing  for  Sony's  stor- 
age solutions  division.  "The  user- 
friendly  interface  allows  customers  to 
enjoy  these  benefits  without  relying  on 
a  team  of  IT  specialists." 

Barry  Monies,  chief  executive  officer  of 
Computronix  Security  Systems,  Inc., 
headquartered  in  Stamford,  Conn., 
believes  in  Sony's  vision.  "By  integrating 
the  Sony  StorStation  solution  into  our 
unique  managed  security  services, 
Computronix  is  able  to  provide  cost-effec- 
tive, enterprise-level  business  continuity 
solutions  to  small  to  medium-sized  organ- 
izations," states  Monies. 

Flexibility  is  another  feature  that 
makes  StorStation  an  attractive  solu- 
tion. The  package  provides  remote, 
plug-and-play  management  across  a 
network,  supporting  almost  any  OS 
environment.  The  product's  certified 
compatibility  with  various  software  part- 
ners in  the  industry  makes  it  a  complete 


turnkey  solution  for  busy  corp 
departments,  smaller  companies 
multisite  businesses. 

"By  using  the  Sony  NAS  file  s 
and  AIT  library  combination  plus  th 
tified   software,   you   can   succes 
back  up  and  share  data  across  thf 
erogeneous  network  on  which  yo 
working,"  explains  Doug  Stringer, 
ness  development  manager  for  S| 
storage  solutions  division.  "You  arc! 
to  operate  from  the  NAS  to  any  J 
other  servers  or  clients,  regardlel 
what  OS  they  are  running.  The  soj 
allows   disk-to-disk    redundancy, 
archiving  and  off-site  capabilities, 
backup  solution  that  one  individual 
manage,  making  it  especially  suit«| 
the  department  level." 

Automation  ensures  that  little  in I 
tion  is  necessary  in  irmplementinil 
maintaining  the  StorStation  sol 
and  the  package  also  offers  a  sc 
design,  making  it  a  perfect  fit  for  si 
constrained  corporations  with  in<| 
ing  data  capacity  requirements. 

StorStation  is  one  Sony-brandecJ 
tion  that  brings  with  it  the  work] 
support  and  expertise  of  a  50-yecl 
eran  in  the  electronics  industry  wr 
proven  capability  to  not  only  provic 
hardware,  mechanics  and  softwar| 
also  the  ongoing  service  to  back 

Sto  rSTAT  I  cl 


ty  &  ko  &  o  0  (D  > 


The  new  enterprise  must  be  nimble  enough  to  make  decisions  instantly,  agile  enough  to  change 
direction  swiftly.  So  you  have  to  manage  your  information  with  the  same  flexibility.  You  can  with 
Hitachi  Freedom  Storage''  Software.  Our  infrastructure' enables  maximum  freedom.  Freedom :to. manage.. 
your  information  any  way  you  choose.  Want  to  liberate  your  company  from  the  bonds,  of  the  past? 
Go  to  www.hds.com/12. 
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Strohl  Systems 


According  to  Gartner,  "Two  out  of  five 
enterprises  that  experience  a  disaster 
will  go  out  of  business  in  five  years. 
Enterprises  can  improve  those  odds  — 
but  only  if  they  take  the  necessary 
measures  before  and  after  the  disaster." 
"Necessary  measures"  include  the  devel- 
opment of  a  sound  business  continuity 
plan  (BCP)  program.  Starting  an  enter- 
prise-wide BCP  program  can  be  intimidat- 
ing to  the  uninitiated,  but  it  doesn't  have 
to  be  a  complicated  process.  By  relying 
on  a  planning  partner  with  the  right  tools 
and  expertise,  a  company  can  build  a  plan 
that  will  ensure  its  continued  survival. 

Strohl  Systems  Inc.  (King  of  Prussia,  PA) 
has  been  helping  planners  to  create  solid 
business  continuity  strategies  for  more 
than  12  years. The  company's  LDRPS  plan- 
ning software  package  has  provided  a 
much-needed  leg  up  for  thousands  of  busi- 
nesses, walking  them  step-by-step 
through  the  planning  process.  Planners 
also  have  relied  on  Strohl's  BIA 
Professional,  a  business  impact  analysis 
tool,  and  Incident  Manager,  a  package 
designed  to  organize  plan  testing  and  actu- 
al disaster  recovery  efforts.  Strohl  also 
offers  comprehensive  consulting  services. 

Today,  Strohl  continues  to  lead  the  way 
in  providing  planners  with  innovative  soft- 
ware products  designed  to  simplify  and 
amplify  planning  initiatives  throughout 
businesses  and  organizations.  The  com- 
pany now  offers  LDRPS  and  BIA 
Professional  in  Web  Server  versions, 
allowing  administrators  and  users  to 
access  and  i  pdate  plans  from  anywhere 


in  the  world  via  the  Internet.  A  Web-based 
version  of  Incident  Manager  is  due  to  be 
released  this  summer,  as  is  Strohl's  new 
Emergency  Notification  System,  which 
works  seamlessly  with  Incident  Manager 
and  LDRPS  and  will  enable  users  to  quick- 
ly and  effectively  contact  their  critical  per- 
sonnel in  a  time  of  crisis.  In  addition,  the 
newly  introduced  Web  Hosting  version  of 
the  LDRPS  Web  Server  product  offers 
customers  freedom  from  backup,  installa- 
tion and  maintenance  issues,  putting 
those  responsibilities  directly  in  Strohl's 
hands.  Such  a  constantly  evolving  product 
line  enables  Strohl  customers  to  keep 
themselves  —  and  their  plans  —  in  step 
with  an  ever-changing  business  world. 

"We  implemented  a  DOS  version  of 
Strohl's  LDRPS  almost  10  years  ago," 
remarks  Mike  Mayhall,  director  of 
Continuity  Planning  and  Business 
Resumption  for  Nestle  USA  (Northridge, 
CA).  "Today,  we  are  using  the  Web 
Hosted  version  of  the  product,  which  we 
prototyped  with  Strohl.  The  planning  soft- 
ware is  the  Nestle  standard  and  is  the 
preferred  solution  for  our  worldwide  affili- 
ates. We  count  on  Strohl  now,  as  we  did 
10  years  ago,  for  excellent  service  and 
support.  They've  never  let  us  down." 

According  to  Mayhall,  the  software's 
robust  set  of  features  enables  corpora- 
tions like  Nestle  to  bring  centralized  plan- 
ning initiatives  to  multiple  sites  without 
losing  consistency  in  the  process. 

Dave  Prosser,  contingency  planner  at 
Franklin  Templeton  Investments  (San 
Mateo,  CA),  who  has  worked  with  the 


LDRPS  product  for  almost  six  J 
also  finds  the  software  hard  to  bJ 
terms  of  bringing  standardization  t| 
planning  process. 

"The  software   has  allowed   Frl 
Templeton  to  centralize  all  of  its 
ness  continuity  and  emergency  ma| 
ment  strategies  onto  one  database 
then  implement  it  worldwide,"  Prl 
explains.  "So  whether  you're  sittil 
Paris,  France  or  Rancho  Cordova,  Cain 
you're  looking  at  the  same  databasq 
different  sections.  The  plans  are 
accessed  through  our  company  intl 
making  updates  and  revisions  simpij 
accurate." 

But,  according  to  Prosser,  Stfl 
sound  reputation  as  a  leader  in  thel 
ness  continuity  industry  is  due  oi 
part  to  the  company's  superior  plal 
tools.  Expertise  and  support,  he  rl 
play  an  equal  part  in  making  the  con| 
an  industry  favorite. 

"Hands  down,  the  Strohl  confereil 
the  best  conference  in  the  business 
nuity  industry,"  Prosser  states.  "Th(| 
very  in  tune  with  what  users  wanj 
they  focus  their  presentations  on  h 
apply  various  techniques  and  conceij 

For   Nestle,    Franklin  Templetor] 
thousands  more,  Strohl  Systems 
the  tools  and  the  know-how  to  make  I 
ness  continuity  a  seamless  and  pa] 
part  of  doing  business. 
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FlexServer 

OUTPUT  MANAGEMENT  +  DISASTER  RECOVERY 


Did  anyone  remember  to  DdCiC  tip 

the  print  center? 


rhe  mainframe's  backed  up.  The  phone  system's  backed  up.  Facilities  are  backed 
fou're  ready  for  anything... except  a  major  hiccup  in  your  print/mail  center. 
iVhen  all  else  fails  —  and  sooner  or  later,  it  will  —  here's  how  to  make 
your  invoices  and  other  critical  transaction  documents  still  go  out  on 
:  FlexServer.  Because  it  transfers  all  your  print  streams  across  a  standard 
IP  network,  you  can  easily  route  jobs,  or  your  whole  workload,  to  alternate 
I  So  come  what  may,  you're  still  in  business. 

)isaster  recovery  is  just  one  of  the  high-speed  printing  problems  OPserver's 
Server  output  management  system  can  solve.  To  find  out  more,  visit  us  on 
Veb  at  www.flexserver.com  or  call  800-734-6135. 


St.  Boston.  MA  02109   Phonr:  SOC 


-382-8586   Fax:  (317-476-6036 


www.flexserver.com 


©  2002  OPserver,  Inc. 


Advertisement   1  2 


OPserver,  Inc. 


For  companies  with  large  numbers  of 
retail  customers  that  rely  on  the  timely 
delivery  of  critical  documents,  even  a 
brief  disruption  along  the  production 
line  can  be  a  crisis.  Delays  in  process- 
ing time-sensitive  documents  can 
effectively  end  business  relationships 
and  send  a  Shockwave  of  negative  pub- 
licity across  a  wide  range  of  prospec- 
tive customers.  For  this  reason,  it  is 
especially  vital  for  companies  to  estab- 
lish comprehensive,  workable  disaster 
recovery  plans  for  their  print  shops  that 
enable  them  to  fulfill  contractual  obliga- 
tions even  when  their  print/mail  facility 
is  no  longer  operational. 

Fidelity  Wide  Processing  (FWP) 
processes  critical  customer  correspon- 
dence such  as  statements,  trade  confir- 
mations, checks  and  literature  fulfillment 
for  mutual  fund  giant  Fidelity  Investments. 
With  a  volurr  -  totaled  1.35  billion 

print  images  and  240  million  envelopes  in 
2001,  FV'  P  deeded  a  recovery  plan  that 
would  ensuiv  satisfaction  and 

eliminate  egal   ramifica- 

tions in  the  event  er. 


Establishing  such  recovery  plans  takes 
time  and,  more  importantly,  expertise. 
Today's  print  facilities  are  fast-paced,  high- 
volume  environments;  duplicating  the 
mission-critical  systems  and  processes 
that  will  allow  continued  production  in  the 
event  of  a  disaster  is  no  small  task. 

Enter,  OPserver,  Inc. 

OPserver,  Inc.  (Boston,  Mass.)  is  in  the 
business  of  addressing  this  unique  chal- 
lenge, providing  print  operations  with 
proven  solutions  that  ensure,  while  a  dis- 
aster might  bring  down  their  plant,  it  will 
not  bring  down  their  operations.  The  com- 
pany's product,  FlexServer  Enterprise,  is 
the  foundation  of  its  recovery  strategies.  It 
was  originally  developed  for  FWP  to  meet 
its  high-volume  processing  needs  in  serv- 
ing over  12  million  customers.  Since  then, 
OPserver's  comprehensive  output  man- 
agement solution  has  been  selected  by 
some  of  the  most  demanding  print  opera- 
tions in  the  country. 

"Fidelity's  exacting  standards  for  cus- 
tomer service  and  quality  leave  no  mar- 
gin for  error,"  states  Robert  Donelan, 
president  of  FWP  "FlexServer  provides 
us  with  off-site  replication  of  our  high- 
volume  print  operations.  We  have  great 
peace  of  mind  knowing  that,  in  the 
event  of  a  disaster,  we  can  preserve  the 
24/7  production  schedules  on  which  our 
clients  rely." 

The  FlexServer  platform  offers  FWP 
an  easy-to-use,  customizable  system 
that  focuses  on  the  special  needs  of 
those  in  the  printing  business.  With  it, 
the  company  can: 


•  Redirect  their  print  files  from  e 
the  mainframe  or  the  internal  I 
queues  to  the  recovery  facility 

•  Continually  test   the   connectio 
the   recovery  site  and  automa 
update  the  site  with  changes  in 
resources  and/or  software  progn 

•  Contract  for  monthly  overflow  pri| 
services  using  the  same  infrastru 

•  Eliminate  the  need  for  special 
preparation  procedures  followin 
aster  declaration 

•  Track  jobs  at  the  disaster  recover 

FlexServer    also    enables    ove 
printing  and  workload  balancing  th 
its  ability  to  connect  to  multiple  in 
and     external     print    facilities 
FlexServer,  customers  can  receive1 
from  almost  any  source  and  print  t; 
tually  any  output  device;  it  can  also 
jobs  as  needed  through  report  enfo 
ment  and  pre-sort  processes  pri 
printing.  An  open  architecture  ui 
mainframe,    UNIX  and  Windows 
forms,   and  brings  together  hete 
neous  document  formats  and  arcl 
tures,  including  AFR  Xerox  Meta< 
PCL,  PDF  and  PostScript. 

"With  FlexServer,  FWP  is  able  tc 
beyond  the  idea  of  a  disaster  site  a? 
ply  a  makeshift  production  line  ir 
event  of  an  emergency,"  remarks  Do? 
"We  think  of  it  instead  as  a  seat 
extension  of  our  operations." 


Additional  information  regarding 
OPserver,  Inc.  is  available  at 
www.flexserver.com. 
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:an't  have  too  much  of  a  good  thing.  Unless  you're  talking 
transactions  —  and  your  network  can't  handle  the  load. 
"  Nabiscoworld.com  launched,  the  site  managers  faced 
tly  this  issue:  too  many  visitors  were  arriving  at  the  site. 
:h  meant  too  many  people  were  turned  away.  Unhappy, 
solved  the  problem.  We  re-architected  the  site  to  handle 
le  the  current  monthly  visits.  And  we  added  performance 
ing  and  data-capture  tools  to  squeeze  out  more  usable 


information.  Result:  Nabiscoworld.com  receives  90%  more  visits. 
With  no  change  in  response  time.  And  at  greatly  reduced  cost. 
It's  proof  that  the  right  investment  in  your  communications  not 
only  solves  problems.  It  brings  an  immediate  return.  A  return 
AT&T  helps  you  realize. 
Got  a  traffic  problem?  AT&T  can  help  you  solve  it. 

Results:  Measurable.  Possibilities:  Boundless. 


AT&T  toll  free  at  I   866  346-9335  or  visit  us  at  www.attbusinesi.com/return 


AT&T 
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EMC  Corporation 
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A  comprehensive  disaster  recovery  strat- 
egy goes  beyond  preserving  critical  data. 
Today,  a  successful  recovery  is  measured 
by  a  company's  ability  to  utilize  its  infor- 
mation to  proceed  with  mission-critical 
objectives  shortly  after  a  business  disrup- 
tion —  that  is,  to  be  truly  up  and  running  in 
less  than  24  hours.  Likewise,  the  bound- 
aries of  what  constitutes  "mission  critical" 
are  constantly  expanding,  from  vital  data 
to  applications,  like  e-mail,  that  have 
become  essential  to  conducting  day-to- 
day business.  As  planners  struggle  to  jus- 
tify investments  in  high-performance 
recovery  solutions,  they  increasingly  seek 
out  vendors  whose  products  address  not 
only  data  recovery,  but  also  the  entire 
scope  of  information  management. 

EMC  Corporation  is  the  world  leader  in 
information  storage  systems,  software, 
networks  and  services  that  provide  com- 
panies and  government  agencies  with 
smart,  efficient  ways  to  meet  their  busi- 
ness as  well  as  their  contingency  planning 
objectives.  EMC  delivers  a  comprehen- 
sive suite  of  software  products  dedicated 
to  keeping  bur-messes'  information  contin- 
uously availa.        EMC's  entry   into  the 


business  continuity  market  began  in  1994 
with  a  software  product  called  SRDF™ 
(Symmetrix  Remote  Data  Facility)  —  a 
creation  born  out  of  the  initial  World  Trade 
Center  bombing  in  1993  and  utilized  by 
many  businesses  involved  in  the 
September  11th  tragedy.  EMC  software 
like  SRDF  and  MirrorView™  enable  cus- 
tomers to  replicate  their  primary  data  cen- 
ter to  one  or  more  remote  sites,  making 
business  data  available  within  minutes  for 
fast  recovery  from  unforeseen  outages. 

EMC  delivers  another  important 
business  continuity  application  in  soft- 
ware packages  called  TimeFinder  and 
SnapView™,  which  enable  businesses  to 
create  full  copies  of  their  production  data 
to  run  simultaneous  processes  in  parallel. 
With  TimeFinder  and  SnapView,  compa- 
nies get  not  only  a  valuable  recovery  tool, 
but  also  a  way  to  make  their  business 
processes  more  efficient  and  competi- 
tive. The  tools  allow  customers  to  per- 
form application  testing,  accomplish 
quick  and  frequent  backups,  and  load  or 
update  data  warehouses,  while  not  dis- 
rupting the  network  in  any  way. 

EMC's  multidimensional  line  of  soft- 
ware products  gives  companies  the 
advantage  of  working  with  a  single 
provider  to  develop  a  customized  service 
package  that  features  a  variety  of  data 
management  techniques.  Edward  Jones, 
the  nation's  seventh-largest  securities 
firm,  is  one  company  that  is  reaping  the 
benefits  of  such  an  extensive  line  of  prod- 
ucts and  services.  The  firm  currently 
deploys  roughly  90  terabytes  of  EMC  net- 
worked information  storage,  EMC  soft- 


ware and  EMC  Global  Services.  To 
its  disaster  recovery  needs,  Ed 
Jones  relies  on  EMC  SRDF-over-IP 
ware,  which  provides  continuous  re 
tion  of  data  colocated  at  its  primary 
center  in  St.  Louis  and  a  new  data  o 
in  Tempe,  Ariz.  Edward  Jones  is  als 
lizing  EMC's  TimeFinder  and  Powe 
software  products  to  address  its  bus 
continuity  requirements. 

"Our  customer  and  product  dati 
our  most  powerful  assets,"  says 
Malone,  Edward  Jones's  chief  infc 
tion  officer.  "EMC's  unmatched  po 
of  robust  software,  and  the  vir 
unlimited  knowledge  base  amon 
customer  support  and  technical  co 
ants,  has  allowed  us  to  make 
strides  in  protecting  our  information 
importance  of  safeguarding  and  effic 
managing  our  data  is  increasing  dra 
cally  as  more  people  tap  into  our. 
works  more  frequently." 

For  a  company  that  is  adding  one 
dred  new  brokerage  offices  each  m 
scalability  is  a  must-have  data  sti 
feature.  According  to  Malone,  E 
solution  not  only  smoothly  scales  tc 
er  capacities  and  provides  outsta 
data  protection,  but  it  also  keeps  a 
management  costs  to  a  minimum. 

"After  the  markets  reopened  folic 
the  September  11  tragedy,  we  e 
enced  a  surge  in  trade  volumes  i 
ever  before," says  Malone.  "EMC  we 
to  handling  those  record  trading  day 
being  able  to  deliver  the  quality  of  s( 
customers  have  always  expected 
Edward  Jones." 


Infinite  Possibilities,  One  System: 
Sony  StorStation®  Storage  Solutions 


Whether  it's  a  simple  server  crash  or 
scheduled  maintenance,  anything  that  limits 
access  to  your  data  is  bad  for  business. 

Fortunately,  the  solution  is  just  as  simple: 
Sony  StorStation®  Network  Appliances  and 
Tape  Libraries.  These  reliable  backup  and 
archiving  systems  are  easy  to  install,  easy 
to  manage,  and  can  be  remotely  controlled 
through  your  company  network  so  you  don't 
have  to  have  an  IT  expert  in  ever 


They're  also  scale 

investment  as  your  business  grows. 

With  Sony  StorStation  Network 
Appliances  and  Tape  Libraries  as  part  of  your 
business  continuity/disaster  recovery  strategy, 
you  can  focus  on  minimizing  downtime  and 
resources  while  increasing  revenues. 

For  more  information,  please  visit 
www.sony.com/storstatJon. 


S~ro  rS"r/\Tr  i  o  r*« 
ny.com/storstation 


Despite  the  software  slump,  sales  are  boomii 

in  business  intelligence,  a  new  to' 

that  promises  relief  for  performance  anxiel 


BY  ERIKA  BRGM 


Owens  &  Minor's  Don  Stoller  and  Judy  Springfield  of  Baylor  Medical  Center. 


Behind  the  Executive  Dashboard 

Baylor  Medical  uses  analytics  to  spend  less  on  surgical  gloves.  Plain-English 
queries  about  costs  and  suppliers  scurry  into  every  database.  Out  pop  answers 


OMNI 

Internally  created  order- 
management  application 
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Owens  &  Minor's 
I  Web  site  powered  by 
■    Business  Objects 


Semantic 

layer 

translates  query 

into  SQL 


Baylor  Medical  Ci 
hospital  groui 
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data 

warehouse 

▼ 


OMNI 
Internally  created 
sales  application 


MANUGISTICS 

Inventory  management 

and  forecasting 
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WENS  &  MINOR  SOLD 
S4  billion  worth  of 
medical  supplies  to 
150  hospital  groups 
in  the  U.S.  last  year. 
But  it  pro\ides  some- 
thing even  more 
powerful:  knowledge. 
Three  years  ago  it 
began  sharing  with 
smers  its  ability  to  track  purchases  of 
Ewes,  catheters  and  stents,  giving  them 
&  at  O&Ms  own  shipping  performance 
order  backlog. 

lew  software  from  a  firm  called  Busi- 
Objects  enabled  O&M  to  do  so,  and  it 
he  company  reduce  inventory  by 
I  or  $50  million,  and  cut  the  number 
roducts  it  sells  by  more  than  half,  to 
(KM).  Not  a  bad  payoff,  given  the  soft- 
:'s  $500,000  price  tag.  The  key  tool:  a 
tal  "cockpit"  displaying  instant,  easy- 
sad  graphics  that  summarize  a  pile  of 
ise  numbers. 

Each  war  companies  spend  billions  on 
be,  databases  and  storage  systems  to 
i  them  figure  out  what's  going  on  in 
r  business.  The  typical  big  company 
■  owns  some  400  applications,  tew  ot 
Ji  were  designed  to  share  information 
i  one  another.  Every  nine  months  the 
mnt  of  data  doubles  as  they  store 
irds  about  customers,  inventory  and 
doyees — and  most  of  the  data  go  to 
te.  IBM  figures  companies  use  less  than 
of  their  data  for  analysis. 
K  new  breed  of  software,  called  busi- 
>  intelligence  (oxymoron,  anyone?), 
s  to  turn  all  those  useless  bits  into 
able  insights.  It  promises  to  grab  data 
ny  form  from  incompatible  applica- 
s  run  by  far-flung  business  divisions 
convert  the  information  into  neat- 
ting  tables,  charts  and  maps.  The 
ihical  interfaces  are  dubbed  cockpits, 
or  dashboards,  because  some  cus- 


fr 


Collected  data 


Owens  &  Minor 

data 

warehouse 


tomers  insist  on  feeding  their  metrics  into 
airplane  dials  and  sports  car  tachometers. 
Managers  can  combine  their  favorite 
inventory,  sales,  production  and 
employee  metrics  with  other  information 
to  form  a  personalized  at-a-glance  view 
of  their  fiefs. 

"Companies  like  Oracle,  PeopleSoft 
and  SAP  have  always  promised  that  peo- 
ple could  access  information  using  their 
applications,  but  they  have  never  deliv- 
ered," says  Bernard  Liautaud,  chief  execu- 
tive of  Business  Objects,  a  software  shop  in 
San  Jose,  Calif,  and  one  of  the  leaders  in 
this  category.  The  firm  surveyed  executives 
at  450  companies  and  found  that  90%  of 
them  admit  they  make  most  of  their  deci- 
sions by  gut  instinct  because  they  lack  the 
right  information  when  they  need  it. 

Founded  in  Paris  in  1990,  the  com- 
pany now  has  15,000  customers,  includ- 
ing Kraft  Foods,  MasterCard  and  Pepsi- 
Co. Its  top  share  of  its  market  has  wowed 


when  he  ran  GE's  medical  instruments 
business  to  monitor  the  cost,  mainte- 
nance and  performance  of  his  X-ray,  MRI 
and  ultrasound  machines.  Soon  after  he 
was  named  to  the  top  job  in  November 
2000,  Immelt  decreed  that  everyone  use 
cockpits.  Business  Objects  runs  GE  Capi- 
tal's "electronic  boardroom,"  which  exec- 
utives use  to  track  asset  and  revenue 
results  of  their  insurance  and  financing 
businesses  and  to  scrutinize  the  prof- 
itability of  specific  customers. 

Harrah's  Entertainment  uses  tools 
from  Cognos  to  study  its  customers' 
habits.  Guests  at  its  26  hotel-casinos  swipe 
loyalty  cards  when  they  check  in,  dine  out 
or  gamble.  Harrah's  captures  the  data  for 
reservation  agents,  operations  managers 
and  marketing  types.  Graphical  reports 
suggest  how  many  of  which  slot  machines 
should  be  on  the  floor,  even  at  what  time 
of  year  and  in  what  spots.  Harrah's  in 
Reno  has  a  balance  of  Austin  Powers,  Hoi- 


Nine  out  of  ten  managers  USUALLY  GO 
WITH  THEIR  GUT  for  lack  of  timely  data. 


Wall  Street:  Business  Objects  stock,  at  a 
recent  $43,  trades  at  a  hefty  61  times  12- 
month  trailing  earnings  per  share,  more 
than  double  the  market  overall. 

Business  intelligence  tools  have  weath- 
ered the  spending  freeze  that  has  iced 
nearly  every  other  software  category.  Busi- 
ness Objects'  revenue  was  up  19%  last  year 
to  $416  million,  and  net  income  rose  6% 
to  $45  million.  Its  rivals  include  specialists 
Brio,  Cognos  and  MicroStrategy  and  ti- 
tans such  as  Microsoft,  PeopleSoft  and 
SAP.  The  market,  now  at  $4  billion,  could 
grow  to  $8  billion  in  three  years,  says  re- 
search firm  IDC.  The  software  can  cost 
$200,000  to  $5  million. 

General  Electric's  new  chief  executive, 
Jeffrey  Immelt,  used  Business  Objects 


lywood  Squares  and  Tlie  Price  is  Right  slots, 
which  differs  from  the  mix  at  its  Atlantic 
City  property.  A  Harrah's  marketer  can 
look  at  the  Cognos  dashboard  to  deter- 
mine whether  a  particular  customer 
would  respond  better  to  a  free  meal  or  a 
free  night  in  the  hotel. 

Similar  tools  have  existed  for  decades, 
but  the  data  were  often  stale  and  were  com- 
piled and  entered  by  hand.  Today's  versions 
allow  most  anyone  to  create  reports  with  a 
few  clicks.  The  trick  to  the  software  is  a 
built-in  translator  called  a  semantic  layer 
that  Business  Objects  patented  ten  years  ago 
and  that  it  claims  is  widely  imitated  by  ri- 
vals. It  turns  queries  such  as  "sales  of  TV  by 

Glove  suppliers 


Semantic 

layer 

translates  SQL 

data  back  to  lext 


Owens  &  Minor's    j 

]  Web  site  powered  by  j 
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region  to  men  under  40"  into  dozens  of 
lines  of  database  gobbledygook  that  fetch 
and  combine  answers  from  sales,  inventory 
and  customer  databases. 

This  is  harder  than  it  sounds:  Collating 
prices  on,  say,  jeans  may  mean  reconciling 
the  $29.99  retail  price  at  the  warehouse 
spat  out  by  the  inventory  software  with  the 
$30  retail  price  entered  into  the  store- 
based  retail  system.  The  hitch:  Constant 


conveyor  belts.  Risk  managers  at  offices 
and  factories  can  now  generate  reports 
and  spot  problems,  such  as  whether  a 
spate  of  respiratory  ailments  was  the- 
result  of  poor  ventilation,  before  they 
become  epidemic.  Frank  Colletti,.vice 
president  at  Zurich,  figures  it  saves 
$400,000  a  year  by  avoiding  printed 
reports.  "If  we  can  react  sooner,  we  can 
limit  injuries  and  cut  costs,"  he  says. 


that  showed  they  made  1 ,200  redelivf  g 
in  December  at  $75  a  run — more  tha 
million  a  year.  They  plan  to  shrink 
losses  to  about  $9,000. 

Electronics  retailer  Best  Buy  lj 
MicroStrategy  tools  in  its  481  store 
help  sell  more  gadgets.  Managers  ac 
"scorecards"  from  PCs  in  their  officel 
on  the  sales  floor  to  compare  their  stc 
performances  to  those  of  their  pern 


If  we  react  sooner,  we  can  LIMIT  INJURIES  AND  CUT  COSTS.' 


data-digging  often  slows  applications. 
Companies  usually  need  a  data  warehouse, 
a  $2  million-plus  database  whose  sole  pur- 
pose is  to  serve  up  presorted  data. 

Just  three  years  ago  commercial 
insurer  Zurich  North  America  had  to 
mail  its  customers  monthly  reports  on 
bodily  and  property  damage  claims. 
Information  was  45  days  old  by  the  time 
it  reached  clients.  By  using  Business 
Objects  software,  customers  can  analyze 
claims  online  for  broken  arms  or  busted 


Raymond  Russell,  operations  vice 
president  at  Penske  Logistics,  a  venture 
owned  by  GE  and  Penske  Truck  Leasing, 
oversees  shipping  of  Whirlpool  dishwash- 
ers and  stoves  in  the  U.S.  In  December  he 
and  Stephen  Whalen,  Whirlpool's  head  of 
supply  chain  operations,  looked  at  how  to 
cut  down  on  costly  redeliveries.  Penske's 
techies  used  to  spend  as  much  as  $10,000 
to  create  a  relevant  report.  It  could  take 
weeks.  Now,  using  Business  Objects,  Rus- 
sell whipped  up  a  report  in  15  minutes 


Sales  help  can  tap  a  few  keys  to  learn  v 
accessories  to  suggest  when  a  custo 
buys  a  specific  DVD  player.  MicroStra 
helped  Best  Buy  calculate  how  many 
to  ship  to  Boston  and  St.  Louis  prio 
the  2002  Super  Bowl,  which  pitted/ 
New  England  Patriots  against  the 
Louis  Rams.  TV  sales  rose  26%  in  Bos 
Whether  you  call  it  a  portal,  d; 
board  or  cockpit,  business  intellige 
software  is  helping  managers  navi;! 
tough  conditions. 


TECHNOLOGY  I  DIGITAL  TOOLS  bv  Stephen  Manns 


Apple's  New  iMac:  Hype  Versus  Reality 


Does  it  now  make 
sense  for  longtime 
Windows  sheep  to 

join  the  Mac 

flock?  A  rational 

comparison  is 

in  order. 


^Ol'  FIRS!  NOTICE  IT  ON  THE  COVER  OF  A  NATIONAL 
\J  newsmagazine.  Gushing  prose  and  glowing  photos 
mm     offer  it  up  as  a  veritable  watershed  in  the  cultural  life  of 

H       America.  Apples  new  i.\  lac  follows  in  the  noble  tradi- 

I  tion  of  cyberporn  and  Star  Wars,  Episode  I:  The  Phan- 
i  Menace.  When  you  finally  get  around  to  seeing  it,  you  won- 

what  all  the  fuss  was  about. 

No  mere  computer — no  supercomputer,  come  to  think  of  it — 
dd  possiblv  live  up  to  this  one's  Apple-polished  hype.  Apple 

again  stvlishlv  depart  from  the  beige-box  sameness  of  its  com- 
ition,  but  the  only  real  innovation  here  seemed  to  be  the  piv- 
ng  arm  that  connects  the  flat- 
lel  H  D  to  the  ba 

So  I  waited  until  the  hubbub 
d  down  before  taking  a  whack 
he  iMac,  and  then  ran  smack 

>  several  irritations  the  hype- 
rs somehow  missed.  Unlike  all 
ler  iMacs  but  the  earliest,  this 
e  has  a  fan,  which  teams  with 

hard  drive  to  produce  an  an- 
anglv  audible  whir.  The  DVD- 
hive  makes  a  racket  when 
ying  audio  (  Ds.  The  power 
itch  is  around  the  back,  and  so 

all  the  connectors,  except  a 
B  port  on  the  keyboard.  And  though  eliminating  the  monitor's 
>le  and  power  cord  makes  tor  a  neater  desk,  you  still  end  up 
h  unsightly  wires  for  keyboard  and  mouse  and,  unless  you're 
ling  to  suffer  with  a  truly  abysmal  internal  speaker,  external 
stic  globes  that  at  least  look  better  than  they  sound. 

Long-standing  design  goofs  remain.  The  speakers  make  a 
thersome  (but  customizably  bothersome)  bleat  with  every 
ss  of  the  keyboard's  volume  keys.  The  Mac  is  so  mouse-cen- 
:  that  the  page  down  and  page  up  keys  don't  work  at  all  with 
:  help  system  and  some  other  software.  Yet  the  mouse  still  has 
ly  one  button  and  no  scroll  wheel. 

Apple  steadfastly  continues  to  insist  its  machines  beat  the 
Mows  competition — "a  Pentium-crushing  800MHz  Power 
G4  processor  that  blazes  through  Mac  OS  X  applications,"  as 
:Web  site  modestly  puts  it.  But  comparably  priced  Windows 
ichines  include  fast  Pentium  processors  like  the  1.8GHz  chip 
a  Sony  Vaio  desktop  I  used  for  comparison.  With  every  appli- 
ion  I  tried,  including  the  beta  version  of  the  next  edition  of 
lobe  Photoshop,  the  Vaio  had  no  trouble  keeping  up  with  the 
»c — and  avoiding  the  crush. 

Still,  the  iMac  is  a  very  nice  computer.  But  its  advances  lie 
are  in  the  realm  of  fashion  than  of  usability.  Except  for  the 
Miitor  design,  which  uses  a  digital  connection  i  ather  tha 


inferior  analog  style  typical 
among  PC  desktops,  there's  not 
much  new  here.  The  arm  moves 
more  freely  than  other  LCD 
stands,  but  once  you  find  the 
proper  setting  for  a  monitor, 
you  tend  to  leave  it  alone.  The 
snowy  hemispheric  base  looks 
bigger  and  more  ungainly  in 
person  than  it  does  in  photos, 
but  it  does  grow  on  you. 
Besides,  the  screen  generally 
hides  the  base  while  you're  using  the  machine. 

The  bigger  news  may  be  that  Apple  has  finally  gotten 
aggressive  on  price — $1,299  to  $1,799  depending  on  the  model. 
You  can  put  together  a  comparably  priced  desktop  PC  with  a 
separate  flat  panel  and  similar  specs,  but  it  takes  some  looking. 
So  does  it  at  last  make  sense  for  longtime  Windows  sheep  to 
join  the  Mac  flock?  Rational  comparison  is  in  order. 

Video  If  you  want  to  edit  digital  video,  get  a  Mac,  period. 
The  iMovie  2  editing  and  iDVD  2  burning  software  are  vastly 
superior  to  everything  I've  tried  on  Windows  PCs — not  just  far 
easier  to  use,  but  also  producing  DVDs  with  much  better  video 
quality.  Playing  DVDs  is  another  story.  The  software  remains 

New  Apple  iMac:  The  screen  hovers  over  the  desktop. 
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clunky — there  are  still  no  fast-forward  buttons — and 
commercial  DVDs  look  ugly  on  the  iMac  screen.  But 
that's  a  problem  with  nearly  all  flat-panel  monitors. 

Photos  Apple's  iPhoto  program  does  a  fine  job  of  let- 
ting you  catalog  shots  and  create  things  like  onscreen 
slide  shows  and  bound  volumes  of  your  snaps.  It  has  the 
best  preprint  cropping  tool  I've  ever  seen.  But  like  the 
original  edition  of  iMovie,  it  has  an  unfinished  feel.  I'm 
guessing  iPhoto  will  eventually  include  the  needed 
image-manipulation  features,  such  as  color  and  expo- 
sure correction,  that  are  virtually  nonexistent  in  the  cur- 
rent version. 

Windows  XP's  photo  handling  is  crude  by  compar- 
ison, and  the  "integrated"  Paint  software  that  has 
come  with  the  operating  system  for  more  than  a 
decade  deserves  a  quiet  burial.  Fortunately,  most  Win- 
dows computer  makers  toss  something  like  Adobe's 
useful  Photoshop  Elements  onto  the  drive.  Nothing 
like  it  comes  free  with  the  Mac. 

Music  The  Mac's  iTunes  still  has  one  of  the  nicest  interfaces 
around  for  managing  music  collections,  but  Windows  Media 
Player  is  pretty  good,  too — if  you  can  forgive  its  Windows-centric 
inability  to  create  MP3  files  without  additional  software.  The  cur- 
rently Mac-only  iPod  has  no  peer  among  put-lots-of-music-in- 
your-pocket-at-once  devices,  and  its  synchronization  with  a  desk- 
top collection  remains  unsurpassed.  But  at  $399  it's  a  far  more 
expensive  way  to  create  portable  MP3  collections  than  to  burn 
them  onto  cheap  CD-R  discs  that  can 
hold  100  songs  apiece. 

Software  Integration  Mac  OS  X, 
Apple's  latest  operating  system, 
works  differently  from  both  Win- 
dows and  the  classic  Mac  systems.  It 
has  a  cleaner  look  and  lots  of  clever 
features,  like  a  very  understandable 
System  Preferences  window  that 
replaces  the  control  panel.  OS  X  did- 
n't crash  once  in  my  tests  on  any  of 
several  machines,  though  when 
iDVD  was  working  on  a  long  project, 
the  system  mistakenly  went  to  sleep 
and  took  the  program  down  with  it. 

The  far  less  elegant  Windows  XP 
may  actually  be  easier  to  use.  For 
example,  Windows  veterans  may 
find  Apple's  disappearing  applica- 
tion windows  somewhat  baffling. 
But  Windows  computers  typically 
come  with  a  dog's  breakfast  of  soft- 
ware of  uality,  in  which 
eachprogr:  irk  wildly  dij  om  the  others. 

Mac-Wii  ttibility  You'd  think  the  ability  to  swap 

files  withoi  ,  \  ould  be  a  nonissue  in  the  Internet 

Age.  It  isn't,  u  i       l<  to  applications    rapv.   f*~ 

like  Microsofi  ■  ireful  >hout     O  rOrDCS 


Bigger  iBook:  The  screen  is  larger,  not  sharper. 


HmflJlaylVlatclLUp 


MAC  OS  X 





iMovie 

Best  consumer 
digital  video  editing 
software,  period. 


DVD  BURNING 


iDVD 

Simple  to  use, 
high-quality  output. 


iPhoto 

Good  for  cataloging, 
musical  slide  shows, 
printing.  Severely 
limited  editing. 


v_ 


Times 

ile  interface, 
synchs  with  iPod. 


what  you  put  in  th( 

But  do  somethingl 

simple    as    cuttinJ 

paragraph  from  a  M 

Word  file  and  pastinl 

into  e-mail,  and  Wl 

dows  recipients  willj 

quotation  marks  tra 

mogrified  into  sup 

scripted  numbers  I 

the  letter  O.  Typefc 

commonly  found 

Macs    change    unl 

pectedly    when    t 

arrive  at  PCs.  For  Wl 

dows  veterans,  prcl 

dures    like    updat 

programs  can  be  c| 

fusingly  different  in  the  Mac  world. 

Even  on  the  Web,  Apple  can  be  something  of  an  af 
thought.  There's  still  no  Mac  version  of  RealNetworks'  i 
RealOne  Player.  The  Mac  version  of  Windows  Media  Player 
only  a  fraction  of  the  features  of  the  one  for  Wind 
Microsoft's  Internet  Explorer,  which  comes  with  the  iMa 
one  major  version  behind  the  PC's.  Games  are  still  rare. 

On  the  other  hand,  you  can't  run  Mac  programs  on  a  PC, 
you  can  run  Windows  programs  on  a  Mac.  But  to  do  that, 
have  to  spring  for  a  $199  prog: 
called  Virtual  PC  that  comes  witl 
own  copy  of  Windows  XP.  Too 
it's  so  confusing  to  use,  horribly  s 
and — in  my  limited  experienc 
crash-prone.  Windows  is  anno) 
enough  in  its  own  right  without 
ing  to  suffer  through  this. 

Despite  the  many  well-dc 
mented  headaches  of  Windows) 
world  still  offers  things  Macs  lac 
any  price — like  lightweight  lap! 
and  supercrisp  screens.  Tho 
iBooks  are  nice,  the  top-of-the 
model's  14-inch  screen  has  the  s. 
resolution  as  the  smaller  ones 
still  can't  buy  a  Mac  laptop 
weighs  less  than  4.9  pounds  w 
some  Windows  portables  come  i 
3  pounds. 

But  then,  you  can't  buy  aV| 

dows  desktop  with  a  singular  de  tt 

or  one  that's  been  featured  on  ic 

cover  of  a  national  newsmagazine — for  now.  Will  we  see  e  If 

hype  for  Microsoft's  Tablet  PC?  Will  the  headline  read  " 

Empire  Strikes  Back"? 

Stephen  Manes  (steve@cranky.com),  cohost  of  Digital  Duo,  has  been  covering 
technology  for  nearly  two  decades.  Visit  his  home  page  at  www.forbes.com/mar  j 


WINDOWS  XP 


Windows  Movie  Maker 

Rudimentary.  Can't  even 
send  footage  back  to 
videocam. 


Nothing  built  in 
Computer  makers  include 
various  clumsy  products. 





Picture  and  Fax  Viewer 

Bare-bones  cataloging, 
silent  slide  shows, 
printing.  Editing  requires 
other  programs. 


Windows  Media  Player 

Busy  interface.  Can't  create 
MP3  files  on  its  own. 
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See  Where  I'm  COming  from.  It  takes  vision  to  know  what  your  customers 
want.  Now  Accenture  has  teamed  with  Avaya  to  provide  leading-edge  CRM  solutions  that  do  more  than 
just  connect  customers,  but  help  anticipate  their  needs.  Whether  it's  phone,  email  or  web,  Avaya's  intel- 
ligent voice  and  data  technology  and  Accenture's  visionary  CRM  expertise  help  you  make  the  most  of 
your  investment.  Let  Avaya  power  your  business  to  make  every  contact  count.  Visit  avaya.com/learnmore. 
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Insights  By  Peter  Huber 

The  Energy  Spiral 


THE  BUSH  ADMINISTRATION'S  ENERGY  POLICY:  DRILL 
more  domestic  oil  and  aim  for  a  more  fuel-efficient 
economy — i.e.,  get  more  GDP  per  gallon.  The  De- 
mocratic leadership's  policy:  Drill  less  and  build 
more  fuel -efficient  cars — i.e.,  get  more  miles  per 
gallon.  Neither  side  dares  to  articulate  the  one  all-but-certain 
fact:  Our  energy  consumption  will  continue  to  rise,  forever. 
"Forever"  is  a  long  time,  of  course,  so  maybe  it  won't  be 
quite  that  long.  But  if  you  have  to  project  when  energy  con- 
sumption will  cease  to  rise,  longer  is  always  a  safer  bet  than 
shorter. 

And  that's  because  the  more  energy  we  consume,  the  more 
we're  able  to  produce.  This  is  the  unspeakable  truth,  so  obvious 
and  yet  so  unpopular,  too,  that  no  politician  with  an  instinct  for 
survival  dares  to  utter  it.  Be  that  as  it  may,  the  entire  history  of 
life  on  Earth  establishes  that  the  better  you  get  at  extracting 
energy  from  your  environment  today,  ihe  better  you  get  tomor- 
row— it's  a  chain-reaction  process,  and  it  spirals  up,  not  down. 
It  is,  if  you  will,  a  perpetual  motion  machine. 

No,  it  won't  be  found  in  some  crank  inventor's  box  that's 
filled  with  spinning  magnets.  It's  called  life.  Humans  are  espe- 
cially good  at  this  game,  but  plankton  and  kudzu  do  pretty  well 
at  it,  too. 

Four  billion  years  ago  life  on  Earth  captured  no  solar  energy 
at  all,  because  there  was  no  life.  Life  then  got  a  foothold,  and  the 
capture  and  consumption  of  energy  in  the  biosphere  has  been 
rising  ever  since.  The  thicker  life  grew  on  the  surface  of  the 
planet,  the  more  energy  life  as  a  whole  managed  to  capture.  It 
used  all  that  energy  to  create  more  life.  Along  the  way  it 
deposited  huge  amounts  of  biological  debris  underground. 
Which  we  now  dig  up  and  burn. 

An  organism  called  James  Watt  emerged  from  the  bio- 
logical cauldron  two  centuries  ago  with  an  idea  about  how  to 
dig  up  the  debris  more  efficiently.  He  would  build  a  better 
coal-fired  steam  engine,  which  would  be  used  to  pump  water 
out  of  coal  mines  to  facilitate  the  mining  of  still  more  coal. 
Today  we  burn  diesel  to  extract  petroleum.  When  Enrico 
Fermi  built  the  first  fission  reactor,  the  idea  was  to  use  one 
neutron  emitted  by  a  uranium  atom  to  kick  out  two  neu- 
trons from  other  uranium  atoms  nearby.  The  atom  bomb 
did  the  same,  only  faster. 

None  of  these  processes  produces  "perpetual  motion"  in  the 
strict  thermodynamic  sense,  of  course.  They  all  just  improve  on 
the  process  ot  grabl  ;  energy  from  somewhere  else.  The  most 
important  ones  mereh  help  us  to  look  for  high-grade  energy  in 
the  right  place.  You  so  a  motor  to  whomp  the  ground 

really  hard,  for  ex  o  project  acoustic  waves  down 


through  the  Earth,  and  tfl 
carefully  study  the  reflectior 
locate  new  oil  and  gas.  Knov 
where  to  look  is  most  of  I 
game.  The  Earth  contains  J 
gantuan  amounts  of  both  fill 
and  nuclear  fuels;  the  probjl 
has  always  been  how  to  find 
extract  them  efficiently  enol 
to  make  the  effort  worthwhl 
Living  green  plants  still  i 
ture  solar  energy  about  tl 
times  as  fast  as  we  humans  are  able  to  dig  up  dead  green  pll 
in  the  form  of  fossil  fuels.  We'll  overtake  the  rest  of  natuil 
the  not  too  distant  future,  however.  And  perhaps  some  day  ti 
get  to  the  point  where  we,  too,  can  take  much  of  our  en<| 
direcdy  from  the  sun.  There's  certainly  plenty  of  solar  ener£ 
spare — green  plants  currently  capture  only  about  one-thl 
thousandth  of  the  solar  energy  that  cascades  onto  the  surfacl 
the  Earth. 

But  whether  we  catch  our  solar  energy  live,  or  dig  it  ul 
fossilized  form,  or  dig  up  uranium  instead,  is  really  jil 
detail.  The  one  near-certainty  is  that  energy  consumption! 
rise,  not  fall.  We  have  200  years  of  industrial  history,  20l 
years  of  human  history  and  4  billion  years  of  biological  hisj 
to  go  on  in  making  that  prediction.  In  the  grand  scherrrl 
things  everything  we  think  we  know  about  "running  oil 
energy"  is  not  just  wrong — it's  the  exact  opposite  of  the  tr 
The  more  we  capture  and  burn,  the  better  we  get  at  captu| 
still  more. 

Insatiable 

Nothing  new  about  our  thirst  for  energy— it  has  been 
growing  for  two  centuries. 

Quadrillion  Btus 

100 


U.S.  annual  energy  consumption 


10 


Source:  Energy  Information  Administratio  | 
of  the  U.S.  Department  of  Energy. 
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FOX  News  Channel  delivers  24-hour  power! 


OX  News  surges  past  CNN  in  total  ratings. 

-USA  Today,  1/30/02 

"...FOX  News  Channel  has  become  the  most-watched 
cable  news  network  in  the  country." 

-Daily  News,  1/30/02 

"FOX  News  Channel  eclipses  CNN  in  ratings." 

-Los  Angeles  Times,  1/30/02 


"FOX  News  Channel  tops  CNN's  audience..." 

-The  New  York  Times,  _ 

"FOX  News'  triumph  came  during  a  period  of  major 
news  and  international  events — historically  the  best  of 
times  for  CNN."     .:£m-... 

-The  Atlanta  Journal-Constitution,  1/30/02 


You  decide. 


ie  Network  Ame 


:e  Nielsen  Media  Research.  January  (12/31/01-1/ 
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hd  Balanced  News 


ENTREPRENEURS 


BY  VICTORIA  MURPHY 

HOW  CAN  YOU  CROW,  REMAIN 
profitable  and  still  deliver  ten- 
der loving  care?  Every  medical 
service  business  wrestles  with 
these  conflicting  demands. 
Odyssey  HealthCare,  a  publicly  traded, 
Dallas-based  provider  of  palliative  treat- 
ment to  the  terminally  ill,  has  an  addi- 
tional burden.  Virtually  all  its  competitors 
are  nonprofit  agencies,  enjoying  the  ben- 
efits of  tax  breaks  and  volunteer  labor. 

Odyssey's  primary  source  of  revenue  is 
Medicare,  whose  average  $1 10-per-day 
payment  has  just  kept  up  with  inflation 
for  two  decades.  To  qualify  for  that  pay- 
ment, the  patient  must  get  a  physician  to 
certify  that  he  has  less  than  six  months  to 
live  (and  recertify  after  90-  and  then  60- 
day  periods).  Odyssey  founders  Richard 
Burnham  and  David  Gasmire  try  to  keep 
a  lid  on  the  costs  of  care — labor  (65%) 
and  drugs  (19%) — and  to  sign  on  patients 
who  live  longer  than  average,  spreading 
startup  costs  for  a  case  across  more  reim- 
bursable days. 

In  five  years  Odyssey  has  grown  to  40 
offices  (including  5  intensive-care  treat- 
ment clinics),  mostly  in  California  and 
Texas,  that  dispense  nurses  and  counselors 
to  3,600  homes.  Last  year  it  netted  $12.9 
million,  quadrupling  its  2000  earnings,  on 


has  a  more  reticent  approach  to  growth. 
Burnham,  a  former  Vitas  regional  man- 
ager, and  Gasmire,  then  a  hospice  man- 
ager, increased  volume  at  Vitas'  Dallas 
branch  by  60%  in  a  year  and  a  half.  Their 
attempts  to  move  into  other  markets  like 
Denver  and  Beaumont,  Tex.  met  resistance 
at  the  home  office.  "There  just  wasn't  a 
growth  strategy,"  recalls  Burnham. 

So  the  two  set  oft  on  their  own  in  Jan- 
uary 1996,  raising  $3  million  from  Three 
Arch  Partners,  Weiss  Peck  &  Greer  and  Oak 
Ventures.  The  funds  paid  for  Odyssey's  first 
hospice,  in  Indianapolis,  and  for  expenses 
such  as  nurses'  salaries.  Over  the  next  two 
and  a  half  years  Odyssey  received  an  addi- 
tional $25  million,  surrendering  a  total 
73%  of  the  equity. 

The  economics  of  hospice  care  dictate 
targeting  "healthier"  patients  who,  on  av- 
erage, take  longer  to  die  (though  the  com- 
pany insists  it  will  never  turn  anyone 
away).  Odyssey  is  usually  better  off  with  a 
patient  suffering  from,  say,  congestive 
heart  failure  than  from  cancer.  Last  year 
cancer  patients  accounted  for  38%  of  the 
company's  customers,  down  from  43%  in 
2000.  The  average  length  of  stay  increased 
35%  in  2001,  to  61  days. 

Marketing  is  a  local  affair.  Each  office 
has  three  sales  reps  who  visit  doctors'  of- 
fices and  nursing  homes  and  attend  hos- 


based  on  staff  turnover.  Its  RN  populatioi 
(19%  of  Odyssey's  personnel)  is  pretty  sta 
ble:  Most  are  older,  and  make  an  averag 
$44,000  a  year.  Some  branches,  like  th 
one  in  Edison,  N.J.,  hire  40%  of  staffers  o'< 
a  per  diem  basis,  depending  on  patien 
load.  Approximately  5%  of  its  caregiver 
are  volunteers,  required  by  a  federal  regu 
lation  dating  to  1983,  when  Medicare  re 
imbursement  for  hospices  was  introducec 
Another  way  to  shave  expenses:  gettin 
discounts  from  a  drug  distributor,  lik 
Hospice  Pharmacia. 

Some  costs  can  never  be  reimbursec 
Odyssey  is  required  to  provide  fre 
bereavement  counseling  to  families  for  u 
to  a  year,  even  though  Medicare  paymen 
stop  after  a  patient's  death;  some  survivoi 
insist  on  that  service  for  up  to  three  year 
Caregivers  are  encouraged  to  attend  fi 
nerals.  "You  can't  run  this  [company]  HI 
IBM,"  says  Gasmire,  who  tries  to  inject  lev 
ity  by  sending  out  a  monthly  newslettt 
Y.C.C.O.M.  ("You  Can  Count  On  Me^ 
distributing  videos  that  feature  employe< 
talking  about  their  gratifying  experieno 
and  spraying  Silly  String  at  people  wb 
criticize  others'  ideas  at  meetings. 

In  the  end,  though,  it's  a  serious  bus 
ness.  Odyssey  has  expanded  by  acquis 
tion — 70%  of  its  offices  were  purchase 
typically  for  four  or  five  times  operating  it 


THE  END-GAME  STF! 

Hospice  care  is  dominated  by  nonprofits.  Odyssey  HealthCare  found  a  way  to  make  a  buc im 


revenues  of  $130  million,  up  53%  from 
the  year  before.  But  there's  room  to  grow 
in  this  fragmented  business:  Of  the  $2.9 
billion  a  year  Medicare  spend-  on  hospice 
care,  Odyssey  collects  only  4%,  and  plenty 
of  Americans  die  of  chronic  illnesses  like 
cancer  without  using  such  services. 

Odyssey's  largest  rival,  privately  held 
Vitas  in  Miami,  is  nearly  twice  its  si.  -  bu1 


pital  discharges.  It's  pretty  basic  stuff;  pho- 
tocopied pamphlets  and  events  limited  by 
a  $200-per-month  budget.  "We  might  do 
bagels  instead  ol  dinner,  or  just  meet  doc 
tors  tor  dessert,"  says  Patricia  Gross,  head 
nl  marketing. 

Incentives  reward  managers  who  keep 
coste  down.  Staving  within  budget  can  af- 
fect 75%  of  your  bonus;  the  other  25%  is 


come  (net  before  depreciation,  interest  at  i  nham 
taxes).  Real  growth,  though,  comes  fro 
lining  up  new  patients.  The  first  offices 
las  Vegas  and  Dallas  now  have  three  tim 
as  many  patients  as  they  did  four  years  aj 
The  biggest  obstacle:  denial  of  the  i  j 
evitable — and  not  just  by  the  terminally 
Many  doctors  still  have  a  hard  time  letti  | 
go  o(  the  hope  of  curing  a  patient. 
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lorbid  business,  this: 
'ssey  Healthcare's  Dick 
nham  and  David  Gasmire. 


ENTREPRENEURS 


SIMPLY 
DIVINED 

How  a  homeless  man  from 
New  York  became  Japan's 
multimillionaire  psychic. 

BY  BENJAMIN  FULFORD 

THE  LATE  JEANE  DIXON  MAY  HAVE 
correctly  predicted  the  assassinations 
of  Mahatma  Gandhi  and  Martin 
Luther  King  Jr.  But  even  while  alive  she 
couldn't  hold  a  seance  candle  to  Ronald 
Bard — not,  at  least,  according  to  the  Japan- 
ese celebrities  and  blue-chip  executives  who 
pay  richly  for  the  services  of  the  U.S.-born 
43-year-old  "parapsychological  consul- 
tant." For  $5,000  an  hour  he  tells  them 
what  the  markets  will  do  and  how  their  ca- 
reers will  end  up.  Those  sessions,  plus  rev- 
enues from  seminars  and  sales  of  such 
"psychic"  goods  as  bath  oils,  come  to 
$  1  million-plus  a  year.  So  claims  Bard. 
How  did  a  guy,  homeless  at  age  15, 
get  to  be  Tokyo's  Tiresias?  When  Bard's 
father  died  in  1976,  he  and  his  mother 
were  evicted  from  their  four-bedroom 
Scarsdale,  N.Y.  house  and  lived  on 
Manhattan's  streets  until  he  joined  the 
Army  in  1978.  By  the  time  they  re- 
united in  1980,  Bard  says,  his  mom, 
Yolana,  had  become  a  wealthy  fortune- 
teller. She  had  hooked  up  with  "psy- 
chic tester"  Hans  Holzer,  a  former  ad- 
junct professor  of  parapsychology 
(which  attempts  to  apply  scientific 
method  to  investigate  claims  of  the 
paranormal)  at  the  New  York  Institute 
of  Technology.  (The  institute  will  nei- 
ther confirm  nor  deny  Holzer's  status.) 
Her  clients  included  designer  Diane 
von  Furstenberg  and  Akio  Morita,  the 
late  cofounder  of  Sony.  Bard  followed 
her  path,  starting  with  a  show  on  Man- 
hattan Cable  TV,  where  he  read  the  for- 
tunes of  people  who  called  in.  Later, 
he  got  tested  by  Holzer,  82,  who  makes 
a  living  as  a  writer  and  TV  producer. 
A  litmus  test  good  enough  to  at- 


tract Asahi  TV  in  1 990.  The  network     More  profit  than  prophet?  Ronald  Bard  books  over  $1  million  a  year  from  fortune-telling. 


offered  him  and  his  mother  a  one-time  fee 
of  $100,000  to  come  to  Tokyo,  along  with 
the  former  police  chief  of  Harrison,  N.Y.,  to 
reenact  the  murder  investigation  of  two 
girls,  ages  14  and  15,  who  were  found  hog- 
tied  and  suffocated  inside  plastic  bags.  Bard 
and  his  mother  had  led  the  police  to  a  site 
20  miles  from  where  the  bodies  were  dis- 
covered. There  the  police  found  three  drug 
dealers — one  of  whom  confessed;  all  three 
were  convicted.  That  launched  Bard's  ca- 
reer in  Japan,  home  to  half  his  clients,  even 
though  he  does  not  speak  Japanese. 

Bard  says  that  three-fifths  of  his  clients 
are  in  the  financial  industry.  "They  come 
to  me  to  talk  about  their  personal  lives," 
Bard  says.  "But  after  eight  minutes  they're 
asking  me  about  the  markets."  No  Ouija 
boards  or  tea  leaves  for  him.  He  takes  per- 
sonal items,  like  photos  or  business  cards, 
and  questions  his  subjects,  probing  for  re- 
actions. His  subsequent  "revelations"  about 
a  client's  past — whether  ESP  or  informed 
guesses  a  la  Whoopi  Goldberg  in  Ghost — 
are  followed  by  predictions  of  the  future. 

But  the  demonstrations  have  turned 
some  folks  into  lasting  clients.  Satoru 
Ohyama,  a  managing  director  at  Merrill 


Lynch  Japan,  claims  Bard  anticipated  til 
boom  in  i-mode  mobile  phones  by  pnj 
dieting  a  "telephone  computer"  that  woufl 
"be  a  hot  investment.  Shoichiro  Irimajiil 
former  president  of  the  game  compar| 
Sega,  insists  that  Bard  foretold  his  rise 
the  top  and  "that  I  would  end  up  consul 
ing  for  many  companies,  which  is  exact| 
what  happened." 

Bard  persuaded  Richard  Li,  son 
Hong  Kong  billionaire  Li  Ka-shing  arl 
onetime  president  of  Pacific  Century  Cl 
berworks,  to  invest  $750,000  in  a  cellull 
fortune-telling  service.  (Since  PCCW's  sto'j 
price  imploded  last  year,  Bard  has 
new  investors.)  Biggest  ambition:  start 
the  Channel  Channel,  a  U.S.  TV  netwo| 
devoted  to  the  paranormal. 

This  stuff  may  not  stand  up  to  scie| 
tific  experiment,  but  a  clever  fortune-tell 
can  make  people  think  he  can  see  arouil 
corners.  During  a  visit,  Bard  stared  at  tl 
left  foot  of  this  reporter  and  stated,  ccj 
reedy,  that  there  was  a  big  scar  under 
sock.  He  also  predicted  the  visitor  wou 
have  problems  with  his  right  eye,  which  1 
came  infected  two  weeks  later.  Or  was| 
just  the  power  of  suggestion? 
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HERE'S  ONLY  ONE   PROBLEM 

WITH  INVESTING  BY  THE  BOOK. 

THERE  ARE  80,923  BOOKS. 
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ou  could  hll  a  library  with  all  the  books  that  have  been  written  on  investing  in  today's  market.  But  how  do  you  tell 


hich  strategy  best  fits  you?  Simple.  See  a  financial  advisor.  Instead  of  generic  advice  for  the  masses,  you'll  get  personal 
ivice  tailored  to  help  you  achieve  specific  financial  goals.  What's  more,  Scudder,  supports  advisors  with  global  resources 
id  investment  tools  that  can  help  you.  For  a  free  brochure  on  the  benefits  of  using  a  financial  advisor,  call  1-800-621-1048 

.  .  .  f        .  ' 

r  visit  www.scudder.com.  And  discover  a  smart  financial  course  without  having  to  read  tedious  things  like  a  l^fary>'; 


SCUDDER 

INV  E  STM  E  NTS 

■  Tratiiiatin^  \)p po'r  t  uiiit 


Mutual  Funds  Annuities  -  Retirement  Plans 

prospectus  containing  more  complete  information,  JQeiudtng  management  fees  and  expenses,  contact  your  financial  representative  or  call 
fer  Investments  at  1-800-621-15*8.  Please  read:  it  carefully  before  you  invest  or  send  money.  ©2002  Scudder  Distributors,  Inc.  16102  (1/28/02) 
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Insurance  companies  have  cleaned  up 
their  act.  New  problem:  the  rise  of  free- 
lance agents,  not  all  of  whom  are  saints 

BY  CARRIE  COOLIDGE 

MARJORIE  AND  ROY  MAR- 
chant's  financial  well-being 
took  a  dive  recently  after  they 
listened  to  three  life  insurance 
agents  who  turned  out  to 
have  dubious  backgrounds.  The  San  Mateo, 
Calif,  retired  couple's  $1.2  million  nest  egg 
is  shattered.  But  the  Marchants  weren't  deal- 
ing with  agents  that  insurers  employ.  Their 
sales  reps  were  independents  who  could 
peddle  policies  for  dozens  of  carriers. 

In  the  early  1990s  the  insurance  indus- 
try was  rocked  by  charges  of  deceptive  sales 
practices  involving  agents  who  worked  for 
giants  like  MetLife,  Prudential  and  John 
Hancock.  The  firms  spent  billions  to  settle 
class  actions.  To  restore  public  confidence, 
MetLife  and  the  others  canned  the  bad  ac- 
tors and  set  up  stern  ethical  guidelines. 

Wonderful.  Trouble  is,  the  industry  is 
moving  from  company-employed  agents 
toward  freelancers  juggling  multiple  brands 
with  varying  degrees  of  honesty  or  craft.  In 
1990  most  agents  worked  directly  for  in- 
surers; ten  years  later  it  was  the  reverse,  with 

FIVE  CAUTIONS 


an  estimated  480,000  inde- 
pendents versus  178,000 
company  types.  Seeking  to 
cut  down  on  payroll  and  ex- 
penses, many  insurers,  such 
as  Allstate  and  Equitable,  have  dumped 
their  agent  forces  and  contracted  out. 

The  chief  difference  between  the  two 
types  of  agents,  though,  is  that  insurers 
don't  tend  to  monitor  independent  sales 
practices  as  closely  as  in-house  ones.  True, 
states  require  agents  to  get  a  license,  but  that 
often  only  involves  paying  a  modest  sum 
($50  is  typical)  and  taking  an  easy  exam. 

"You  may  know  how  to  pass  the  exam, 
but  it  doesn't  mean  you  know  anything 
about  insurance,"  says  Robert  Hunter,  the 
Consumer  Federation  of  America's  insur- 
ance director.  Many  states  don't  require  a 
prelicensing  course  and  let  applicants  take 
a  quick  class  the  day  before  the  test.  Stock- 
brokers, by  contrast,  must  be  sponsored  by 
a  registered  firm,  take  a  brutal  six-hour  test 
and  be  run  through  the  FBI  database. 

This  lack  of  oversight  for  indepen- 
dents provides  an  opening  for  dummies 
and  scammers.  "These  people  can  work  at 
Jiffy  Lube  during  the  day  and  sell  insur- 
ance by  night,"  says  Washington,  D.C. 
lawyer  Ronald  A.  Uitz,  who  represents 
disgruntled  policyholders. 

Ask  Arthur  Robbins,  a  New  Hamp- 


shire-based marketing  executive,  about  ill 
dependent  agents.  One  such  sales  type  refj 
resenting  Old  Line  Life  hornswoggled  R 
bins,  now  46,  into  buying  something  tl 
guy  called  a  "money  accumulation  plai 
that  promised  an  8.2%  return  on  h 
money.  Robbins  went  on  to  buy  what  w 
in  fact  a  universal  life  policy  with  a  $17] 
million  death  benefit,  even  though  he  w 
single  with  no  dependents.  The  plan  w 
complex.  The  agent  talked  him  into  settii  jlv 
up  a  corporation  to  pay  half  his  premiur 
by  borrowing  the  money,  which  the  age 
claimed  made  the  interest  tax-deductibh 

After  paying  $800,000  in  two  years- 
half  of  it  borrowed — Robbins  realized  t! 
8.2%  return  was  only  on  a  fraction 
what  he  put  up.  He  joined  a  suit  in  19' 
against  American  General-owned  0(  T 
Line  Life,  which  won't  comment,  and  1; 
year  got  his  money  back. 

The  Marchants,  both  in  their  7( 
haven't  been  as  fortunate  with  indepe 
dent  agents  Howard  G.  Sims  (who  hac 
default  judgment  for  selling  unregister 
securities),  his  brother  Michael  (sar 
default  judgment,  also  a  burglary  conv 
tion)  and  Robert  A.  Price  (misdemean 
conviction  related  to  statutory  rape). 

According  to  the  Marchants'  statemt 
of  claim  filed  with  the  National  Associati 
of  Securities  Dealers,  in  1998  the  trio  tali 
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>*  Don't  do  business  vu :  h  an  agent 
who  comes  to  you  unsolicited. 
Seek  'our  own  advise 


2 


>^  Ignore  promises  about  returns 
unless  they  are  in  writing  and  come 
from  the  insurer. 


3 


■J&  Never  sign  under  pressure.  Any  le 
mate  seller  of  products  will  encourage 
you  to  seek  other  advice. 
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rhe  Marchants  say  their  $1.2  million  nest  egg  was  smashed  by 
sharpies  who  sold  them  a  PLAN  THEY  DIDN'T  NEED 


r  marks  into  placing  their  two  rental 
perties  into  two  charitable  remainder 
ts.  The  agents  and  the  charity  said  the 
1  would  sine  the  Marchants'  estate  from 
y  estate  and  capital  gains  taxes  upon 
ir  demise.  This  maneuver — the 
rchants  say  they  didn't  realize  their  $1.2 
ion  in  assets  were  below  the  threshold 
estate  taxes — set  the  couple  up  for  the 
its'  pitch.  The  Marchants  were  sold  an 
ensive  life  insurance  policy  to  replace  the 
le  of  the  charity-bound  assets  and  avoid 
rtchanging  their  children. 
Yet  the  plan,  say  the  Marchants,  didn't 
erate  enough  income  to  pay  the  premi- 
>  and  replace  the  income  from  the  do- 
id  properties.  It  soon  became  clear  that 
•chant,  a  retired  auditor  who  was  later 


diagnosed  with  cancer,  and  his  wife  would 
not  be  able  to  maintain  the  $37,500  annual 
premium  without  using  other  savings,  so 
they  canceled  the  policy.  The  case  is  being 
arbitrated  by  the  NASD  and  investigated  by 
the  California  Department  of  Insurance. 
Indianapolis  Life  and  Kansas  City  Life,  the 
two  insurers  in  the  incident,  won't  com- 
ment. The  sales  reps  say  in  NASD  filings  that 
the  Marchants  entered  into  the  transaction 
knowing  the  risks  and  of  their  free  will. 

Of  course,  none  of  this  means  indepen- 
dents are  a  legion  of  thieves.  The  vast  ma- 
jority are  fine,  upstanding  souls.  Plus,  a  few 
insurers  who  use  independents  do  keep  a 
close  eye  on  them.  Northwestern  Mutual 
fingerprints  agents,  does  background  checks 
and  reviews  all  customer  correspondence. 


Being  an  independent  agent,  honest  or 
not,  has  attractions:  Although  they  don't 
receive  benefits  and  must  pay  their  over- 
head, they  can  slice  off  as  much  as  80%  of 
a  first  year  premium  on  a  typical  cash-value 
policy,  while  company  reps  take  up  to  50%. 

Luckily  for  the  bad  eggs,  life  insurance 
is  subject  to  balkanized  state  regulations, 
which  are  often  lax.  Only  six  states  have 
broad  standards  for  selling  policies  suitable 
to  customers.  A  National  Association  of  In- 
surance Commissioners  panel  is  developing 
a  model  act  for  all  states  to  consider  adopt- 
ing. Insurers  are  resisting,  believing  their 
legal  liability  would  worsen. 

While  legal  remedies  aren't  quick  or 
certain,  buyers  can  take  steps  to  minimize 
the  odds  of  getting  hosed  (see  below).      F 


I 


"s.  Have  an  independent,  fee-only  adviser  (estate-planning  attorney, 
accountant  and/or  financial  planner)  review  the  policy  before  you 
sign  the  contract. 


5 


■js.  Go  to  your  state's  insurance  department 
to  see  if  complaints  have  been  filed  against 
the  agent. 
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B  Students 

If  a  recovery  comes,  high-yield  bonds  will  surge.  The  best  . 
buys  are  single-B  rated,  says  Northern  Funds'  Misenheimer. 


BY  DANIEL  KRUGER 

THE  HIGH-YIELD  BOND 
market  had  a  blah  2001, 
with  the  default  rate  jump- 
ing to  10.3%  from  2000's  5.9%, 
the  worst  since  1991.  But  lately 
there  are  hints  that  the  economy 
may  be  picking  up — good  news 
for  debt-burdened  companies.  If 
that  happens,  where's  the  best 
place  to  be  in  Junkland? 

To  J.  Eric  Misenheimer, 
Northern  High  Yield  Fixed 
Income  Fund's  manager,  single- 
B  bonds  are  the  most  attractive. 
Half  his  portfolio  is  at  the  B  level, 
which  lies  just  below  BB  in  the 
junk  food  chain.  Bs  are  the  more 
numerous,  with  48%  of  the 
market  and  $312  billion  (face 
amount)  outstanding;  for  BBs,  it's  37% 
and  $240  billion,  says  Standard  &  Poor's. 
Misenheimer,  39,  who  boxes  for  a 
hobby,  knows  that  those  who  can  endure 
a  battering  usually  win.  His  thinking  is 
the  Bs  that  have  survived  this  recession 
will  look  particularly  good  in  a  recovery 
and  will  soar  in  price.  In  1991,  which 
despite  its  high  default  rate  was  a  banner 
recovery  year  for  junk,  Bs  vaulted  an  aver- 
age 38%  in  price  and  BBs,  22%,  according 

illippiog^i^CiiiijaQiis 


to  Merrill  Lynch's  chief  junk  strategist, 
Martin  Fridson.  This  time  around,  pre- 
dicts Fridson,  the  bounce-back  will  be  less 
pronounced  but  still  nice. 

While  waiting  for  a  price  rebound, 
there's  the  yield  consolation.  Misen- 
heimer notes  that  B+  bonds,  the  high- 
est of  the  three  tiers  in  the  B  class,  pay 
two  more  percentage  points  than  BBs — 
and  have  little  extra  risk  of  default 
losses.  The  increment  in  the  coupon, 


Single-Bs  are  riskier  than  double-Bs,  but  n 
yields.  These  mutual  funds  like  this  kind  of 

Share  of 
single-B 
Fund                                                 bonds 

ot  by  much,  and  they  offe 
junk. 

TOTAL  RETURN' 

r  better 

Annual 
expenses 
per  $100 

|  5  years 

12mos 

Columbia  High-Yield                        50% 

6.1% 

2.5% 

$0.93 

Janus  High-Yield 

5.4 

1.2 

1.00 

Northern  High  Yield  Fixed  Inc.        53 

NA 

-1.4 

0.90 

Pioneer  High  Yield-A                      50 

NA 

9.9 

0.96 

T.  Rowe  Price  High-Yield                 61 

-0.6 

0.83 
0.90 

Strong  High  Yield  Bond  Inv             50 

-10.5 

'Through  Mar.  5,  annualized.  NA:  Not  applicable.  Source:  Morningstar,  Inc 

that  is,  is  almost  pure  profit. 

Misenheimer  has  his  standards  wh 
combing  through  possible  junk  pu 
chases.  He  looks  for  issues  with  sufficie 
earnings  before  interest  and  taxes  (ai: 
nonrecurring  charges)  to  cover  curre 
interest  payments  at  least  two  times.  $ 
wants  companies  with  solid  busine 
plans,  strong  operating  margi 
and  low  debt. 

Result:  His  $260  million  fur 
had  a  7.1%  total  return  in  200 
when  the  average  junk  fund  w 
lucky  to  eke  out  1.8%.  Throu; 
early  March  on  a  12-month  traili 
basis,  Northern  High  Yield  w 
down  1.4%  amid  a  still-flounde  il)" 
ing  market.  Since  most  investc 
get  into  junk  via  mutual  func 
we've  assembled  a  roster  of  fun.  \\M 
with  the  bulk  of  their  holdings 
Bs  (see  table).  All  have  expen 
ratios  of  less  then  the  1.3%  avers 
for  high-yield  funds. 

The  Northern  and  Pione 
funds  are  less  than  five  years  c 
(Northern's  started  August  199: 
so  we  can't  rate  them  over  tr 
span.  But  three  of  the  four  others  on  o 
list  beat  the  Merrill  junk  index's  3.5 
annualized  return  for  the  period.  0\ 
the  past  12  months  Pioneer  has  return!  ^ 
a  tidy  9.9%,  largely  thanks  to  single 
convertible  bonds  like  those  of  chipmal 
Conexant.  The  price  of  that  bond  1 
doubled  since  its  summer  low.  The  Stro 
fund,  down  10.5%,  suffers  from  Glol 
Crossing's  collapse. 

At  Northern,  Misenheimer  has  put 
money  behind  the  bonds  of  compan 
like  American  Media,  publisher  of  the  Is 
tional  Enquirer  and  other  supermari 
tabloids.  These  may  not  be  high-class,  1 
4.6  million  people  buy  them  regularly,  t 
other  of  Misenheimer's  favorite  comj 
nies  is  frozen-dinner  maker  Luigin< 
whose  brands  include  Budget  Gourr 
and  Michelina's.  Misenheimer  notes  t 
Luigino's  has  been  able  to  increase  its 
terest  coverage  to  3.8  times  from  2.8  tir 
in  the  last  three  years.  Another  pick:  Pet 
the  number  two  pet  supplies  retai 
whose  $275  million  stock  offering  in  F 
ruary  makes  the  560-store  chain  less 
liant  on  debt  to  fuel  its  growth. 
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BE    PART   OF   ONE   OF  THE   MOST   POWERFUL 
EVENTS    IN   BUSINESS   TODAY 

Join  us  and  give  your  employees  the  opportunity  to  explore  new  ways  of  succeeding 
inside  and  outside  company  walls  with  the  world's  most  extraordinary  leaders. 

On  April  1 1  we'll  connect  thousands  of  people  around  the  world  in  an  unprecedented 
Global  Town  Hall  called  MainEvent.  We  eliminate  the  hassle  of  travel,  making  it  possible 
for  your  employees  to  participate — even  from  the  comfort  of  their  own  offices. 

The  3rd  Annual  MainEvent  will  be  an  unparalleled  forum  connecting  global  leaders  and 
participants  in  a  provocative  and  interactive  conversation  about  leadership,  corporate  cul- 
ture and  diversity.  Attendees  will  obtain  actionable  tools  that  improve  the  way  people 
manage  and  work  in  today's  challenging  busi- 
ness environment. 

MainEvent  2002  will  be  telecast  live  via  satellite 
to  hundreds  of  locations  worldwide  and,  for  the 
first  time,  through  an  interactive  webcast,  allow- 
ing you.  your  employees  and  colleagues  not  only 
to  be  inspired,  but  to  expand  and  deepen  your 
understanding  of  what  it  takes  to  be  successful 
managers  and  leaders  in  business  today. 


MainEvent    2002  Topics: 

•  Finding  Heroism  In  Your  Work 

•  The  Truth  About  the  24/7  World  Of  Communication 

•  We  re  All  Connected:  How  To  Create  The 
Network  Of  Your  Lifetime 

•  The  Best  Leadership  Is  Gender  Neutral 


The    Panelists    Include: 

Charlotte  Beers, 

Former  Chair.  J  Walter  Thompson; 
Undersecretary  of  State  for  Public  Diplomacy 

Kathleen  Bader, 

Business  Group  Vice  President,  Dow  Chemical 

David  Gergen, 

Professor  of  Public  Service,  Kennedy 
School  of  Government.  Harvard  University 

Anne  Mulcahy, 
CEO,  Xerox 

Tom  Peters, 

Author  &  Management  Guru 

Elizabeth  J.  Smith, 

Managing  Director,  GE,  IBM  Corporation 

Kim  Sung  Joo. 

CEO,  Sung  Joo  International 

Paula  Zahn, 

CNN  anchorwoman 

And  many  more 


Give  your  employees  the  opportunity  to  engage  in 
Womenfuture's  powerful  MainEvent  2002,  Contact  us  at 
917  452  0290  or  visit  www.womenfuture.com  to  regis- 
ter your  company  to  attend  via  satellite  or  webcast. 

Companies  of  all  sizes  are  invited  to  participate. 


Strategic    Partners 


accenture 


ARNOLD  &  PORTER 


Bakgk  &  M<?Kknzik 


Media    Partners: 


to  ryjjry 


*NYSE 

New  York  Stuck  Exchange 


tompeters* 

x  company 


Forbes       ©pbs 

CAPITALIST   TOOL  ^^JjT 


women 


It's  amazing 

how  much 

attention  a 

plain  text 

ad  can  get. 


Gck  g 

www.google.com 


Text  ads  on  Google  are 
keyword  targeted  and 
appear  on  clutter-free 
search  result  pages.  No 
GIFs,  pop-ups  or  flash- 
ing logos.  The  result  has 
been  an  average  click- 
through  rate  5  times  the 
industry  standard. 

Relevant  advertising. 
No  distractions.  Great 
results.  That's  not  really 
surprising,  is  it? 

To  improve  your  online 
advertising  ROI,  contact 
us  at  ad2@google.com. 
Or  call  (650)930-3595. 

Google's  advertising 
program.  It's  simple. 
And  it  works. 


MONEY  &  INVESTING  I  STOCK  FOCUS 


Happy  Returns 

A  rising  return  on  equity  is  a  sign  that  management  is  giving 
shareholders  more  for  their  money. 


BYTRICIA  MCGINNIS 

COMPARED  TO  FINANCIAL 
metrics  like  earnings 
growth  and  the  price/earn- 
ings ratio,  return  on  equity  is  not 
a  clear-cut  indicator  of  invest- 
ment worth.  The  equity  in  this 
ratio  can  be  artificially  depressed 
by  writedowns  or  share  buy- 
backs.  Still,  a  rising  ROE  is  often 
a  hint  of  financial  success,  since 
it  may  mean  that  a  corporation 
is  boosting  profits  without  pour- 
ing new  equity  capital  into  its 
business. 

One  ROE  standout  is  dis- 
count retailer  TJX,  whose  42%  12-month 
figure  is  up  from  27%  five  years  ago — a 
56%  improvement.  Framingham,  Mass.- 
based  TJX  operates  Marshall's  and  T.J. 
Maxx  stores,  and  has  the  fourth-highest 
return  on  equity  in  the  U.S.  retailing 
industry.  Although  TJX  is  priced  close  to 
its  five-year  high,  it  sells  for  18  times  esti- 
mated 2002  profits  versus  a  multiple  of  27 
for  the  retailing  industry. 

Along  with  other  discounters,  TJX 
had  a  strong  fourth  quarter,  ended  in 
January  2002,  with  17%  year- over-year 
gains  in  both  sales  and  profits.  In  2002 
the  $10.7  billion  (sales)  company  plans 
to  expand  its  Marshall's  and  TJ.Maxx 
U.S.  store  base  by  6%,  while  it  hopes 


Jfeeain£ShatehtMersJi 


to  add  outlets  to  its  newer  divisions 
HomeGoods  and  A.J.  Wright— by  29c' 
and  67%,  respectively. 

The  table  below  lists  five  stocks,  foi 
of  whose  12-month  ROE's  are  up  by  .-j  ™., 
least  a  half  over  the  five-year-ago  ROE.  V 
dropped  highly  leveraged  companies  ar 
stocks  that  show  frothy  ROEs  only  becau. 
they  decimated  their  equity  base. 

In  our  list,  ROE  is  calculated  by  takir 
the  net  income  over  the  latest  four  qua 
ters  and  dividing  it  by  shareholder 
equity.  The  latter  is  the  average  of  shar 
holders'  equity  at  the  beginning  and  er 
of  the  12-month  period. 

For  an  expanded  list  of  similar  con 
panies  go  to  www.forbes.com/ROE. 


\ 


ini.i 


l(u/. 


m 


By  increasing  their  return  on  equity  by  more  than  50%  from  five  years  ago,  these 
five  companies  now  surpass  the  average  profitability  of  their  industries. 

MIURNJULEQJIJTJL  2002  ESTtl 

EPS 

growth 


Company 


Price 


Aaon 


$25.00 


ICT  Group 


18.60 


Merit  Medical  Sys       17.20 


Ruby  Tuesday 


21.98 


TJX 


39.78 


latest 
12  months 


5-year 
%  change 


36% 


155% 


13 


16 


375 


23 


94 


42 


58 


P/E 


14 


14% 


19 


56 


21 


27 


17 


18 


18 


16 


Prices  as  of  Mar.  7  'Company  began  period  with  a  net  loss.  Sources:  Bloomberg  Financial  Markets;  FT  Interactive  Data 
and  Market  Guide  via  FactSet  Research  Systems. 
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Forbes 


IDEA: 

■ANOTCCHNOLOCY 


Instant  Advertiser  Information 

To  receive  free  information  from  Forbes  advertisers 
visit  their  web  sites  or  call  the  listed  phone  numbers 


Automotive 


Acura 

-800-TO-ACl  R  \ 

hvw.acura.com 

GMC 
pvw.GMC.coai 

Wissan 
lhvw.nissandriven.com 


Toyota 

u  w.tov  ota.com/tomorrow 


Toyota  Motor  Sales  USA 
-800-GO-TOYOTA 
rwW.T0Y0TA.COM 

a  Business  to  Business 

^AEP 
rww.aep.com 

mConsumer  Products/Services 

KINKO'S 
■irw.kinkos.com 

uFinancial  Services 

^Charles  Schwab  &  Co. 

-800-540-0086 

.  w  w  charlesschwab.com 

JB  Oxford  &  Company 
-800-JB-OXFORD 
.uw.jboxford.com 


^Travel 

Holland  America 

1-800-336-2687 

\vu  vv.hollandamerica.com 


mlBusiness  Continuity 
Disaster  Recovery 

^  Strohl  Systems 
www.strohl.com 

^  EMC 
www.emc.com 

"^  Opserver 
uwvv.opscrver.com 

^Sony 

www.sony.coin 

^  AT&T 
www.att.com. 

^  Hitachi 
wvvvv.hitachi.com 


H 


Business  Classified 


^"Academic  Resource  Center 

1-800-951-1203 
www.arrc.org 

^  Bally  Financial  Group,  Inc. 

1-888-539-5006/Louis 

^  BusinessCreditUSA.com 
1-888-274-5325 

^Capital  Asset  management 
1-80Q-7 10-0002 
www.assetprotection.com 


^Delaware  Business  Inc. 

1-800-423-2993 
www.e-incorporate.com 

°n  Fridgedoor.  com 

1-800-501-3953 

www.fridgedoor.com/biz.html 

^InfoUSA 

1-800-555-5335 

^International  Funding  Group 

www.cynton.com 

^Millennium  Investment  Partners 

1-866-4-1 -space  or  1-866-417-7223 

^Nationwide 

1-800-995-0049  ext  7675 

^Publishers  Group 
1-800-675-6144 

^f] Registered  Agents,  LTD 
1-800-441-5940  www.IncUSA.com 

^Steven  Sears  CPA/Attorney 

1-714-544-0622 
www.searsatty.com 

^Toner  Plus/Ramora™ 

1-800-383-5564 

www.ramaraU  .com 


-1j=Web  visit  phone  call  onlj 
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MONEY  &  INVESTING 


Makers  &  Breakers 


The  Pharma  Factor 

LAST  YEAR  BAXTER  INTERNATIONAL 

scored  record  sales  of  $7.7  bil- 
lion, mostly  in  its  established 
medical-equipment  businesses 
focusing  on  drug-delivery  sys- 
tems, blood  collection  and  kid- 
ney dialysis.  To  keep  up  the  mo- 
mentum Baxter  (NYSE:  BAX)  is 
expanding  into  pharmaceuti- 
cals. It  bought  German  cancer- 
drug  outfit  Asta  Medica  Oncol- 
ogy in  2001,  and  by  2005  aims 
to  quintuple  sales  of  cancer 
products  to  $1  billion. 

John  Schroer,  president  of 
hedge  fund  Itros  Capital  Management,  is  particularly  jazzed 
about  Baxter's  booming  hemophilia  drug.  Factor  VIII  pro- 
vides a  blood  component  absent  in  hemophiliacs  that  allows 
blood  to  clot  normally.  The  drug  is  in  great  demand  by  the  na- 
tion's 40,000  hemophiliacs.  Many  take  Factor  VIII  prophy- 
lactically  before  participating  in  risky  activities  like  sports. 

Baxter  sold  $750  million  of  the  drug  last  year  and  is  on  tar- 
get to  sell  $1.3  billion  in  2003.  The  drug's  operating  margins  are 
50%,  double  those  of  the  company's  total  product  line. 

Factor  VIII's  prospects  are  welcome  at  Baxter,  which  has 
been  hurt  by  more  than  50  deaths  linked  to  the  company's  kid- 
ney dialysis  blood  niters.  The  costs  of  discontinuing  the  blood 
filters  and  of  acquisitions  led  to  a  fourth-quarter  loss  and  a  17% 
drop  in  2001  net  income  to  $612  million.  That  mars  an  other- 
wise superb  long-term  record  for  earnings, 
which  have  doubled  since  1996.  At  $55,  Baxter 
shares  trade  for  26  times  Schroer's  2002  earn- 
ings estimate. 

— Christopher  Helman 


For  more  financial  stats,  go  to  www.forbes.com/makj 


for  the  fourth- quarter.  The  profit  warning  last  August  I 
its  shares  skidding.  At  $28,  the  stock  trades  35%  below 
52-week  high. 

Still,  Philip  J.  Orlando,  manager  of  the  Value  Line  Centur: 
Fund,  likes  American  Eagle's  chances  in  that  fight.  Orlando  c: 
cleaner  stores  and  superior  merchandise.  American  Eagle  g 
for  20  times  trailing  earnings — cheap  relative  to  a  five-yj 
average  of  28.  — Andrew  T.  Gil 

Paper  Tiger 

WOOD  PULP  AND  PAPER  ARE  AMONG  THE  MOST  CYCLICAL 
commodities.  After  hitting  a  high  of  $610  per  metric  ton  ea 
last  year,  newsprint's  price  has  tumbled  to  $480.  That 
ripped  apart  the  2001  showings  of  pa' 
companies  like  bowater,  whose  reven 
dipped  2%  to  $2.45  billion  and  net 
come  54%  to  $73  million. 

Mark  Wilde,  paper  and  forest  prodi 
analyst  for  Deutsche  Banc  Alex.  Bro\ 
thinks  prices  are  scraping  bottom- 
time  for  investors  to  buy  the  stock.  Wi 
sees  Bowater  (NYSE:  BOW)  as  the  best  bet  to  benefit  from 
upswing.  It  has  boosted  pulp  and  paper  capacity  by  160%  i 
lumber  capacity  by  400%  since  1995.  Also,  Bowater  has  kept  a 
on  labor  costs. 

Because  of  the  depressed  earnings,  the  $52  stock  hi 
seemingly  high  P/E  of  39.  Nevertheless,  there's  value  here.  W:. 
expects  earnings  per  share  to  explode  from  this  year's  projec 
$1.30  loss  to  an  $1 1.30  gain  at  the  next  peak  cycle,  expectec 
two  years.  Paper  stocks  should  max  out  two  or  three  quar 
before  that.  — C 


Game  Over 


Retail,  Dude 


CLOTHING  RETAILER  AMERICAN  EAGLE  OUTFIT- 
TERS has  kept  picky  teenagers  happy  with  low 
prices  and  styles  showcased  on  MTV  and  the 
WB  Network.  The  632  -store  chain's  sales  have 
expanded  at  a  35%  annu- 
'  clip  since  1997. 
t'a  price-cutting 
war  h  archrival  Aber- 
crombie  &  Fitch  slashed 
Amen,   n  Eagle's 

net  income 
by  1 1%,  to  $44  million 


For  THQ,  maker  of  videogames  like  WWF  Raw,  2001  was  a 
banner  year.  Net  income  doubled  to  $36  million.  But  game 
software  is  a  hit-driven  business,  dependent  on  rollouts  of 
new  gaming  platforms  and  hot  titles.  And  with  the  128-bit 
X-box  making  its  much-hyped  debut,  last  year  was  the  top 
of  the  cycle  for  companies  like  THQ  (Nasdaq:  THQl),  says 
H.D.  Brous  &  Co.  analyst  Howard  Rosencrans. 

Also  weighing  down  THQ  is  an  overreliance  on  World 
Wrestling  Federation  tides,  which  made  up  a  third  of  its  sales.  The  once-hot  WW 
TV  ratings  are  slumping.  Also,  Rosencrans  estimates,  THQ  capitalizes  80%  of  pro 
uct  creation  costs  (meaning  the  reckoning  for  the  cost  on  the  income  statement 
postponed)  compared  with  35%  for  sector  leader  Electronic  Arts.  If  its  games  flc 
THQ  could  be  forced  to  take  a  charge  on  diose  costs,  he  says.  THQ  says  it  has  tak 
only  one  small  charge  in  its  seven-year  history.  At  a  recent  $50,  THQ  shares  havi 
36  P/E.  Short  il  and  cover  at  $30  ($20  after  a  Mar.  26  stock  split).  — Daniel  Kru[ 
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introducing  Three  New  Ways 

to  Get  Great  Investment  Advice: 


Makers  &  Breakers, 

Makers  &  Breakers, 

Makers  &  Breakers. 
\ 

Now  there  are  three  sides  to  every  investment  story.  Makers  &  Breakers™  in  Forbes  magazine,  on 
Forbes  on  Fox  and  at  Forbes.com/makersandbreakers. 

In  each  case  you  get  the  clear,  concise  facts  and  counter-conventional  views  and  opinions  that  have 
made  Forbes  the  most-respected  brand  among  senior  executives  and  decision  makers. 

Makers  &  Breakers  gives  you  all  the  information  you  need  to  invest  wisely.  In  Forbes  magazine  our 
editors  write  in  the  Makers  &  Breakers  column  about  their  top  picks  and  pans. 

On  the  Makers  &  Breakers  segment  of  Forbes  on  Fox  you'll  see  our  editors  wrestle  with  Wall 
Street's  best  brains  on  where  to  invest  and  why. 

Then  you  can  go  to  Forbes.com/makersandbreakers  to  use  all  the  powerful  tools  ofForbes.com  to 
get  the  research  information  you  need  before  you  invest. 

Get  all  the  information  you  need  to  invest  wisely  from  Forbes  Makers  &  Breakers.  It's  three  times  better. 
Makers  &  Breakers.    The  three  sides  to  every  investment  story. 

Sponsored  exclusively  by  Frankiin/Terapleton. 


FRANKLIN  TEMPLETON  F()rt)GS 

INVESTMENTS  cap.tal.st  too, 


Forbes  on  Fox  appears  Saturday  mornings  on  the  Fox  News  Channel.   Check  your  local  listings  for  time  and  channel. 


Portfolio  Strategy  By  Kenneth  L.  Fisher 

Myopia 


SO?  HAVE  I  BEEN  WRONG?  DO  WE  HAVE  A  BULL 
market?  The  S&P  climbed  7%  between  Feb.  22  and 
Mar.  8. 1  think  this  is  just  another  sucker  rally  in  a  long 
bear  market.  I  may  be  wrong.  Yet  the  logical  conclu- 
sion to  draw  from  this  winter's  rally  is  that  almost 
everyone  is  myopic  now,  unable  to  see  anything  except  what 
stares  them  in  the  face.  One  of  evolutionary  psychology's  great 
lessons  is  that  people  are  naturally  shortsighted. 

Immediate  events  drive  us  emotionally  in  all  our  market 
conclusions  and  actions,  far  more  than  any  intermediate  or 
long-term  force.  Why  do  folks  believe  stocks  will  rise  now? 
Largely  because  they've  been 
rising.  If  you  want  to  avoid  get- 
ting hurt  in  the  next  big  market 
move — up  or  down —  learn  to 
look  beyond  today's  news. 

Just  lately,  after  we've  been 
through  Enronmania,  all  news 
is  seen  as  good.  Sentiment  has 
soared.  While  that  may  seem  to 
be  a  bullish  signal,  it  really  is 
bearish.  The  more  we  feel  good 
about  the  U.S.  economy,  the 
more  risk  stocks  hold. 

The  myopia  extends  far 
afield  of  the  market.  We  have 
one  of  America's  most  popular 
Presidents  ever,  according  to  the 
opinion  polls.  Why?  I  don't 
know.  Aside  from  having  been 
there  on  Sept.  1 1  and  having  later  made  only  a  few  grave  mis- 
takes, like  hiking  tariffs  on  steel,  George  W.  Bush  has  done  little. 
Hence,  there's  little  to  make  us  think  that  he  is  wonderful.  Most 
Americans  do,  though. 

As  I  write  in  early  March,  the  news  is  that  February  unem- 
ployment fell.  Stocks  responded  by  soaring.  The  news  was  good 
enough  for  most  investors.  They're  myopic. 

Federal  Reserve  Chairman  Alan  Greenspan  on  Mar.  7  publicly 
declared  an  economic  recovery  was  under  way.  Almost  everyone 
feels  that,  if  Greenspan  is  happy,  they  should  be,  too.  What  he  says 
must  be  correct  and  good  enough  few  them.  Myopic. 

In  all  my  studies  of  financial  history,  I'm  unaware  of  a  new 
bull  market  that  began  with  Wall  Street  strategists  and  press 
commentators  expe  fig  prices  that  then  materialized  as 

expected.  Historically,  the  reverse  takes  plac  any  months 

prices  climb  the  proverbial   \-  Jl  of  worry"  amid  had  news,  but 
pull  back  on  any  good  n.  now. 

I've  never  seen  a  new  bull  market  so  many  nor- 

mal investors,  ones  who  i  arket  calls, 


Shortsightedness 

rules  when  folks 

believe  the  winter 

uptick  is  more  than 

a  sucker  rally.  The 

market  is  no  higher 

than  in  January— 

but  sentiment  sure 

is  higher. 


loudly  proclaim  they  know  tl| 
is  real  and,  what's  more,  knev 
all  along.  Myopic. 

In  my  lifetime  only  o:| 
recession,  the  1990  downtutl 
didn't  do  a  double  dip.  The  nc 
mal  recessionary  path  is  to  fa 
few  quarters  under  heavy  invel 
tory  liquidation,  pick  up  fon 
quarter  or  two,  then  relapa 
Take  the  1969-70  recession.  T\| 
quarters  of  mild  econor 
decline  were  largely  made  up  for  by  two  quarters  of  advan^ 
only  to  relapse  violenfiy  in  late  1970. 

Any  economic  bottom  in  200 1  was  invisible.  If  real,  it  wot 
be  our  first  in  which  a  recession  ended  before  the  bear  mari| 
did.  Normally  stocks  lead  the  economy,  they  do  not  lag  it. 

The  latest  market  run-up,  starting  Feb.  22,  does  not  brel 
the  bear  market  pattern.  Since  the  down  market  started] 
March  2000,  there  have  been  eight  other  upward  moves  of  7.! 
or  more  lasting  1 1  trading  days  or  more.  This  is  number  niil 
The  market  is  no  higher  than  in  December  or  January.  But  se| 
timent  sure  is  higher.  Talk  about  a  bearish  indicator. 

The  most  bullish  thing  in  this  uptick  is  that  for  the  first  till 
in  many  months  foreign  markets  have  joined  in  fully.  Al 
detailed  in  my  July  23,  2001  column,  after  last  spring's  sudl 
rally,  you  can't  have  a  real  U.S.  bull  market  without  major  ovJ 
seas  participation.  And  thus  this  up  move  has  a  greater  possibj 
ity  than  usual  of  lasting. 

Yes,  there  is  always  a  remote  possibility  of  the  markel 
doing  something  truly  unique.  Sometimes,  obviously  vfl 
rarely,  that  will  happen.  If  such  is  the  case  now,  the  result  is  til 
any  predictions  going  forward  will  be  tougher  to  make.  El 
what's  more  likely,  with  all  these  optimists  around,  is  that  t| 
rally  is  temporary. 

I  detailed  for  you  in  my  Dec.  10,  2001  column  my  "Thil 
Strikes  and  I'm  In"  rule:  The  S&P  must  climb  past  three  barril 
for  me  to  decide  I  was  wrong  and  dive  headfirst  into  stocks.  Tl 
( 1 100  and  1 130)  have  already  been  passed.  The  third,  as  I  wr< 
then:  "Moving  above  1200  for  several  more  weeks."  From  b 
1 200  seems  close,  yet  it  actually  is  quite  distant.  My  best  gues  I 
that  the  market  won't  get  past  the  1200  mark  soon.  Lots  of  in  j 
gestion  lies  ahead  before  we  reach  that  level. 

But  I  may  be  wrong.  If  the  S&P  heads  above  1200  and  <| 
sustain  that  altitude  for  two  weeks — and  unless  the  Marti, 
have  landed — you  will  know  I'm  fully  invested.  Until  thj 
don't  be  myopic. 


T7/Yt"F*<*C  I  Kenneth  L.  Fisher  is  a  Woodside.Calif.-based  money  manager. 
— — — i— ...        I  Visit  his  home  page  at  www.forbes.com/fisher. 
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Vew.  Live.  Only  on  FOX. 
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the  truth. 

A  distinguished  journalist 
reveals  it. 

And  both  go  by  the  name 
Greta. 


I  On  the- 


ran 


*^^ifc 


'•' 


10pm  ET  Weeknights 


You  decide. 


3  Network  America  Trusts  for  Fair  and  Balanced  News" 


Financial  Strategy  By  A.  Gary  Shilling 

Enjoy  the  Next  Bond  Rally 


REMEMBER  THE  PREDICTION  THAT  TREASURYS  WOULD 
disappear?  You  don't  hear  that  any  more.  The  federal 
budget  surplus  faded  fast  with  the  recession.  Now 
many  investors  are  fretting  that  renewed  federal  bor- 
rowing, on  top  of  private  sector  debt,  will  push  inter- 
est rates  up.  Unlikely.  In  fact,  rates  will  keep  falling  and  bonds, 
particularly  Treasurys,  are  positioned  for  a  new  rally. 

Sure,  the  end  of  government  surpluses  is  disconcertingly 
sudden.  The  deficit,  equal  to  5.2%  of  gross  domestic  product  in 
April  1998,  turned  into  a  2.6%  surplus  (its  peak)  at  2000's  end. 
By  fiscal  2003,  however,  the  Congressional  Budget  Office  fore- 
casts a  relatively  small  $14  bil- 
lion deficit. 

The  new  federal  budget  also 
will  be  pressured  by  the  mild 
deflation  I  anticipate.  One  rea- 
son: Inflation,  which  once 
pushed  taxpayers  into  higher 
brackets,  won't  be  performing 
that  revenue-generating  service. 
Note:  Some  brackets  are  indexed 
for  inflation,  but  the  exemption 
in  the  alternative  minimum  tax 
is  not  (see  p.  72). 

The  more  important  eco- 
nomic development,  though, 
concerns  private  sector  debt, 
which  expanded  enormously 
during  the  1990s  and  overshad- 
owed federal  deleveraging.  Cor- 
porate debt  outstanding  leaped  from  37%  of  GDP  in  the  fourth 
quarter  of  1994  to  48%  in  last  year's  third  quarter.  Throw  in 
bull-market-fed  derivatives  and  off-balance-sheet  legerdemain, 
and  the  jump  was  undoubtedly  much  bigger.  During  the  same 
period,  consumer  indebtedness  (including  mortgages)  also 
climbed,  from  58%  of  GDP  to  68%.  When  the  stock  market  was 
roaring,  saving  was  for  wimps.  Overall,  1990s  savings  far  under- 
shot capital-spending-led  demand  for  funds,  but  interest  rates 
still  fell  with  growing  deflationary  forces. 

Guess  what?  Nongovernment  debt  is  about  to  shrink.  Busi- 
nesses and  consumers  will  be  pa)  ing  down  debt  faster  than  any 
federal  government  increases.  Right  now,  corporate  debt  ($  1.9 
trillion)  and  consumer  debt  ($6.9  trillion)  dwarf  outstanding 
federal  public  i  trillion). 

First,  consid  r  corpo  ite  debt.  The  Enron  fiasco  character- 
ized the  unwin  veraging  excesses  of  die  late  1990s. 
Virtual  Enron-!ike  finan<  empires  are  disappearing.  "Pro 
forma"  accoui  i  ig  ■  i\  to  generally 
accepted  accoui  •    mgi  sss,  the 


Don't  fret  that  the 
government  is 

running  a  deficit. 

Consumers  and 

corporations  will 

pay  down  their 

debts,  sending 

interest  rates 

downward. 
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Securities  &  Exchange  Cor 
mission,  bank  regulators  ai 
credit  rating  agencies  are  ; 
striving  to  show  they're  on  t 
job,  even  if  they  were  asleep  es 
lier.  A  round  of  overregulati( 
is  assured  that  will  put  the  fe 
of  God  in  the  management 
any  highly  leveraged  compan' 
Expect  more  credit  dow 
grades.  Bank  regulators  a 
probing  securitizations  to  s 
how  much  risk  originating  financial  institutions  retain.  Off-bi 
ance-sheet  financings  will  shrivel  away  as  the  Fin; 
Accounting  Standards  Board  and  the  SEC  tighten  the  rules 
thetic  leases,  another  financing  maneuver  and  tax  dodge,  i 
under  fire. 

After  Enron,  news  about  accounting  investigations  is  poisi 
to  a  company's  stock.  Skyrocketing  stocks  once  made  accoui 
ing  irrelevant;  the  opposite  is  true  today.  Now  that  investc 
care,  and  care  a  lot,  IBM,  Tyco  and  many  others  are  lining  up 
deliver  true  confessions  about  what's  beneath  the  corporate  v< 
Suddenly  balance  sheets  matter — just  as  they  did  a  decade  a 
after  the  real  estate  and  bank  loan  disaster.  Investors  appreci; 
anew  that  a  balance  sheet,  truthfully  assembled,  tells  tht 
whether  a  company  can  survive.  In  tough  times,  rosy  earnir 
forecasts  don't  give  such  assurance. 

Consumers,  as  I've  noted  in  many  earlier  columns,  also  v 
be  paying  down  their  debts  in  the  years  ahead.  The  del 
financed  spending  binge  of  the  last  two  decades  is  giving  way 
a  saving  spree.  The  stock  appreciation  that  shareholders  rel 
on  in  lieu  of  saving  from  current  income  is  gone.  The  posh 
babies  need  to  salt  away  retirement  funds,  and  can,  since  the) 
in  the  peak  earnings  years  and  their  kids,  with  all  those  tuiti 
payments,  are  leaving.  A  recent  Gallup  poll  found  2 
investors  in  their  50s  planning  to  cope  with  stock  losses  by  pc 
poning  retirement. 

That's  why  the  demise  of  federal  surpluses  doesn't  mat 
Not  only  will  saving  rise  as  a  share  of  GDP,  but  investmei 
portion  will  slip  in  the  aftermath  of  the  huge  excess  capac 
created  by  the  earlier  tech  spending  orgy.  Throw  in  mild  de 
tion,  and  lower  interest  rates  are  in  the  offing.  The  "bond  r; 
of  a  lifetime,"  which  I  identified  in  1981  when  long  Treasu 
yielded  14.7%,  has  brought  yields  to  5.5%  and  should  furt 
push  them  to  my  long-held  target  of  3%.  That's  the  best  fin 
rial  news  you  can  hear — if  you  already  own  bonds.  Stick  to 
ones  protected  against  early  calls,  especially  Treasurys. 


Forbes 


A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co..  economic  consultan  | 
and  investment  advisers.  Visit  his  home  page  at  www.forbes.com/shilling. 
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Antisense  and  Sensibili 

STANLEY  CROOKE  labored  for  a  decade  to  perfect  a  powerful  new  class  of  druj 
His  years  of  struggle  may  be  about  to  pay  off  |  by  zina  moukheiber 


m  E  SPENT  THE  BETTER  PART  OF 
the  1990s  riding  high  on  the  promise  of  a  new 
class  of  drugs  called  antisense.  As  chief  executive 
of  Isis  Pharmaceuticals  in  Carlsbad,  Calif,  Stanley 
Crooke  hoped  to  lead  a  radical  shift  away  from 
traditional  medicine — the  biochemical  equiva- 
lent of  swatting  a  fly  with  a  sledgehammer-— to 
an  approach  that  more  resembles  crushing  one 
fly  at  a  time  in  midair  with  a  tweezer. 

Antisense  drugs  are  named  after  one  of 
DNA's  two  strands  in  its  double-helix  structure, 
which  are  known  as  sense  and  antisense.  The 
experimental  drugs  latch  on  to  the  sense  strand 
of  RNA,  a  messenger  form  of  DNA,  thereby 
blocking  the  RNA  from  producing  proteins  that 
cause  disease. 

But  repeated  disappointments  have  led 
some  experts  to  doubt  whether  antisense  makes 
any  sense  at  all.  In  1999  Isis'  long-awaited  drug 
for  Crohn's  disease,  a  severe  intestinal  disorder, 
failed  to  outperform  a  sugar  pill  in  a  pivotal  test 
with  300  patients.  Within  days  its  shares  fell 
from  $16  to  $5.  Crooke  had  to  lay  off  40%  of  his 
employees  and  was  down  to  $53  million  in  cash, 
enough  to  last  only  two  years.  A  key  rival,  Gilead 
Sciences,  abandoned  its  antisense  research, 
claiming  the  science  doesn't  work.  "It  wasn't  fun 
being  a  pariah,"  says  Crooke,  57. 

But  Crooke  could  vet  strike  it  rich.  Antisense 
is  staging  a  comeback,  and  Isis  is  the  clear  leader. 
He  now  has  12  drugs  in  the  pipeline,  half  in  late 
stage,  to  treat  cancer,  ulcerative  colitis  and 
hepatitis  C.  In  August  Eli  Lill)  agreed  to  pay  Isis 
up  to  $400  million  over  four  years  for  research 
and  the  rights  to  a  lung  cancer  drug,  now  in 
late-stage  trials.  So  far  the  drug  has  helped 
chemotherapy  patients  in  ive  twice  as  long  as 
did  patients  on  chei  n  one.  ]  ill  and  Isis 
intend  to  uncover  othei  x  compounds. 

"To  me,  data  talks,"  s;  i   I  DiMarchi, 

Lilly's  group  vice  presid  iotechnology. 
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In  December  Crooke  landed  another  win,  entering  into  a 
•e-vear  collaboration  with  Amgen  to  discover  new  antisense 
gs.  Other  partners  include  Merck,  AstraZeneca  and  Johnson 
>hnson.  Even  the  Crohn's  disease  drug  is  back  on  track  and  is 
i  in  late-stage  trials.  Isis,  with  $56  million  in  2001  revenue, 
I  has  $312  million  in  cash  and  short-term  paper,  thanks  in 
t  to  a  $1 15  million  stock  sale  in  October. 
Yet  the  setbacks  continue.  Last  month  trial  results  showed 
:  an  Isis  compound  for  psoriasis  failed  to  show  significant 
irovement  in  patients'  skin,  and  shares  fell  16%  to  $15. 
Antisense  first  seduced  Crooke  in  1987,  when  he  was  head  of 
)  at  SmithKline  Beecham.  The  terms  sense  and  antisense  were 
led  by  Paul  Zamecnik  to  show  the  complementary,  double- 
nd  nature  of  ON  A.  One  strand  consisted  of  alternating  pat- 
is  of  the  four  nucleotides  that  make  up  DNA — adenine,  cyto- 
I  guanine  and  thymine — and  it  could  be  read  in  order.  That  is, 
lade  sense.  The  second  strand  of  nucleotides  is  the  comple- 
lt  of  the  sense  strand,  but  reads  completely  differently,  hence 
name  antisense. 

These  two  strands  of  DNA  peel  apart  from  each  other  when 
time  comes  for  the  genes  all  along  the  helix  to  carry  out  their 
ructions.  Instructions  are  transcribed  from  the  sense  strand 
o  a  third  strand,  called  messenger  RNA,  which  becomes  a 
iplate  for  making  proteins.  Then  the  two  strands  reunite, 
ease  can  occur  when  defective  RNA  strands  begin  assembling 
ity  proteins.  An  antisense  drug,  designed  to  look  like  the  orig- 

DN  \.  could  interrupt  that  process  by  binding  to  a  comple- 
ritary  stretch  of  RNA  and  destroying  it.  "It  was  a  magical 
Light,"  says  Crooke. 

Earlv  experiments  suggested  that  an  antisense  drug  could 
nsely  target  cancer  cells,  but  Crooke  was  unable  to  reproduce 

nascent  work  in  his  SmithKline  lab.  Still,  he  was  so  smitten 

he  quit  the  top  research  job  at  SmithKline  and  formed  Isis 
989,  aiming  first  at  antisense  drugs  for  simple  local  infec- 
is  and  later  at  tougher  targets  such  as  cancer  and  diabetes.  A 
venture  firms  put  up  $5.2  million,  a  large  sum  at  the  time. 
Isis  landed  its  first  deal  in  1990,  with  Ciba-Geigy  (now  part  of 
■artis),  to  develop  a  lung  cancer  drug.  The  compound  targeted 
protein  kinase  C-alpha,  one  of  a  family  of  13  known  proteins 

relay  information  from  one  to  another.  A  communication 


Zooming  In 

Isis'  experimental  drug,  a 

partial  replica  of  DNA, 

binds  to  an  RNA  strand 

and  prevents  it  from 

making  bad  proteins. 


breakdown  with  PKC-alpha  seems  to 
prompt  it  to  produce  cells  uncon- 
trollably, which  can  lead  to  cancer. 
The  goal  was  to  jam  the  works  by 
synthesizing  an  antisense  strand  of 
DNA  to  gum  up  the  RNA  section  that 
codes  for  PKC-alpha. 

Crooke's  first  task,  an  arduous 
one,  was  to  find  out  how  big  the 
drug  should  be  to  best  target  RNA. 
RNA  strands  stretch  thousands  of 
nucleotides  long,  and  there  may  be 
only  one  offender  out  of  100,000 
different  strands  floating  in  a  cell  at 
any  given  time.  By  calculating  prob- 
abilities and  doing  extensive  lab 
tests,  Crooke  surmised  that  a  20- 
nucleotide  sequence  was  optimal. 
He  tested  the  compound  against  80 
different  RNA  sites  until  he  found  its 
perfect  match:  a  20-unit  strip  of 
nucleotides  adjacent  to  the  RNA 
coding  region  for  PKC-alpha.  When  Isis'  antisense  strand  latched 
on  there,  it  activated  an  enzyme  that  destroys  the  RNA  that  codes 
for  PKC-alpha. 

To  prevent  his  drug  from  degrading  in  the  body,  Crooke  tin- 
kered with  the  phosphate  bonds  between  each  DNA  nucleotide,  re- 
placing one  of  the  oxygens  in  each  bond  with  sulfur.  But  in  test-tube 
experiments  the  mock  DNA  couldn't  pierce  the  membrane  of 
human  cells.  Both  naturally  carry  a  negative  charge  and  repelled 
each  other.  So  Crooke  devised  a  fatty  carrier  with  a  positive  charge 
to  drive  the  drug  in.  (In  humans,  the  carrier  turned  out  to  be  un- 
necessary.) Some  30,000  antisense  strands  need  to  enter  each  cell  to 
make  sure  Isis'  drug  nails  that  one  offending  RNA. 

For  eight  years  Isis  survived  without  a  substantial  product, 
and  in  1998  it  won  federal  approval  of  Vitravene,  an  eye  infec- 
tion drug  for  AIDS  patients.  Yet  Vitravene,  a  locally  injected  drug, 
fell  short  of  proving  antisense's  broader  promise,  and  it  never 
took  off  because  of  competition  from  AIDS  cocktails. 

In  1999  came  another  setback,  when  Novartis  halted  work  on 
Isis'  lung  cancer  drug,  then  in  early-stage  trials.  But  Crooke 
plowed  ahead,  embarking  on  a  53-patient  trial  combining  his 
lung  cancer  drug  with  traditional  chemotherapies  Carboplat- 
inum  and  Taxol.  At  a  key  cancer  conference  in  May  2001  Crooke 
announced  that  the  patients  on  chemo  and  antisense  lived  16 
months,  compared  with  8  months  for  patients  on  only  chemo. 
Chemo  drugs  killed  the  tumor,  while  antisense  went  to  its  roots, 
blocking  the  production  of  PKC-alpha  proteins. 

Isis  and  Lilly  now  are  testing  the  drug  on  600  patients  in  final- 
phase  trials.  Next  step:  another  final-stage  trial  with  600  more  pa- 
tients injected  with  antisense  and  Gemzar,  Lilly's  chemo  drug  for 
lung  cancer.  If  all  goes  well,  Crooke  expects  to  file  for  regulatory  ap- 
proval in  2003.  "I  really  believe,  deep  in  my  heart,  that  this  is  going 
to  work,"  he  says.  Little  did  he  know  that  a  thought  that  seemed  so 
siir  pie  and  elegant  at  first  would  take  so  long  to  prove  itself.      F 
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LUCKY  FOR  YOU  THE  NEXT 
Hospices  de  Beaune  wine 
auction  isn't  until  No- 
vember. You'll  need  that 
time  for  some  assiduous 
politicking.  So  difficult  is  it  to  gain  ad- 
mittance to  the  event — not  to  men- 
tion the  three  Bacchanalian  feasts  as- 
sociated with  it — that  the  challenge 
could  as  well  be  a  graduate  exam  in 
diplomacy.  Yet  it's  an  exam  wine 
lovers  ache  to  pass.  Not  for  nothing 
do  the  French  call  their  tripartite  fete 
"Les  Trois  Glorieuses"  (Three  Glori- 
ous Days).  They're  to  wine  tastings 
what  Valhalla  was  to  the  Vikings. 

On  the  third  weekend  of 
November,  while  the  hoi  polloi  of 
Paris  are  gargling  Beaujolais  Nou- 
veau,  partisans  of  Burgundy  head 
south  200  miles  to  Beaune,  a 
medieval  walled  city  in  the  heart  of 
Bourgogne.  Thanks  to  a  five-cen- 
turies-old tradition  of  vintners 
donating  acreage  to  charity,  one  of 
the  biggest  landowners,  with  150 
acres  of  primo  vineyards,  is  the  Hos- 
pices de  Beaune — once  a  hospital. 

Today  its  old  building  is  a 
museum,  but  the  charity  itself  still 
functions,  using  revenue  from  its 
vineyards  to  support  local  health 
programs.  Since  1859  the  Hospices 
has  annually  put  up  to  bid  several  hundred  casks  of  nubile, 
barely  fermented  juice — some  of  it  still  bubbling.  The  bid- 
ding method  is  archaic:  A  tiny  candle  is  lit.  When  it  dies, 
bidding  on  the  lot  then  at  auction  stops;  a  new  candle  is  lit, 
and  bidding  on  the  next  lot  begins. 

Only  major  nigociants — merchants  who  "adopt"  young 
wine  and  mature  it  in  their  cellars — are  allowed  to  bid.  Some, 
like  Joseph  Henriot,  act  on  behalf  of  restaurants,  retailers  or 
private  individuals  who  want  to  buy  a  barrel.  New  Orleans 
lawyer  Bernis  Alsobro  xample,  wants  a  Ma/is- 

Chambertin.  I  lenriot  cauti<  ns  that  it's  overpriced,  and  Al- 
sobrook  winds  up  instead  with  a  Meursault-Les  Charmes. 

Is  it  a  good  buy  for  M.  Alsobrook?  Assuming  300  bot- 
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Burgundy 
Bliss 

Three  days  of  Rabelaisian  debauchery  await 
oenophiles  wily  enough  to  get  invited. 

BY  ALICE  FEIRING 
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to  the  barrel,  he's  getting,  for  S35  a  bottle,  an  extremely  fine 
:  that  might  cost  S85  at  retail — not  to  mention  the  satisfac- 
of  having  his  own  custom-made  vintage. 
ATiile  the  auction,  held  Sunday,  is  strictly  business,  the  three 
;undy-besotted  parties  flanking  it  are  not.  The  first,  on  Satur- 
night,  is  a  black-tie  seven-course  feast  at  Chateau  du  Clos  de 
geot,  headquarters  of  the  12,000-member  Confrerie  des 
valiers  du  Tastevin,  the  international  brotherhood  of  bur- 
gundy lovers.  The  sec- 
ond, which  follows 
Sunday's  auction,  is 
the  Diner  Aux  Chan- 
delles,  held  in  the  im- 
posing 15th-century 
hospital  itself. 

Then  on  Monday 
comes  the  capper — a 
six-hour    marathon 
lunch  called  La  Paulee 
de    Meursault,    the 
most     intense     and 
boisterous     of     the 
three  events.  (There's 
a  U.S.  version  held  in 
Manhattan  that  costs 
I    around    $800.    Call 
I    212-625-2519.) 
L    '  La  Paulee  is  the 

m  ■  mother  of  all  BYOBs. 
The  revelers  dig  into 
j  their  cellars  and  bring 
forth  their  rarest 
wines.  Four  hundred 
people,  1,600  bottles: 
Do  the  math.  As  lun- 
cheon proceeds,  hard 
choices  must  be 
made:  a  1937  Volnay 
or  a  '99  Chambolle?  A 
'96  Pommard  or  a  '62 
Bouchard  L'Enfant 
Jesus?  Bottles  are 
bed  back  and  forth,  table  to  table,  hand  to  hand, 
rickets,  priced  at  about  $100  for  each  of  "Les  Trois  Glo- 
ses,"  are  quickly  snapped  up  by  locals.  Frederic  Mercier,  a 
aging  director  at  Champagne  Veuve  Clicquot,  lives  in  Reims 
s  Beaune-bred.  "I  called  up  12  months  in  advance,  paid  800 
:s  and  got  a  ticket,"  he  sighs,  with  evident  relief. 
^on-natives  must  woo  tickets  from  insiders.  Tommy  E. 
ron,  a  South  Carolinian  cardiologist,  became  tight  with  a 
.undv  importer  who  invited  him  to  La  Paulee  as  his  guest 
later  sponsored  him  as  a  Chevalier  du  Tastevin).  "You  pay 
dues,"  Hearon  explains.  "You  invite  people  to  dinner,  you  in- 
them  to  America,  you  bring  gifts."  But  he  cautions,  "The 
lgs  have  to  be  sincere."  f 


at  Hospices 
de  Beaune. 


Channeling  Philo 

Recalling  the  genius 
who  invented  television. 

BY  SUSAN  ADAMS 


NINETEEN  THIRTY  WASN'T  A  BANNER  YEAR  FOR  DAVID 
Sarnoff.  The  president  of  RCA  had  seen  his  com- 
pany's stock  crash  along  with  the  rest  of  the  market. 
A  government  antitrust  suit  threatened  to  break  apart  his 
radio  empire.  Worse,  some  kid  out  in  California  had  invented 
a  gizmo  that  seemed  likely  to  kill  radio  altogether:  television. 
Sarnoff  tried  to  buy  the  young  man  off.  When  that  didn't 
work,  he  set  out  to  destroy  him  through  espionage,  propa- 
ganda, delaying  tactics  and  corporate  muscle. 

How  well  he  succeeded  is  evinced  by  the  fact  that  today 
not  many  people  know  the  inventor's  remarkable  story,  or 
name — Philo  T  Farnsworth.  Now  two  new  books  give  Philo 
his  due:  The  Last  Lone  Inventor,  by  Evan  I.  Schwartz  (Harper- 
Collins, $25)  and  The  Boy  Genius  and  the  Mogul,  by  Daniel 
Stashower  (Broadway,  $25). 

Both  paint  Farnsworth  as  an  extreme  example  of  that 
peculiarly  American  species,  the  lone  inventor.  In  1921,  at  the 
age  of  14,  he  invented  the  first  unique  car  key;  before  then,  the 
key  to  one  Model  T  would  start  any  other.  Later  that  year, 
while  mowing  his  family's  hayfield,  he  dreamed  up  electronic 
television.  TV  experiments  of  the  day  used  spinning  disks 
punctured  with  holes  that  picked  up  patterns  of  light. 
Farnsworth's  idea  was  to  dispense  with  moving  parts,  produc- 
ing images  by  shooting  electrons  through  a  vacuum  tube. 

Armed  with  his  patents — and  financing  from  Crocker 
First  National  Bank  in  California — he  established  a  small  lab- 
oratory in  San  Francisco  on  Green  Street,  at  the  foot  of  Tele- 
graph Hill.  By  1928  he  had  a  prototype.  Three  years  later 
Sarnoff  tried  to  buy  him  out.  Farnsworth  didn't  want  the 
$100,000  RCA  offered.  He  wanted  both  the  riches  and  the 
glory  of  producing  the  first  commercial  system  on  his  own. 

Sarnoff  played  dirty.  He  dispatched  a  spy  to  Farnsworth's 
lab.  Where  RCA  couldn't  sneak  around  patents,  it  ran  rough- 
shod over  them  in  order  to  produce  a  rival  system.  Farnsworth 
sued.  But  RCA,  using  its  legal  and  financial  resources,  delayed, 
wearing  him  down.  He  suffered  insomnia,  became  depressed 

and  took  to  drink. 

In  1939  Sarnoff,  with  great 
fanfare,  introduced  TV  at  the 
New  York  World's  Fair.  Though 
Farnsworth  won  a  $1  million  set- 
tlement for  infringement,  his  \  ic- 
tory  was  Pyrrhic.  The  public  re- 
garded RCA  and  Sarnoff  as  TV's 
true  fathers.  His  patents  expired 
in  1947,  just  as  America's  love  af- 
fair with  i  V  took  off.  F 
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THOUGHTS 

On  the  Business  of  Life 


he  double  whammy  of  inflation  and  recession  has  wrought  what  I  think  will  be  a  long- 
lasting  and  significant  change  in  the  eating  ways  and  mores  of  American  families.  Do-it- 
yourself  is  back.  More  families  are  being  subjected  to  fresh  vegetables,  fresh  fruits  and 
homemade  bread.  After  thus  rediscovering  the  joy  of  cooking  and  the  incomparable  flavor  of  the  fresh, 
it  is  highly  unlikely  that  Americans  will  go  back  in  the  same  numbers  to  higher-priced  plastic  foods, 
even  when  incomes  climb  again.  — MALCOLM  S.  FORBES  (1975) 


Not  on  morality,  but  on  cookery,  let  us 
build  our  stronghold:  there  brandishing 
our  frying-pan,  as  censer,  let  us  offer  sweet 
incense  to  the  Devil,  and  live  at  ease  on 
the  fat  things  he  has  provided  for  his  elect! 
—THOMAS  CARLYLE 


Kissing  don't  last:  cookery  do! 

—GEORGE  MEREDITH 


"lis  an  ill  cook  that  cannot  lick 
his  own  fingers. 

—SHAKESPEARE 


Cooking  is  like  love.  It  should  be  entered 
into  with  abandon  or  not  at  all. 

—HARRIET  VAN  HORNE 


Even  today,  well-brought-up  English 
girls  arc  taught  by  their  mothers  to  boil 
all  veggies  for  at  least  a  month  and  a  half, 
just  in  case  one  of  the  dinner  guests  turns 
up  without  his  teeth. 

—CALVIN  TRILLIN 


/  believe  that  if  ever  '<  had  to  practice 

cannibalism,  1  might  manage  i)  i 
were  enough  tarragon  mound 

S  3EARD 


The  qualities  of  an  exceptional  cook 
are  akin  to  those  of  a  successful 
tightrope  walker:  an  abiding  passion 
for  the  task,  courage  to  go  out  on  a  limb 
and  an  impeccable  sense  of  balance. 

—BRYAN  MILLER 


The  reason  why  Chinese  vegetables  taste 
so  good  is  simple:  The  Chinese  do  not 
cook  them,  they  just  threaten  them! 

—JEFF  SMITH 


///  the  childhood  memories  of  ever}' good 
cook,  there's  a  large  kitchen,  a  warm  stove, 
a  simmering  pot  and  a  mom. 

—BARBARA  COSTIKYAN 


What  my  mother  believed  about 
cooking  was  that  if  you  worked  hard 
and  prospered,  someone  else  would 
do  it  for  you. 

—NORA  EPHR 


Few  things  are  more  revolting  than  the  . 
spectacle  of  a  normally  reasonable  father 
and  husband  gowned  in  a  hot  apron 
inscribed  with  corny  legends,  presiding 
over  a  noisome  brazier  as  he  destroys 
huge  hunks  of  good  meat  and  fills  the 
neighborhood  with  greasy,  acrid  smoke, 
a  Boy  Scout  with  five  o'clock  shadow. 

—DONALD  ROGI 


A  Text... 

And  straightaway  the  father  of 
the  child  cried  out,  and  said  witl\ 
tears,  Lord,  I  believe:  help  thou 
mine  unbelief. 

—MARKS) 

Sent  in  by  Nina  K.  Randall,  Grants  Pass,  • 
What's  your  favorite  text?  The  Forbes  Bocl 
Quotations:  Thoughts  on  the  Business  ofh\ 
given  to  senders  of  Bible  texts  that  are  usee  | 


More  than  14,000  "Thoughts,"  arranged  alphabetic]  I 
subject,    are    available    in    a    900-page,   one-vo  I 
deluxe  edition,  Forbes  Book  of  Quotations:  Thoughts  i 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shippin  I 
$1  per  item  for  handling  (add  applicable  sales 
To  order,  please  call  toll-free,  1-800-876-6556. 
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So  there  you  are  one  day,  sitting  alone  inside  the 
sumptuous  confines  of  the  Lexus  LS  430 
talking  to  yourself,  when  you  hear 
a  little  voice  talk  back.  You  ask 
yourself,  are  you  raving  mad? 

Perhaps  not. 

Perhaps,  just  maybe,  the  voice 
that  you  hear  is  the  voice-activated  Lexus 
DVD  Navigation  System*  that  will  respond  to  150 
spoken  commai    K.  Simply  by  pressing  a  switch  on 


SOME 


PEOPLE  TALh 

TO  THEIR  CARS. 

A  LEXUS  WILL  ACTUALLY 

TALK  BACK. 


the  steering  wheel  and  uttering  a  single  word  or  a 
phrase  such  as  "restaurant"  or  "gas  station,' 
the  system  shows  you  the  desired 
destination  on  a  display  screen 
map  and  a  voice  will  guide  yon 
Or  just  enter  a  street  address  and 
city  and  the  system  will  point  you 
in  the  right  direction.  The  database  bold' 
mapping  information  for  just  about  anywhere  ir 
the  United  States  and  major  cities  within  Canada 


"Optional  Hie  Lama  DVD  Navigation  Systen    s  designed  I"  atrial  in  locating  an  address  01  point  of  interest.  Discrepancies  may  be  encountered  between  the  system  and  your  actual  location. 
Detailed  coverage  not  available  in  ever)  cit)  s, ,  il„  Navigation  Owner)  Manual  and  yaw  Lexus  dealei  Ecu  further  details    Coverage  onlj  available  in  the  continental  U.S.  and  Canada.  Sec  your 

1  afl<  entei  01  receive  anwrgencj  service  support   'Included  with  available  Lexus  Link  system,  ©2001  Lexus,  a  Division  of  Toyota  Mot™  Saks,   ' 


*it» 


Perhaps  the  voice  you  hear  is  from  the  available 
Lexus  Link  system.  A  touch  of  a  button  lets  you 
speak  directly  with  an  advisor  who  can  send  for 
emergency  medical  help  or  Roadside  Assistance. 
And  take  comfort.  Should  you  ever  be  involved  in 
an  accident  in  which  the  airbags  are  deployed,  the 
system  will  automatically  alert  the  Call  Center.  It 
knows  your  location,  even  if  you  don't,  courtesy  of 


a  sophisticated  Global  Positioning  System  (GPS).f 
Why,  of  course,  surely,  that  must  be  it. 

Or  perhaps  the  voice  that  you  are  listening  to 
is  your  own,  remarkably  enough.  A  device  inside 
the  Lexus  LS  430  lets  you  conveniently  record  a 
memo1  to  remind  you  of  something  later. 

Or  perhaps  not. 

Maybe  you  should  just  stop  talking  to  cars. 


Can  an  automobile  delight,  comfort,  fascinate  and  energize  you? 
Take  lexus.com  for  a  test  drive.  The  Passionate  Pursuit  of  Perfection. 


®l 


R,  road  closures'  traffic  flow  or  other  road  system  changes  m  ccuracy  of  the  r,  R  common  sense  to  decide  whether  or  not  to  follow  a  specific 

rcicais  on  our  Roads.de  Assistance  program.Contaet  with  the  Lexus  Link  Call  Centel  ireas.  Therefore  you  ma)  sometimes  be  unable  to  contact  the  Lexus  Link 

irseatbehs,  secure  children  in  rear  seat,  obey  all  speed  laws  and  dri  ion,  call  800-USA-LEXUS  (800-872-5398). 


You  shouldn't  have  to  adapt  your  company  to  fit  some  imposing  enterprise  software  de 
At  Lawson,  we  create  software  solutions  for  specific  industries.  Our  industry  experts  make    ... 
of  it.  Thp  resu't  is  proven  software  that  works  for  you.  With  deeper  functionality.  Fast,  sean   ^ 


lentation.  Rapid  return  on  investment-.  Lower  total  cost  of  ownership.  And  experienced 
ting  and  support  teams  to  meet  your  ongoing  needs.  Which  explains  why  many  of  our 
lers  are  industry  leaders.  Details  await  at  www.lawson.com/truck3  or  call  1-800-477-1 357. 
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Lead  conversions 
at  Quick  &  Reilly 
have  gone  up  50%. 

— Donald  E.  Froude,  CEO,  Quick  &  Reilly 


onald  Froude  believes  every  customer  should  feel  cared  for  and  valued.  A  philosophy  that's 
und  profitable  results  with  Siebel's  CRM  software.  With  it,  Quick  &  Reilly's  employee 
"oductivity  rose  15%.  Lead  conversions  climbed  50%.  Customer  retention  went  up  10%. 
toss-selling  grew  5%.  Further  evidence  that  customer  relationships  are  still  a  company's  best  friend. 


Good  service  is  good  business. 

U  visit  siebel.com/casestudies. 
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wide, controlling  their  disease  is  a  day  and  night  job.  At  Aventis,  a  world-leading  pharmaceutical  company,  we  offer 
treatments  that  enable  those  suffering  from  diabetes  to  more  effectively  manage  their  disease.  And  our  scientists 
continue  to  step  up  towards  the  fight  against  diabetes  by  utilizing  their  extensive  expertise  and  innovative  technologies. 
So  that  people  with  diabetes  have  more  time  for  life. 
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The  saber-toothed  variety.  Also  some  Texas-sized  dinosaurs. 

But  that  was  before  the  volcanoes  wiped  them  out.  Ambush,  the 

world's  only  international  golf  course,  is  making  history  again. 

(Eat  your  heart  out,  Sand  Hills. ) 
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SIDE  LINES 


Why  NOt?  Last  time  you  checked  out  of  a  hotel,  I'll  bet, 
you  were  gouged  for  your  long-distance  calls.  You  paid  maybe 
two  bucks  a  minute.  The  hotel  used  the  revenue  to  help  pay  off 
its  mortgage.  And  you  went  away  steaming  mad. 

Modest  proposal  for  the  hotel  industry:  Charge  only  a  nickel 
a  minute  and  raise  your 
room  rate.  Customers 
would  be  ecstatic.  Occu- 
pancy would  go  up. 

Do  you  have  a  pet 
peeve  like  this?  Or  an 
idea  for  how  a  service 
could  be  designed  or 
priced  differently?  Read 
the  new  "Why  Not?" 
column  on  page  225, 
where  two  Yale  profes- 
sors, Barry  Nalebuff  and 
Ian  Ayres,  creatively 
challenge  old  habits  in  the  business  world.  Why  don't  banks] 
offer  mortgages  that  automatically  refinance,  without  forcing 
you  to  pay  ransom  money  to  tide  insurers  and  appraisers?  Why 
don't  HMOs  bundle  in  a  $1  million  term  life  insurance  policy? 
You'd  pay  for  that  extra  coverage,  of  course,  but  then  you'd  have 
the  reassurance  that  the  HMO's  interests  and  yours  are  better  j 
aligned  when  the  review  board  gets  your  application  for  a  mar- 
row transplant. 

Back  to  the  hotels:  Under  the  present  system,  you  make  thel 
one  call  that  is  so  important  it's  worth  $2.25  a  minute.  Youl 
don't  make  the  two  dozen  calls  that  are  worth  $1.50  or  $1  or  10 1 
cents.  Yet  the  hotel  could  easily  get  a  long-distance  carrier  to 
complete  the  calls  for  a  nickel  or  less.  In  the  economist's  terms,  | 
the  difference  between  the  value  of  the  call  and  its  price  is  "con- 
sumer surplus."  Hotels  should  be  coming  up  with  clever  ways! 
to  capture  that  surplus.  Right  now,  they  are  flushing  most  of  it| 
down  the  drain. 

In  his  famous  "Mickey  Mouse"  paper,  University  of  J 
Rochester  economist  Walter  Oi  in  1971  pondered  the  matter  as  I 
it  related  to  ticket  prices  at  theme  parks.  His  conclusion:  Disney 
should  charge  what  the  traffic  will  bear  at  the  gate,  then  cut  the  J 
price  of  individual  rides  down  to  their  (very  low)  marginal  cost. 
Which  is  pretty  much  what  Disney  does — rides  are  free. 

My  dream:  An  imaginative  marketer  like  Sprint  and  a  classy  j 
chain  like  Four  Seasons  are  inspired  to  go  after  the  business  trav- 
eler with  a  nickel-a-minute  plan.  Check  out  forbes.com/whynot  I 
for  an  update  on  this  and  on  the  financial  products  proposed 
by  the  profs.  And  send  us  your  ideas.  Here's  a  cute  one,  from 
a  Yale  student:  Why  doesn't  Blockbuster  have  customers  rewind 
before  watching?  That  way  you'd  never  be  ticked  off  at  the] 
last  customer. 
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Thanks  for  the  story,  #841 


THAT'S  AN  IDEA. 


INTRODUCING  E-BUSINESS  ON  DEMAND 
THE  NEXT  UTILITY 


Need  light?  Find  a  socket.  No  infrastructure  to  buy. 
No  wiring  to  study.  It's  fast.  It's  dependable.  It's  a  utility. 
And  it's  the  thinking  behind  e-business  on  demand,™ 
from  IBM.  Infrastructure,  applications  and  business 
processes,  delivered  as  services,  via  the  Internet. 
No  long  wait.  No  huge  up-front  investments.  Just  a 
monthly  bill.  It's  The  Next  Utility.™  And  it's  a  no-brainer. 
Visit  ibm.com/e-business/ondemand  or  ask  for  on 
demand  at  800  IBM-7080. 
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Profit  Sharing 

I  write  in  response  to  "Modesty 
Ablaze"  (Mar.  18,  p.  66)  on  Astra- 
Zeneca,  which  mentions  its  prostate- 
cancer-treating  drug  Casodex.  Having 
taken  it  for  years,  I  find  it  the  most 
expensive  drug  I  have  ever  seen.  Not 
seeing  how  one  can  do  much  about 
that,  I  am  inclined  to  join  the  company 
by  participating  in  profits  through  the 
purchase  of  its  stock. 

WILLIAM  W.  STEVENSON 
Charlottesville,  Va. 

The  Great  Unknown 

I  find  it  strange  that  FORBES  ignored  the 
real  story  at  SpaceDev.  "Lost  in  Space" 
(Feb.  18,  p.  46)  does  not  mention  that 
SpaceDev  recently  delivered  the  small- 
est, least  expensive  high-performance 
satellite  ever  funded  by  NASA.  It  also  does 
not  mention  that  we  developed  revolu- 
tionary miniaturized  avionics  products 
and  worked  on  cutting-edge  projects 
with  the  likes  of  Boeing. 

JIM  BENSON 
Chairman,  SpaceDev 

Poway,  Calif. 

Inside  Baseball 

"Show  Me  the  Money"  (Apr.  1,  p.  60) 
was  interesting  but  incomplete.  With- 
out access  to  my  financial  records, 
FORBES  has  no  idea  of  the  nature  and 
scope  of  my  financial  holdings  or  what 
they  are  worth.  Major  League  Baseball 
has  a  comprehensive  description  of  my 
financial  assets.  I  must  persuade  the 
League  that  I  have  the  financial  strength 
to  buy  and  operate  a  baseball  team.  I 
am  confident  the  League's  financial  ex- 
perts are  capable  of  valuing  the  assets 
listed  in  my  Major  League  Baseball  fi- 
nancial disclosure  statements. 

DONALD  V.  WATKINS 
Birmingham,  Ala. 

Bonus  Round 

Your  article  on  THQ  Inc.  in  "Makers  & 
Breakers"  (Apr.  I,  p.  114)  stated  last  year 
was  the  top  of  the  cycle.  But  the  current 
generation  of  videogame  consoles  is  just 
lining,  and  industry  analysts  agree 
ntlook  is  for  strong  double-digit 
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Taxing  Alternatives 

Thank  you  for  the  excellent  arti- 
cle on  the  AMT  "Killer  Tax" 
(Apr.  1,  p.  73).  Since  Congress  is 
too  addicted  to  the  revenue  to 
abolish  it,  we  should  at  least 
demand  it  be  renamed  the 
Arbitrary  Middle-class  Tax. 

GEORGE  BLANK 
Denville,  N.J. 

Just  watch:  Someday  the  proceeds 

from  Roth  IRAs  will  be  subject  to 

AMT  in  the  interest  of  "fairness." 

ROBERT  MOORE 

Jamestown,  N.  Y. 


revenue  growth  through  at  least  2004. 
Capitalizing  product  creation  costs  is 
required  by  GAAP.  Such  costs  are  conser- 
vatively amortized  by  THQ  within  three 
to  six  months  of  product  launch.  Sales  of 
World  Wrestling  Federation  titles 
accounted  for  23%  of  our  revenues  in 
2001,  not  a  third. 

BRIAN  J.  FARRELL 

President,  THQ  Inc. 

Calabasas  Hills,  Calif. 

Production  Hangover 

After  this  issue's  article  on  Diageo 
(p.  1 14)  went  to  press,  NBC  announced 
it  wouldn't  proceed  with  plans  to  air 
advertising  of  the  company's  hard 
liquors. 
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Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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MONEY      MANAGEMENT      IS      WHAT     WE      DO. 


'Actually,    we're    pretty    good    at    lowering    blood    pressure,    too, 


Jnlike  investment  banks,  Neuberger  Berman  wasn't  created  to  underwrite  stocks.  For  over  60  years,  we've 
■  pe-cialized  in  one  thing:  managing  money.  Why  is  that  important?  It  means  there  are  no  hidden  agendas 
vhen  we  buy  or  sell  stocks  for  you.  It  means  there  are  no  distractions,  either:  we  spend  all  our  time 
sweating  every  detail  of  your  portfolio,  whether  it's  $500,000  or  $50  million.  And,  mostly,  it  means  we  can 
lelp  you  realize  your  goals.  Even  if  your  goals  include  such  numbers  as  120  over-  80.  If  you  have  a  minimum 
>f  $500,000  to  invest  in  a  customized  portfolio,  and  would  like  a  free  brochure  on  money  management,  call 
I77. 232. 4859.    Or,   for   more    information   and   a    list   of   our   offices   across   the   country,   visit   us   at   nb.com. 
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N E U B E RG  E  R    BE RMAN 


Private  Asset  Management 

"Money  management  is  whal  we  do"  is  a  seivice  mark  ol  Neuberger  Berman,  LLC,  ©2001,  All  rights  reserved  Member  NYSE/NASD/SIPC,  7/01 


h 


- 


[FACT  and  comment 

By  Steve  Forbes,  editor-in-chief 

"With  all  thy  getting  get  understanding" 


FROM  RUSSIA,  WITH  SIMPLICITY 


APR.  1?.  TAX  DAY.  REMINDS  US  \GAIN  OF  OUR  INCOMPREHEN- 

sible,  utterly  illogical,  unfair  tax  code.  Early  last  year  President 

Vladimir  Putin  junked  Russia's  tax  system  and  replaced  it  with  a 

ilat  tax.  Result:  Personal  tax  collections  have  jumped  28%. 


For  years,  including  several  on  the  campaign  trail,  I  advocated  a 
flat  tax  with  a  rate  of  1 7%,  applicable  after  generous  exemptions 
for  adults  and  children.  On  this  issue  I  never  thought  I  would  be 
outflanked  on  the  right  by  a  onetime  KGB  agent. 


GET  REAL  ABOUT  COLOMBIA 


TO  HELP  FIGHT  THE  GLOBAL  V\AR  AGAINST  TERRORISM,  THE  U.S. 
must  change  its  approach  to  Colombia.  Racked  by  decades  of  vio- 
lence, Colombia  today  faces  a  devastating  assault  from  a  powerful, 
well-financed  guerrilla  group  calling  itself  the  Revolutionary 
Armed  forces  of  Colombia  (FARC).  In  a  misbegotten  effort  to 
promote  peace,  the  Colombian  government 
three  years  ago  gave  the  1  \RC  control  of  a 
piece  of  territory  the  size  of  Switzerland.  The 
rebels,  who  never  had  any  interest  in  morph- 
ing  into  a  peaceful  political  group,  used  the 
sanctuary  to  run  drugs,  already  rampant,  on  an 
even  larger  scale;  to  boost  revenues  from  extor- 
tion and  kidnapping;  to  press  more  young 
boys  and  men  into  its  ranks;  and  to  train  itself 
into  a  greater  fighting  force.  I  he  FARC  recently 
kidnapped  a  senator,  tortured  and  killed  her.  It 
brazenly  abducted  a  prominent  presidential 
candidate.  These  insurgents  have  links  to  ter- 
rorist groups  around  the  world.  Their  growing 
power  has  serious  security  implications  tor 
the  U.S.,  including  the  potential  spillover  of 
Colombian  troubles  into  Panama,  which  could  jeopardize  the 
safety  of  the  canal.  Belatedly,  the  Colombian  government  is  now 
assaulting  the  FARC's  sanctuary,  and  these  terrorists  have 
responded  by  upping  the  scale  of  violence  around  the  country. 

The  Bush  Administration  rightly  recognizes  it  has  to  do  more 
to  help  Colombia.  The  Clinton  Administration  prohibited  the 
L'.S.  from  providing  military  intelligence  to  the  government  to  aid 
in  fighting  the  insurgents.  Washington  did  furnish  some  weapons, 


particularly  helicopters,  but  use  of  this  equipment  was  restricted 
to  eradicating  narcotics.  The  Bush  White  House  wants  to  assist 
Colombia  in  defending  a  critical  480-mile  oil  pipeline.  The 
restrictions  on  military  equipment  should  be  lifted.  We  should 
provide  more  equipment  to  the  beleaguered  government,  as  the 
Administration  now  wants  to  do,  and  more 
training  assistance  to  the  Colombian  army. 

Critics  cry  that  Colombia's  army  has  been 
guilty  of  human  rights  abuses.  We  should  keep 
pressuring  the  government  to  curb  abuses, 
while  remembering  that  the  army's  outrages 
pale  when  compared  with  those  of  the  FARC. 
Naysayers  also  fret  about  anti-FARC  paramil- 
itary groups.  Those  forces  rose  up  in  a  vac- 
uum. As  the  Colombian  army  becomes  better 
trained  and  equipped,  people  won't  turn  to 
the  paramilitaries;  those  forces  can  then  be 
dealt  with  if  they  remain  a  problem. 

Colombians  are  fed  up  and  want  to  crush 
the  FARC.  In  the  May  presidential  election 
voters  are  likely  to  elect  a  no-nonsense  hawk 
pledged  to  do  whatever  is  necessary  to  defeat  the  rebels. 

We  could  also  help  by  rescuing  Colombia  from  the  untender 
mercies  of  the  International  Monetary  Fund.  We  should  urge 
Bogota  to  stabilize  its  currency,  if  not  to  replace  it  with  the  dol- 
lar, as  neighboring  Ecuador  and  Panama  have  successfully  done. 
Income  taxes  and  other  levies  should  be  reduced;  Colombia  has 
one  of  the  highest  tax  regimes  in  the  Americas.  And  import  bar- 
riers to  legal  Colombian  products  should  be  lowered. 


IT'S  BASIC 


THE  SENATE  SHOULD  PASS  A  BILL  SPONSORED  BY  SAM  BROWNBACK 
(R-Kans.)  that  would  outlaw  human  cloning.  The  House  of  Rep- 
resentatives already  voted  for  such  a  prohibition  last  summer. 

Biotech  opponents  of  the  Brownback  bill  say  they  do  not 
mind  banning  "reproductive  cloning,"  whereby  cloned  embryos 
would  be  implanted  in  a  womb  for  birth.  But  they  balk  at 
prohibiting  cloning  for  research  and  experimentation,  or  what 
they  call  therapeutic  cloning.  This  would,  they  assert,  stop  the 


development  of  treatments  for  various  diseases  and  afflictions, 
including  Parkinson's  and  Alzheimer's.  They  slyly  hint  that  break- 
throughs could  even  help  paraplegics  regain  use  of  their  limbs. 

The  backers  of  the  Brownback  ban  should  prevail  over  the 
biotechies.  The  moral  argument  is  basic:  You  should  not  create  life 
to  destroy  it  for  therapeutic  purposes.  One  fact  is  h  refutable:  An 
embryo  is  the  beginning  of  a  distinct  human  life.  If  a  cloned  embryo 
created  for  medical  purposes  were  instead  implanted  in  a  woman's 
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womb,  what  would  authorities  do?  Mandate  that  the  woman  have 
an  abortion?  One  can  see  where  the  cloning  of  embryos  could 
lead,  including  a  brave  new  world  of  made-to-order  humans. 

Author/bioethics  expert  Wesley  Smith  points  out  another 
reason  to  vote  against  human  cloning:  "Therapeutic  cloning 


fails  the  utility  test."  Stem  cells  from  embryos  tend  to  produce 
horrific  side  effects,  mainly  deadly  tumors  and  tissue  rejection 
by  the  body's  immune  system.  In  contrast,  stem  cells  taken  from 
umbilical  cords  or  from  adults  create  neither  the  moral  nor  the 
medical  problems  that  the  embryonic  ones  do. 


UNPIN  THIS  SILLINESS 


A  COALITION  LED  BY  WRESTLING  ADVO- 
cates  has  fried  a  lawsuit  against  the  U.S. 
Department  of  Education  charging  that 
its  enforcement  of  Title  IX,  which  pro- 
hibits sex  discrimination  in  educational 
institutions  receiving  federal  funding,  dis- 
criminates against  male  athletes.  The 
National  Wrestling  Coaches  Association 
(which  is  financing  this  legal  offensive) 
and  others  rightly  claim  that  the  way  the 
feds  have  administered  Title  IX  has  led 
schools  to  cut  back  men's  athletic  teams 
and  scholarships. 

Rhetoric  to  the  contrary,  Washington  applies  a  rigid  formula: 
If  51%  of  a  student  body  is  male,  then  51%  of  that  institution's 
athletes  must  be  men.  Equal  result,  not  equal  opportunity  for 


Goofy  government  regulations  threaten  a  sport 
that  goes  back  to  classic  Greco-Roman  times. 


men  and  women  to  participate  in  athlet- 
ics, is  the  Beltway's  bottom  line.  So  if  40 
men  play  on  a  college's  baseball  team,  it's 
not  enough  to  offer  40  spots  for  women's 
baseball:  If  fewer  than  40  females  take  up 
the  opportunity,  the  school  is  in  trouble. 
Thus  schools  feel  it  prudent  to  cut  back 
on  men's  programs — often  wresding,  but 
also   baseball,   swimming  and   other 
sports — rather  than  face  Washington's 
wrath  and  the  loss  of  federal  money.  For 
example,  Marquette  University  had  a 
wrestling  program  that  was  paid  for  by  alumni,  but  school 
administrators  banned  the  program  anyway  for  fear  of  getting 
in  the  crosshairs  of  Uncle  Sam's  quota-loving  enforcers. 
May  this  suit  restore  sanity  to  an  area  that  needs  it. 


RIVETING  READ 


Tell  No  One-by  Harlan  Coben  (Dell,  $6.99).  Don't 
make  the  mistake  I  made  of  starting  this  book  just 
before  boarding  a  red-eye  flight.  You  won't  be  able  to 
put  this  pulse-pounding,  page-turning  mystery 
down,  and  you'll  be  even  more  bedraggled  than 
usual  when  you  get  off  the  plane. 

The  book  begins  with  the  protagonist,  Dr.  David 
Beck,  a  provider  of  pediatric  services  to  the  poor,  still 
mourning  the  death  of  his  wife,  who  had  been 
viciously  murdered  by  a  serial  killer  eight  years  earlier. 


But  Beck  soon  begins  receiving  enigmatic  e-mails  con- 
taining bits  of  information  only  his  wife  knew.  Could 
she  be  sending  them?  The  e-mails  admonish,  "Tell  no 
one,"  which  of  course  he  does,  and  we're  off.  The 
book's  thrilling  pace  makes  the  latest  high-tech 
amusement  park  rides  seem  tame.  There  are  plenty  of 
memorable,  sharp-edged,  cleanly  etched  characters.  If 
the  film  version  even  fractionally  matches  the  pace  and 
breathless  suspense  of  the  novel,  it  would  be  the  kind 
of  megahit  any  movie  studio  would  be  grateful  for. 


RESTAURANTS:  GO,  (  DER,  STOP 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  other  FORBES  eatery  experts 
Tom  Jones,  Patrick  Cooke  and  Monie  Begley. 


•  Blue  Fin-W  Times  Square  Hotel,  1567  Broadway,  at  47th  St. 
(Tel.:  918-1400).  Luxurious  oasis  in  the  theater  district.  This  is 
the  place  for  fish.  Presentation  of  food  is  high  style,  and  offerings 
are  tops  of  their  kind;  particularly  noteworthy  is  the  cumin- 
charred  bigeye  tuna. 

•  Moda-135  West  52nd  St.  (Tel.:  887-9880).  Hip  new  spot  is 
perfect  for  after-theater  dining,  when  the  crowd  has  thinned  out. 
Grilled  branzino  and  roast  Arctic  char  are  delicious.  Be  sure  to 
try  the  very  tasty  bread  pudding.  One  of  the  most  pleasant  wait 
staffs  in  town. 

Commissary- 1030  Third  Ave.,  at  61st  St.  (Tel.:  339-9955). 
Dubbed  "the  young  crowd's  Swift)  s,  this  is  an  utterly  chic  and 
popular  eatery.  Unfortunately,  it  just  tries  too  hard.  Crab  cakes 


(more  bread  than  crab)  aren't  helped  by  the  generous  dose  of 
Indian  spices;  roast  chicken  is  too  dry  and  too  elaborately  pre- 
pared; desserts  are  pretentious.  Until  the  food  improves,  go  for 
drinks  and  enjoy  the  scene. 

•  Zitoune— 46  Gansevoort  St.,  at  Greenwich  St.  (Tel.:  675-5224). 
More  sophisticated  fare  than  any  we  have  had  in  Morocco,  but 
the  spicing  is  not  as  piquant.  The  salad  compose  is  an  assort- 
ment of  antipasti  separated  by  endive  leaves.  Try  the  chickpeas, 
the  sea  scallops  or  the  pumpkin  soup  for  starters.  For  main 
courses:  tagines,  a  house  specialty;  veal  cheeks  with  prunes;  and 
lamb  and  couscous.  For  dessert,  sample  the  coconut  creme 
brulee,  the  orange  mousse  cake  and  the  homemade  pistachio 
and  ginger  ice  cream.  F 
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Introducing 
Antimicrobial -Coated 


Last  year  people  spent  a  billion  dollars  on  all  sorts  of  antimicrobial  products.  No 
can  haul  out  the  hard  stuff,  with  new  AglON"  antimicrobial-coated  steel.  It  sup| 
the  growth  of  bacteria,  molds  and  fungi  on  products  such  as  building  fixtures, 


iTTjnM     A9'0N  is  a  Itademafk  ol 
AglON  Technologies  LLC 


onents,  food  and  medical  equipment,  and  appliances.  And  customers  are 
g  to  pay  more  for  the  added  cleanliness.  To  learn  how  to  make  steel 
ids  even  stronger,  call  1-866-57 1-63 5 


vw.dksteeJ.com/agion, 


JEC  AKSteel 


OTHER  COMMENTS 


How  many  cares  one  loses  when  one  decides  not  to  be  something  but  to  be  someone. 

—COCO  CHANEL 


Missing  the  Mark  Few  members  of  Congress  seem  to 
understand  how  taxes  affect  the  economy.  They  cling  to  the  belief 
that  tax  cuts  boost  growth  by  putting  money  in  the  pockets  of 
consumers.  Because  they  think  consumer  spending  is  the  way  to 
jump-start  a  weak  economy,  they  focus  on  temporary  tax  cuts  like 
last  year's  tax  rebate  checks.  But  government  can't  inject  money 
into  an  economy  unless  it  first  takes  the  money  out.  So  even  if 
rebates  succeed  in  slightly  boosting  consumer  spending,  the  funds 
for  the  rebate  came  from  a  reduction  in  spending  elsewhere  in  the 
economy  (probably  from  private  investment).  This  explains  why 
last  year's  rebate  was  a  flop — and  why  Japan,  for  example,  despite 
repeated  stimulus  packages  intended  to  pump  up  spending,  has 
been  mired  in  a  ten-year  slump.  Last  year's  tax  cut  included  the 
politically  popular  rebate  checks,  but  those  checks  didn't  have 
much  impact  on  the  economy.  Only  tax  cuts  that  make  saving 
and  investment  more  attractive,  like  lower  income  tax  rates  and 
a  repeal  of  the  inheritance  tax,  will  have  a  measurable  impact. 
—DANIEL  MITCHELL,  Heritage  Foundation,  New  York  Times 

Biotech  Battle  The  prospect  of  a  Brave  New  World  creates 
strange  bedfellows,  including  us,  a  hawkish  Reagan  Republican  and 
a  dovish  left  intellectual  and  activist.  But  the  issues  of  the  biotech 
age  invite  us  to  think  anew.  Issue  No.  1:  human  cloning.  Humans 
have  always  thought  of  their  children  as  a  gift  bestowed  by  God  or 
a  beneficent  nature.  In  its  place,  the  new  cloned  progeny  would 
become  the  ultimate  shopping  experience,  designed  in  advance, 
produced  to  specification  and  purchased  in  the  biological  market- 
place. A  child  would  no  longer  be  a  unique  creation.  Human 
cloning  opens  the  door  to  a  commercial  eugenics  civilization.  Life 
science  companies  already  have  patented  both  human  embryos 
and  stem  cells,  giving  them  ownership  and  control  of  a  new  form 
of  reproductive  commerce  with  frightening  implications  for  the 
future  of  society.  We  should  not  be  fooled  about  the  stakes.  This  is 


"Great  invention  and  I'd  love  to  invest, 
I'm  just  avoiding  the  high  tech  sector  right  now." 


the  first  major  test  of  the  biotech  age,  a  moment  of  decision  for 
a  civilization  that  may  have  gone  too  far  already  in  the  commer- 
cialization and  destruction  of  the  human  and  ecological  worlds. 
—WILLIAM  KRISTOL,  editor,  Weekly  Standard,  and 
JEREMY  RIFKIN,  president,  Foundation  on  Economic  Trends, 

Los  Angeles  Times 

Strategy  Shift  Given  President  Bush's  position  on  fight- 
ing international  terrorism,  and  the  role  that  illegal  narcotics 
production  and  trafficking  plays  in  fueling  terrorism,  the  U.S. 
should  look  at  foreign  cocaine  and  heroin  production  as  less  of 
a  law-enforcement  problem,  and  as  more  of  a  military  one. 
Therefore,  instead  of  trying  to  stop  illegal  drug  production  in 
Colombia  with  cumbersome  and  ineffective  read-'em-their- 
rights  legalities,  the  U.S.  and  its  partners  should  place  more 
emphasis  on  the  military  component — exactly  as  it  did  in 
hunting  down  individual  members  of  the  al  Qaeda  network. 

— Center  for  Security  Policy 

Par  for  the  Course  Income  Tax  has  made  more  Liars 
out  of  the  American  people  than  Golf. 

—WILL  ROGERS 

rjUTp  It's  difficult  to  keep  faith  with  computer  models  that  claim 
to  predict  global  climate  change  over  a  century  when  the  science  of 
modeling  has  struggled  unsatisfactorily  to  provide  even  five-day 
local  weather  updates.  Forecasting  the  weather  involves  predicting 
wind  patterns,  cloud  formations  and  air-pressure  variations; 
trying  to  crystal-ball  the  climate's  future  involves  all  that  and  how 
complex  weather  patterns  then  translate  into  permanent  changes 
in  seasons.  A  tall  order.  And  one  made  doubly  so  since  none  of 
this  takes  into  account  the  effect  of  oceans  on  the  atmosphere. 

But  then  clutching  at  straws  is  the  modus  operandi  among 
global-warming  fearmongers.  Boffins  in  New  Zealand  have 
strapped  devices  on  sheep  to  measure  how  much  methane  is 
released  when  they  belch.  (That's  right.)  Then  again,  maybe 
that's  the  answer.  After  all,  not  one  global-warming  model  takes 
any  account  of  sheep  and  cows  burping  in  the  field. 

— Far  Eastern  Economic  Review 

Har  De  Har  Hare  The  hare  is  a  curious  creature, 
steeped  in  mythology  and  affected  by  the  moon.  It  is  swift- 
footed,  and  possesses  fearfulness  and  Aphrodisian  lascivious- 
ness,  qualities  which  are  conspicuous  in  any  self-respecting 
satyr;  hence,  it  was  much  admired  in  the  olden  days  of  gods  and 
heroes  and  was  meant  to  keep  you  sexually  attractive  for  nine 
days  after  consuming  its  flesh.  Try  it  out  for  kicks — why  not? 

— Two  Fat  Ladies:  Gastronomic  Adventures, 
by  JENNIFER  PATERSON  &  CLARISSA  DICKSON  WRIGHT     F 
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n  the  hardest  things  are  simple  when  you  know  what  you're  doing. 
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ELECTRIC 


Strength.  Flexibility.  Experience.  These  are  the  qualities  of  a  global  energy  leader. 
And  that's  what  AEP  delivers.  With  diverse  assets  and  technical  expertise,  we 
combine  the  growth  potential  of  our  energy  marketing  operations  with  the  strength 
of  our  utility  businesses.  Our  unique  use  of  real-time  information  gives  us  the 
flexibility  to  seize  the  right  business  opportunities,  while  responsibly  managing 
risk.  So,  for  a  powerful  combination  of  knowledge  and  resources,  turn  to  the 
energy  leader  that  makes  it  all  look  easy.  AEP. 

aep.com 
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Get  su|  i  rsi  i      with  the  speedy  e-STUDI080  digital  copier.  This  heavy  volume 
performer  offers  large  paper  capacity  and  crystal  clear  image  quality  with  high  resolution 
scanning  capabilities.  For  complete  connectivity,  upgrade  to  a  fully  networked  document 
processing  ■  the  perfect  balance  of  features  for  print-for-pay  businesses  or 

centralized  n  nartments.  So  don't  just  sit  there  in  your  corner  office, 

visit  copiers.toshiba.com  or  call  1-800-GO-TOSHIBA  for  more  information. 
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I  print  80  pages  per  minute  and 
sit  near  the  men's  room. 
She  types  40  words  per  minute  and 
gets  the  corner  office. 
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WE  DIDNT  JUST  JUMP  ON  THE 
INFRASTRUCTURE  BANDWAGON 

WE  BUILT  IT 


k 


love 

|w 


It's  time  to  set  the  record  straight.  Long  before  our  competitors  even  added  the  word 
"infrastructure"  t<  'heir  vocabulary,  we  were  busy  creating  it.  Since  we  first  launched 
Unicenter,  it  •:.  become  the  de  facto  global  standard  for  managing  eBusiness 
infrastructure.  But  we  lidn't  stop  there-we're  also  the  world  leader  in  security  and  storage 
software.  Every  do  lur  software  handles  over  180  million  transactions,  protects  $50  billion 
in  wire  transfers  and  stores  4f  lillion  security  exchanges.  Expertise  doesn't  happen 
overnight.  It's  taker  25  years  hard  work  and  leadership  to  get  to  be  the  best.  So 
when  we  say  yo;   -an,    jstevei  of  our  18,000  employees  around  the  world  to  deliver 

the  software  anL,        vi       that  Business'  success  depends  on,  we  really  mean  it. 
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ICURRENT  EVENTS 

By  Paul  Johnson 


EUROPEAN  ENVY,  AMERICAN  ARROGANCE? 


THEODORE  ROOSE\"ELT,  AN  EXCELLENT  ROLE  MODEL  FOR  PRES- 
ident  Bush  in  these  troubled  times,  came  up  with  a  good  saying  in 
1903:  "Envy  and  arrogance  are  the  two  opposite  sides  of  the  same 
black  crystal."  TR  was  referring  to  labor  and  capital,  then  locked  in 
ferocious  combat.  But  the  saving  applies  equally  well  today  to  the 
relationship  between  continental  Europe  and  the  U.S.,  especially 
over  the  issue  of  terrorism.  Envy  of  America  is  now  an  important 
aspect  of  EU  foreign  policy.  It  is  strongest  in  France  and  Germany. 

The  Germans  have  a  historic  envy  of  superior  military 
power.  We  have  to  remember  that  until  1945  Germany  had  pos- 
sessed for  generations  the  world's  finest  professional  army — one 
that  could  be  defeated  only  by  overwhelmingly  superior  forces. 
That  source  of  national  pride  ended  with  the  fall  of  Hitler.  Ger- 
many's armed  forces  are  now  small,  untested,  underfunded  and 
ill-equipped.  They  are  also  lacking  in  the  morale  that  can  only 
be  created  bv  successful  action  in  combat. 

For  the  last  half-century  Germany's  pride  has  been  centered  on 
its  economy — the  "I iermail  Miracle."  1  lighly  capitalized,  constantly 
rising  in  productivity  and  with  a  superb  export  record,  the  econ- 
omy has  been  the  mainstay  of  Germany's  recovered  self-respect. 
Now  that,  too,  is  faltering.  German)  has  4.3  million  unemployed;  it 
is  exporting  capital  rather  than  attracting  it;  and  its  industry  is  bur- 
dened bv  a  range  of  EU  regulations  that  make  labor  increasingly 
expensive  to  employ.  It  has  had  to  drop  the  once  all-powerful 
deutsche  mark  and  faces  an  uncertain  future  with  the  euro.  The 
Miracle  is  in  the  past,  just  like  the  Wchrtnacht. 

In  both  cases  it  is  America  that  rides  ahead,  seemingly 
unstoppable.  The  U.S.  has  shown  it  can  mount,  all  over  the 
world  and  with  devastating  speed  and  success,  military  cam- 
paigns that  recall  the  old  German  Blitzkrieg.  It  has  done  so  in 
Afghanistan.  It  plans  to  do  so,  if  necessary,  in  Iraq.  The  Germans 
ar,e  envious.  And  what  makes  their  envy  even  more  acute  is  that 
America  is  playing  this  sole-superpower  role  with  effortless 
ease — or  so  it  seems — and  without  any  damage  to  its  economy. 

German  opposition  to  U.S.  policy  in  Iraq  is  doubtless  based 
in  part  on  the  close  links  German  industry  has  with  Saddam 
Hussein's  regime.  But  behind  this  is  the  far  stronger  force  of  envy, 
and  a  hopeless  nostalgia  for  past  military  and  economic  power. 

Nostalgia  has  also  been  a  potent  ingredient  in  France's  over- 
whelming envy  of  America.  For  three  centuries  France  was  the  lead- 
ing military  power  in  the  world.  Now  its  army  is  chaotically  trying 
to  reinvent  itself  as  an  all-professional  force,  but  with  inadequate 
armor,  an  air  force  with  a  handful  of  battle-worthy  fighters  and  a 
navy  whose  only  carrier  spends  most  of  its  time  in  dry  dock. 


The  French  bureaucratic  intelligentsia  has  successfully  imposed 
the  euro  on  the  hard  core  of  the  EU.  But  its  primary  purpose  was  to 
replace  the  U.S.  dollar  as  the  world's  hardest  reserve  currency.  There 
is  no  sign  this  is  happening,  or  will  happen,  in  the  foreseeable  future. 

France's  envy  is  rooted  more  deeply  still — in  culture  hatred. 
The  French,  or  rather  the  French  elite,  cannot  forgive  America 
for  the  fact  that  ordinary  people  in  France,  especially  the  young, 
show  an  increasing  tendency  to  use  American  words  and  expres- 
sions. The  French  believe  in  their  hearts  that  they  are  a  culturally 
superior  nation,  and  in  the  EU  they  have  devised  machinery  to 
impose  their  cultural  superiority  on  all  Europe.  What,  then, 
must  they  feel  to  be  made  aware  daily  that  their  precious  culture, 
the  essence  of  which  is  the  French  tongue,  is  being  undermined 
by  an  insidious  "Fifth  Column"  in  the  shape  of  Americanisms? 

The  French  elite  underestimate  America's  skill  at  geopolitics. 
They  regard  President  Bush  as  a  naive  and  ignorant  provincial, 
blundering  about  in  a  complex  world  he  does  not  understand. 
But  they  should  pay  more  attention  to  history.  Americans  are 
good  at  politics — geopolitics,  for  that  matter.  America's  Consti- 
tution has  lasted  for  over  200  years.  During  that  time  France  has 
had  12,  and  has  lurched  between  three  monarchies,  two 
empires,  five  republics,  a  commune  and  a  spell  as  a  Nazi  satellite. 

Avoid  Triumphalism 

But  if  there  is  envy  on  one  side  of  the  Atlantic,  there  is  always  the 
danger  of  arrogance  on  the  other.  America  has  a  proud  tradition  of 
state  rhetoric,  and  its  Presidents  are  expected  to  carry  it  on,  espe- 
cially in  moments  of  national  danger.  Mr.  Bush's  State  of  the  Union 
address  was  very  much  in  the  tradition.  The  President,  and  his 
advisers,  should  remember  that  rhetoric  can  be  overdone.  There  is 
no  need  for  elaborate  rhetoric  when  the  facts  speak  louder.  When 
Mr.  Bush  speaks,  he  is  addressing  not  just  Americans  but  the  entire 
world.  TR  understood  this,  too,  and  it  was  precisely  because  he  felt 
that  arrogance  reinforced  envy  that  he  repeated  what  he  called  an 
old  West  African  saying:  "Speak  softly  and  carry  a  big  stick." 

The  entire  world  now  knows  that  America  carries  a  big  stick, 
that  it  is  prepared  to  use  it  and  that  it  can  employ  it  with  astonish- 
ing force  and  dexterity.  All  the  more  reason,  then,  to  speak  in  calm, 
level  tones,  firmly  but  quietly,  with  plain  meaning  but  without  over- 
tones. Before  going  on  the  record,  Mr.  Bush  must  always  look  over 
his  words  with  these  questions  in  mind:  "Is  this  triumphalist?"  "Do 
I  sound  arrogant?"  "Is  this  adjective  or  metaphor  or  emphasis  dic- 
tated solely  by  necessary  sense  or  by  pride?"  His  statements  will  be 
all  the  more  effective  for  this  rigorous  self-examination.  F 


PVirH^C      Paul  Johnson,  eminent  British  historian  and  author;  Lee  Kuan  Yew,  senior  minister  of  Singapore;  and  Ernesto  Zedillo,  former  president  of  Mexico, 
ue  now  periodically  writing  this  column  in  addition  to  Forties  Chairman  Caspar  W.  Weinberger.  To  see  past  Current  Events  columns,  visit  our 


Web  site  at  www.forbes.com/currentevents. 
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DIGITAL  RULES 

i 

By  Rich  Karlgaard,  publisher 


BOONYACK  COMEBACK 


MAYBE  THIS  IS  THE  DELUSION  OF  A  GUY  WHO  GREW  UP  IN  A 
small  city  in  the  Midwest.  I  will  admit  that  pals  of  mine  in  New 
York  and  Silicon  Yallev  snort  at  the  idea.  But  here  goes,  anyway: 
Small  U.S.  cities  could  very  well  outperform  larger  cities,  eco- 
nomically, over  the  next  decade.  If  this  happens,  a  trend  that  has 
favored  large  cities  since  about  1981 — particularly  those  centers 
of  tech  and  finance  on  both  coasts — could  reverse. 

I  offer  no  statistical  evidence  in  support  of  this.  But  I  see  and 
hear  the  stories.  A  sales  colleague  in  her  30s  says  friends  have  all 
decamped  San  Francisco.  To  where?  Portland.  Tucson.  Sacramento. 
Sacramento?  Gee,  isn't  that  kind  of  ... 
boring  if  you've  lived  in  San  Francisco'? 

A  headhunter  told  me  that  he  now 
recruits  hotshot  executives  out  of  Chicago 
or  Dallas  and  places  them,  amazingly,  in 
Des  Moines  or  Omaha.  As  recently  as  two 
years  ago,  no  dice.  "What's  the  attraction?" 
I  ask  "Great  housing  for  the  dollar,  country 
clubs  you  can  get  into — and  afford — pub- 
lic schools  that  work,  short  commutes." 
"But  what  about  culture,  big  citv  stimula- 
tions?" I  ask.  He  laughs.  "You  clearly  don't 
get  it,  Rich.  From  the  money  they  save  on  housing,  country  clubs 
and  schools,  my  clients  fly  to  Paris  when  they  want  culture." 

IPO  Drought 

In  the  mid-1970s,  when  I  left  North  Dakota  to  attend'Stanford, 
the  cost  of  a  comparable  house  in  Palo  Alto  was  twice  that  of 
one  in  Bismarck.  My  guess  is  that  unless  the  North  Koreans 
nuke  California,  the  gap  will  never  be  that  narrow  again.  By 
1980  the  price  differential  was  four.  Remarkably,  North  Dakota 
hpuse  inflation  kept  pace  with  California's  for  a  year  or  two  dur- 
ing the  early  1 980s,  when  oil  jitters  sent  prices  over  $30  a  barrel. 
But  since  1985  it's  been  all  Palo  Alto.  Silicon  Valley  boomed, 
while  oil  and  wheat  went  bust.  Software  and  services  went  up; 
commodities,  down.  That  $150,000  house  in  Bismarck  is  now  a 
whopping  $1.5  million  in  Palo  Alto. 

We're  not  talking  about  a  fancy  house.  We're  talking  a  quar- 
ter acre,  2,200  square  feet,  three  bedrooms,  two  baths  and  a 
kitchen  in  need  of  remodeling.  Who  buys  such  a  house?  A 
schoolteacher  in  North  Dakota;  a  corporate  lawyer  in  Palo  Alto. 
Or,  more  typically,  a  Silicon  Valley  engineer  with  a  truckload  of 
stock  options  comfortably  in  the  green. 

And  there's  your  problem.  Stock  options  are  anything  but 
green  these  days  in  Silicon  Valley  ...  or  Seattle,  Cambridge  or 
Fairfax  County.  Bonuses  are  not  doing  so  well  in  Manhattan, 
come  to  think  of  it.  That  mortgage  in  Greenwich  is  certainly  not 


the  layup  it  was  two  years  ago,  yet  the  salary  supporting  it 
requires  just  as  much  sweat  and  tears  as  it  did  during  the  boom. 
Thought  experiment:  What  if  the  economy  recovers,  but  only 
modestly?  What  if  the  IPO  market  stays  cold,  as  it  did  from  1974 
to  1980?  What  if  the  stock  market  regresses  to  the  mean  for  the 
next  decade?  Would  you,  then,  Mr.  Salaryman  from  Greenwich/ 
Woodside/Medina/Winnetka,  knowingly  choose  to  work  like  a 
pack  mule,  70  hours  a  week  for  years — for  decades — just  to  eke 
out  your  mortgage,  private  school  tuition  and  country  club 
dues?  I  don't  think  so.  The  patter  of  feet  at  the  exit  door  agrees. 

Small-Jet  Revolution 

Small  cities,  especially  towns  in  warm  cli- 
mates with  nearby  universities  strong  in 
science  and  engineering,  may  turn  out  to 
be  the  rising  stars  of  the  early  2000s.  My 
guess  is  they  will  outperform  their  slicker 
city  cousins.  The  reason  is  that  talented 
white  collar  workers,  who  have  the  most 
career  choices,  will  not  automatically  head 
for  Silicon  Valley,  Seattle  or  Manhattan  as 
they  did  from  1981  to  2001.  Take  away  the 
IPO  gold  rush,  and  you  take  away  much  of  the  logic  for  doing  so. 
The  whopping  price  differential  that  exists  in  land  and  hous- 
ing costs  now  gives  small  cities  a  real  edge.  That  10: 1  office-space 
rental  cost  difference  ripples  through  every  other  business  cost, 
from  salaries  to  hotels  to  entertainment.  Meanwhile,  cable  tele- 
vision, specialty  catalogs  and  the  Internet  have  narrowed  the 
"sophistication  gap"  between  big  and  small  cities.  Every  Sacra- 
mento and  Columbus  these  days  sports  a  bohemian  old  town. 
Minor  league  baseball  is  more  fun  than  major  league.  You  can 
get  Starbucks  coffee  and  a  Wi-Fi  connection  in  Sioux  Falls. 

It's  certainly  true  that  deflation  in  commodities  and  deregu- 
lation of  the  airlines  have  choked  large  patches  of  boonville.  But 
the  former  may  have  bottomed.  The  latter  will  be  defeated  not 
by  reregulation,  but  by  a  revolution  in  small-jet  technology. 
Eclipse  Aviation  in  Albuquerque,  N.M.,  for  one,  hopes  to  roll  out 
a  nationwide  air  taxi  service  by  mid-decade.  The  idea  is  to  fly 
businessmen  in  six-seat  jets  from  Boise  to  Beaumont,  direct,  for 
the  price  of  a  business-class  ticket.  No  more  tiresome  delays  at 
Denver  and  Dallas  hubs. 

Okay,  I  have  no  statistical  backup  for  this  thesis.  My  friends 
in  New  York  and  California  scoff  at  the  idea.  But  if  it  happens, 
you  read  it  here  first.  If  you're  a  part  of  this  trend,  drop  me  a  line 
at  publisher@forbes.com  to  tell  me  about  it.  F 
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All-You-Can-Eat 

Breakfast  at  Tiffany's 

Retail's  sterling  name  is  going  mainstream. 

Can  it  withstand  the  dilution?  I  by  leigh  Gallagher 


HE   TIFFANY    &   CO.   STORE   IN 
suburban  Philadelphia's  King  of 
Prussia  mall  was  a  madhouse  in 
late  December.  Shoppers  clutch- 
ing  Gap   and   Benetton   bags 
clogged  the  aisles  and  elbowed  one  another 
to  get  to  the  store's  self-service  corner, 
where  boxes  of  sterling-silver  key  rings, 
pendants  and  charm  bracelets,  many  priced 
under  $100,  were  stacked 
and  preboxed  in  Tiffany's 
trademark  robin's-egg 
fc  blue.    For    customers 
11  needing  service,  staffers 
Bk  roved  the  sales  floor 
Jgjk  passing  out  beepers. 
If  it  sounds  like 
n  Outback     Steak - 
R  house,  that's  be- 
cause Tiffany  is 
slowly  and  sub- 
tly embracing 
the  middle  class,  a 
dangerous  game  for 
one  of  retail's  most  ex- 
clusive names.  Over  the  past 
decade  the  luxury  jewelry  re- 
tailer— best  known  for  baubles  so  aspira- 
tional  that  Audrey  Hepburn's  Holly  Golightly 
could  only  gaze  longingly  through  its  Fifth 


^tf# 
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Avenue  windows  in  Breakfast  at  Tiffany's — 
has  nearly  tripled  its  stores  in  the  U.S.  and 
changed  its  promotions  to  highlight  more 
lower-price  wares. 

"We've  always  had  a  democratic  vision 
of  what  luxury  retailing  should  be.  I  would 
hope  that  Tiffany  would  never  become  the 
type  of  jeweler  where  you  need  to  press  a 
button  to  be  admitted,"  says  Chief  Execu- 
tive Michael  Kowalski,  a  20-year  company 
veteran  who  took  the  top  job  in  1999.  "Bal- 
ancing ourselves  on  that  line  is  the  single 
most  challenging  task  that  we  have." 

The  self-service  corner  at  the  King  of 
Prussia  store  was  new  this  past  holiday  sea- 
son; so  were  the  beepers.  In  February 
Kowalski  upped  his  expansion  plans  to  a 
total  of  80  to  100  U.S.  stores  within  the  next 
10  to  15  years,  up  from  a  prior  70  to  75.  It 
currently  has  44  U.S.  locations  and  another 
82  overseas.  Tiffany's  new  5,000-square-foot 
format  (versus  a  traditional  7,500  to  10,000) 
will  allow  it  to  expand  into  smaller  markets 
and  double  up  in  bigger  towns. 

Kowalski  says  focus  groups  have 
shown  that  consumers  have  no  problem 
with  store  expansion.  Nor  does  Wall  Street. 
Tiffany's  earnings  rose  at  24%  compound 
annual  growth  rate  from  1996  to  2001,  to 
$174  million  on  $1.6  billion  in  sales. 


Out  of  the  Box 


1837  Charles  Lewis  Tiffany  and 
John  B.  Young  found  Tiffany  &  Young. 
Manhattan  dry-goods  emporium. 
Robin's-egg  shade  of  blue  chosen 
as  trademark  color. 


Tiffany's  first  store  in  lower  Manhattan. 


1853  Charles  Tiffany  assumes  control 
of  company,  renames  it  Tiffany  &  Co. 


1940  Moves  headquarters  to  Fifth 
Avenue  at  57th  Street. 


1961  Paramount  releases  Breakfast  at 
Tiffany's  starring  Audrey  Hepburn,  based 
on  1958  Truman  Capote  novella. 


Merchant  Ch.irlcs  Tiffany. 


Shares  are  up  sixfold  since  1996  to  $36,  or 
31  times  earnings. 

Big-ticket  items  still  move:  Tiffany's 
average  engagement- ring  sale  in  the  U.S. 
last  year  was  $10,000,  up  from  $9,000 
three  years  ago.  It  has  sold  or  taken  orders 
for  all  450  of  a  limited-edition  $22,000 
Patek  Philippe  watch  due  out  this  fall. 

But  Tiffany  is  no  longer  intimidating 
to  shoppers  like  Pat  Fleming.  A  52-year-old 
teacher  from  the  blue-collar  Northeast 
Philadelphia  neighborhood  of  Mayfair, 
Fleming  shopped  the  King  of  Prussia  store 
one  Saturday  last  month  with  her  22-year- 
old  daughter,  Jennifer.  "I  never  would  have 
thought  I  could  afford  anything  from 
Tiffany,"  she  says.  Urged  by  Jennifer,  she 
first  went  in  to  browse  two  years  ago  and 
was  shocked  to  find  silver  pendants  for 
under  $100.  Mother  and  daughter  now 
own  several  pieces  each.  "I  like  the  styles," 
says  Fleming.  "And  they're  affordable." 

Tiffany's  sales  and  earnings  were  off 
4%  and  9%  last  year,  respectively,  but  some 
blame  must  fall  on  the  lousy  economy.  In 
the  U.S.,  sales  at  stores  open  longer  than  a 
year  fell  8%.  A  steep  drop  in  New  York  City 
tourism  after  Sept.  1 1  cut  sales  15%  at  the 
flagship  Fifth  Avenue  location,  which  ac- 
counts for  1 1%  of  the  company's  revenue. 

But  trading  down  has  been  a  two-year 
trend.  Tiffany's  average  jewelry  purchase  has 
dropped  from  $360  to  $317  since  1999, 
thanks  to  surging  sales  of  sterling  silver  mer- 
chandise— the  company's  least  expensive 
jewelry  and  the  stuff  the  King  of  Prussia 
shoppers  were  fighting  over. 

In  the  process  of  making  itself  less  in- 
timidating, Tiffany  may  be  driving  away 
some  of  its  core  customers.  Alexis  Con- 
rad, 29,  a  New  York  City-based  former 
project  manager  at  TheKnot.com,  a  wed- 
ding Web  site,  used  to  wear  a  Tiffany  silver 
heart  necklace  every  day,  but  stopped.  "I'd 
come  into  the  office,  and  everyone  else 
would  be  wearing  it,"  she  says.  Before  she 


Bowing  Out  Gracelessly 

The  long-distance  industry's  last  gasp:  If  you're  going  down, 
take  some  customers  with  you  |  byscott  woolley 


PITY  THE  NATION'S  BIG  THREE  LONG-DISTANCE 
carriers.  Despite  shrinking  operating  costs  and 
increased  competition  from  local  and  wireless 
phone  companies,  AT&T,  MCI  and  Sprint  have 
all  but  given  up  trying  to  find 
new  customers,  opting  to 
raise  "basic"  rates  instead. 

Why  would  anyone  think 
to  raise  prices  in  such  an  envi- 
ronment? Simple,  says  J.  Gregory 
Sidak,  of  the  American  Enterprise 
Institute.  The  big  carriers  enjoy  a 
loyal  core  of  customers  who  pay 
escalating  basic  rates  and  rarely 
ask  for  discounts. 

The  industry's  new  strategy  is  to  milk 
those  chumps  for  all  they  are  worth.  In  Febru- 
ary AT&T's  new  basic  daytime  rate  jumped  17% 
to  35  cents  per  minute.  Calls  costs  AT&T  less 
than  2  cents  to  deliver. 

Why  do  25  million  customers  stay  true  to 
companies  charging  them  seven  times  what 
they'd  pay  with  a  competitive  rate?  Most  don't 


realize  they  are  being  taken  to  the  cleaners.  Ac- 
cording to  Sidak,  who  just  coauthored  a  study 
correlating  phone  rates  with  demographics,  the 
less  money  and  education  callers  have,  the  higher 
their  rates  tend  to  be.  (Sidak  has 
consulted  for  local  phone 
companies,  rivals  to  long- 
distance carriers.)  An 
AT&T  spokesman  insists 
that  all  classes  of  consumers  are 
equally  likely  to  pay  basic  rates. 
Don't  expect  higher  prices  to 
save  the  big  three,  whose  long- 
distance revenues  declined  15% 
last  year.  To  lure  investors,  MCI— 
now  a  WorldCom  tracking  stock— pays  a  fat 
dividend.  After  its  recent  plunge,  the  stock 
yields  an  astounding  27%.  The  message:  The 
market  doubts  the  erstwhile  telecom  kings  can 
survive  much  longer. 

It's  hard  to  know  who  to  feel  sorrier  for:  the 
dying  phone  giants  or  the  customers  they're 
fleecing.  F 


got  engaged,  she  told  her  fiance  she  didn't 
want  a  Tiffany  engagement  ring.  Her  ring 
(and  the  diamond  pendant  she  wears 
around  her  neck)  come  from  a  one-store 
jeweler  in  Santa  Barbara. 

Pamela  Jaccard,  a  47-year-old  market- 
ing executive  in  West  Chester,  Pa.,  says  she 
spends  $3,000  a  year  at  Tiffany  but  winces 
at  the  concept  of  100  stores.  "How's  that 
going  to  be  any  different  than  Baskin-Rob- 
bins?"  she  says.  "People  should  have  to 
travel  to  get  to  Tiffany.  That's  part  of  the 
thrill." 

Tiffany  still  has  a  long  way  to  go  be- 
fore it  is  as  accessible  as,  say,  Zales,  which 


has  755  U.S.  stores,  but  certain  of  its  prod- 
ucts— the  Tiffany  Heart  Tag  silver  bracelet, 
for  one — have  become  required  wear  in 
junior  high  school  cafeterias  across  the 
country.  "The  brand  is  more  stretchable 
than  others  because  of  its  strength.  But  it's 
a  very  dangerous  development  that  they're 
going  through,"  says  Stefan  Daiberl,  a  di- 
rector at  Interbrand,  a  New  York  market- 
ing consultancy. 

That  blue  box?  Says  Cynthia  Cohen  of 
Strategic  MindShare,  retail  consultants  in 
Menlo  Park,  Calif.:  "It  doesn't  have  the 
'wow'  factor  of  the  red  box  with  the  gold 
Cs"  of  Cartier.  F 


1963  Tiffany  opens  first  branch  store, 
in  San  Francisco. 


I9S9  Opens  first  mall-based  store, 
Phipps  Plaza,  Atlanta. 


1984  Chief  Executive  William  Chaney 
and  team  of  investors  buy  back  company 
in  $136  million  LBO. 


1972  Enters  Japan  via  boutique  in 
Mitsukoshi  department  store. 


1979  Avon  Products  purchases 
Tiffany  &  Co,  for  $94  million 
in  stock. 


!S67  Initial  public  offering  on  New  York 
Stock  Exchange.  Total  U.S.  store  count:  8. 

■''■- v:-  Ends  year  with  16  U.S.  stores; 
begins  current  phase  of  U.S. 
store  expansion. 


Sales  for  the  year  drop  4%; 
earnings  decline  9%. 


;  ';S3  Michael  Kowalski  becomes  chief 
executive.  Reports  record  sales  and 
earnings:  Revenues  climb  25%  to 
$1.46  billion,  earnings  rise  62%. 


2002  Begins  year 
with  44  stores 
in  U.S.,  126 
worldwide. 
Announces  new 
U.S.  target  of 
80  to  100  stores 
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Horse  Trader 


A  telecom  veteran  demonstrates  the  art  of 
selling  high  and  buying  low  |  by  Bernard  condon 

JOHN  MCDONNELL  CAN  BE  FORGIVEN  FOR  THINKING 
twice  about  selling  the  company  he  built  from  scratch. 
But  when  high-flying  Internet  provider  PSINet  offered  to 
pay  a  60%  premium  for  his  Transaction  Network  Ser- 
vices, he  couldn't  resist.  In  August  1999  McDonnell  agreed  to 
sell  TNS  for  $720  million  in  cash  and  stock,  a  deal  that  valued  his 
family's  1 1%  stake  at  $77  million. 

Talk  about  good  timing.  By  the  time  McDonnell  received  his 
PSINet  shares  after  the  sale  closed,  the  stock  was  up  another 
24%.  Within  24  hours  he  unloaded  all  of  his  shares  and  con- 
vinced most  of  his  family  to  do  the  same,  turning  their  stake 
into  a  $90  million  (pretax)  fortune. 

What  did  PSINet  get?  What  every  In- 
ternet company  wanted:  eyeballs.  TNS 
connects  the  credit  card  swiping  ma- 
chines owned  by  300,000  merchants  to 
companies  that  verify  credit  accounts. 
PSINet  figured  it  would  be  easy  to  sell  In- 
ternet access  to  those  merchants  and  ex- 
pand the  business  abroad.  In  a  little  over 
a  year  the  company  spent  $19  million 
on  new  telecommunications  equipment 
setting  up  operations  in  29  countries. 

But  its  ambitions  were  cut  short.  The 
TNS  purchase  was  part  of  a  buying  spree 
largely  financed  by  junk  bonds.  The  ac- 
quired assets  didn't  generate  enough 
cash  to  pay  off  the  debt. 
While  PSINet  slowly  unraveled,  McDonnell  was  busy  rede- 
ploying his  winnings.  In  January  2000,  with  three  family  mem- 
bers and  a  couple  of  former  TNS  executives,  he  invested  $3  mil- 
lion in  Paylinx,  a  small  software  company  that  appointed  him  its 
chief  executive.  Nine  months  later  he  sold  the  firm  to  Cyber- 
source  in  an  all-stock  deal  that  tripled  his  investment  on  paper. 
What  next?  Perusing  the  morning  papers  over  coffee  in  his 
Virginia  home,  McDonnell  read  that  PSINet  might  have  to  sell 
some  assets.  McDonnell  grabbed  the  phone  and  called  his  part- 
ners: Why  not  buy  TNS  back? 

The  six  invested  $8  million  for  a  6%  equity  stake;  Chicago 
buyout  firm  GTCR  Colder  Rauner  bought  the  balance.  Total 
purchase  price:  $285  million,  half  borrowed.  That  is  63%  less 
than  PSINet  paid  for  the  company  just  14  months  earlier.  Two 
months  after  the  deal  closed,  PSINet  went  bankrupt. 

McDonnell  has  since  closed  27  of  the  29  new  offices,  but 
thanks  to  the  new  equipment  upgrades,  sales  from  overseas  op- 
erations arc  up  33%.  Now  Mel  )onnell,  64,  has  his  eye  on  a  se- 
ries of  fiber-optic  networks  wired  into  shopping  malls,  a  proj- 
ect that  so  far  has  drained  $100  million  or  so  from  Simon 
Property  and  live  other  de\  elopers.  F 


Old  job,  more  money 
John  McDonnell. 


MMMM 


Try  and  buy:  a  comfortable  place  to  loosen  purse  strings. 


For  Women  Only 

A  new  mall  in  Saudi  Arabia  finally  gives  female 
shoppers  a  chance  to  let  down  their  hair  and 
doff  their  abayas  |  by  lynn  j.  cook 


RICH  SAUDI  WOMEN  ARE  ALWAYS  JETTING  OFF  TO  LONDON,  NEW  YORK  AND 
Dubai  to  drop  a  bundle  on  designer  clothes,  handbags  and  jewelry.  And 
why  not?  At  home  they  can  buy  duds  from  the  likes  of  Harvey  Nichols, 
but  they  can't  try  them  on:  That's  a  no-no  in  stores  manned  by,  well,  men. 
Now  women  are  checking  their  abayas  at  the  door  of  Riyadh's 
newest  shopping  mecca— the  Kingdom  Centre,  which  opened  in 
October— on  trendy  Olaya  Street.  "We've  created  an  oasis  for 
women,"  says  Ronald  Altoon,  whose  Los  Angeles-based  Altoon  & 
Porter  Architects  designed  the  ladies-only  shopping  zone  in  the  $450 
million  Kingdom  Centre  office  and  retail  complex.  An  oasis  and  a 
capital  opportunity.  "We  depend  on  women,  like  anywhere  else  in 
the  world,  to  spend  money,"  says  Walter  Kleinschmit,  Kingdom  Cen- 
tre's manager  of  operations. 

Saudi  Arabia's  strict  interpretation  of  sharia,  or 
Islamic  law,  calls  for  women  to  be  covered  from 
head  to  toe  while  in  public.  So  at  Kingdom  Centre 
women  are  dropped  off  at  a  valet  entrance,  helped 
out  of  their  billowing  garments  by  female  staffers 
and  ushered  up  to  a  special  shopping  zone  on 
the  third  floor.  Sandblasted  glass  along  the  mall's 
walkways  creates  a  frosted  partition,  conceal- 
ing the  sometimes  blue-jeans-clad  women  from 
male  gawkers  below.  An  all-female  staff  at- 
tends to  the  shoppers'  needs  as  they  whip  out 
charge  cards  at  Givenchy,  Armani  and  Swatch. 
Kingdom  Centre  is  the  brainchild  of 
Prince  Alwaleed  Bin  Talal  Alsaud,  the  45-year-old  nephew  of  King 
Fahd  and  the  world's  eleventh-richest  man,  worth  $20  billion.  (The 
same  guy  whose  $10  million  check  for  Sept.  II  victims  was  refused  after 
he  criticized  U.S.  Mideast  policy.)  Prince  Alwaleed  also  owns  a  small 
stake  (less  than  5%)  in  Saks  Inc.,  which  opened  its  first  non-U.S.  store 
as  an  anchor  tenant  in  the  Riyadh  complex. 

No  problem  finding  help.  Kleinschmit  says  that  for  50  positions  he 
received  7,000  applications.  But  during  business  hours,  Kleinschmit 
can't  set  foot  on  the  third  floor;  male  delivery-truck  drivers  must  drop 
off  merchandise  at  odd  hours,  leaving  boxes  unattended  in  the  mall. 

The  Kingdom  Centre  is  the  first  attempt  at  a  women's-only  zone, 
though  Donna  Karan  opened  a  similar  stand-alone  boutique  in  1993.  "If 
this  works,  others  will  follow  suit,"  says  Altoon.  "If  there  are  problems, 
it'll  be  the  last  we've  seen  of  it."  F 
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You've  been  very,  very  good. 
Now  go  to  your  room. 
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*  lUT  LU3Q    Nevada  is  freaked  out  that  some  day  nuke  waste 
will  be  heading  for  Yucca  Mountain.  Why  worry?  by  Christopher  helman 


HOW  WOULD  YOU  LIKE  100,000  TONS  OF  HIGH-LEVEL  NUCLEAR 
waste  dumped  in  your  backyard?  Faced  with  just  that 
prospect,  Nevada  Governor  Kenny  C.  Guinn  is  freaking  out  the 
populace  by  conjuring  up  nightmare  scenarios  for  a  federal 
proposal  to  make  Yucca  Mountain,  90  miles  from  Las  Vegas, 
the  site  of  the  nation's  first  permanent  nuclear  waste  depos- 
itory. Such  as:  A  major  accident  or  terrorist  attack  on  a  train 
or  truck  carrying  waste  would  release  enough  radiation  to  kill 

1.  CANISTER:  The  core  of  NAC's  Universal  Multi-Purpose 
Canister  System  is  a  19-ton  stainless  steel  canister.  It  holds 
a  further  19  tons  of  spent  fuel  rods. 

2.  CASK:  An  83-ton  cask  holds  the  canister.  Its  foot-thick, 
radiation-stopping  walls  are  made  of  steel,  lead  and 
space-age  shielding  material. 


3.  IMPACT  LIMITER:  Inside  a  steel  shell  is  an 
intricate  structure  of  balsa  or  redwood  that  can 
absorb  huge  shocks  without  jarring  the  cask. 

4.  RAILROAD  CAR:  Trains  will  deliver  most  of 
Yucca's  waste.  At  130  tons,  the  system  weighs 
more  than  three  times  the  highway  limit. 


thousands  and  empty  the  casinos  for  hundreds  of  years. 

But  with  multiple  protective  layers  that  include  steel  and  lead, 
nuke  transport  casks  are  tough  enough  to  withstand  all  but  the 
most  advanced  armor-piercing  weapons.  Similar  storage  casks 
can  even  survive  a  direct  hit  by  a  fully  fueled  Boeing  747  Really? 
The  effect,  says  Michael  McGough,  marketing  chief  for  NAC 
International,  maker  of  the  transport  system  illustrated  below, 
"would  be  like  throwing  raw  eggs  at  a  fire  hydrant."  F 


Chapter  Two 


Barnes  &  Noble  is  diving  into  the  publishing 
business.  Read  on  for  cheaper  book  prices  and 
angry  insiders  |  by  chana  r.  schoenberger 


WHAT  DO  WILLIAM  SHAKESPEARE:  THE  COMPLETE  WORKS 
and  Satisfaction:  The  Art  of  the  Female  Orgasm  have  in 
common?  The  same  publisher:  Barnes  &  Noble.  That's 
right,  the  nation's  biggest  bookseller.  Newly  minted  Chief  Exec- 
utive Stephen  Riggio  wants  to  do  to  the  elitist  world  of  book 
publishing  what  big  brother  Leonard  did  to  the  elitist  bookstore: 
bring  it  down  to  the  mass  market,  squeeze  prices  and  dominate. 
While  B&N  has  dabbled  in  backlist  reprints  in  the  past,  Riggio 
wants  to  turn  private-label  publishing  into  maybe  a  $400  million 
business  within  five  years,  equal  to  10%  of  expected  bookstore  rev- 
enue, up  from  4%  today.  Riggio  intends  to  develop,  print  and  mar- 
ket his  own  books,  not  only  in  his  own  stores  but  also  through 
rival  chains  such  as  Borders  Group,  which  already  sells  a  B&N  tide, 
Making  the  List,  by  Michael  Korda,  editor-in-chief  of  publisher 
Simon  &  Schuster.  Riggio  thinks  that  rock-bottom  prices  will  lead 
more  customers  to  take  home  his  edition  of  Georgia  O'Keeffe:  One 
Hundred  Flowers  at  $30  rather  than  the  $100  Random  House 
charged  for  its  original  edition.  "Our  goal  is  to  increase  our  sales  by 
giving  our  customers  good  values,"  says  Riggio,  47,  who  took  over 
the  top  job  in  February. 

B&N's  dive  into  private  labeling  has  the  potential  to  bust 
open  the  industry.  Publishers  will  have  to  fight  the  chain  for 
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manager. 
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uncharted  wilderness,  Sacagawea  led  Lewis  and 

lark  through  the  Louisiana  Purchase  to  the 
oast  of  Oregon.  She  was  the  one  who  read  the 
>igns.  Spoke  the  language.  Understood  the 
people.  Knew  the  territory. 


pital  markets,  and  no  one  is 
better  at  guiding  clients  through  it.  We  were  the 
top-performing  bookrunner  of  2001. f  Guided 
clients  on  deals  valued  in  excess  of  $20  billion. 
And  maintained  our  #1  ranking  in  after-deal  IPO 
support.11  When  you  set  out  to  conquer  new 
territory,  take  the  right  guide  to  lead  the  way. 


Guides  for  the  journey.         [Tvl  bcHlCOfP 

Piper  Jaffray® 
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shelf  space;  distributors,  like  Ingram 
Book  Group,  might  face  a  sharply 
decreased  role;  and  skyrocketing  author 
advances  may  come  back  to  earth. 
"Nobody's  happy  about  this,"  says  Jim  P. 
Milliot,  a  senior  editor  at  trade  publica- 
tion Publishers  Weekly. 

Except  B&N's  accountants.  A  home- 
grown title  can  add  five  to  ten  percentage 
points  to  its  typical  20%  gross  margins, 
estimates  Albert  N.  Greco,  an  associate 
professor  at  the  Fordham  Graduate  School 
of  Business  who  studies  the  book  industry. 
He  says  that  a  $10  private-label  edition  of 
Dante's  Inferno,  which  is  in  the  public 
domain  and  thus  doesn't  require  licensing 
fees,  could  cost  just  $1.50  to  produce. 

The  Riggio  brothers  chose  a  trusted 
lieutenant,  J.  Alan  Kahn,  to  head  the  new 
publishing  group,  which  will  oversee  a 
new  stable  of  imprints.  He  plans  to 
mount  a  rearguard  action,  avoiding  the 
costly  literary  fiction  over  which  publish- 
ers fawn,  in  favor  of  more  humble  cate- 
gories such  as  gardening,  cookbooks  and 
drawing  manuals.  (For  another  take  on 
lowbrow  books,  see  story,  p.  118.) 

B&N  has  considerable  heft  to  throw 
behind  its  titles.  A  full-court  press  would 
include  author  readings,  newspaper  ads 
and  prime  real  estate  in  the  stores.  B&N 
already  exploits  its  stores  during  the 
Christmas  season,  adorning  its  windows 
only  with  its  own  books  and  those  for 
which  publishers  have  paid  for  the  privi- 
lege, Milliot  says. 

The  media  conglomerates  behind  the 
publishing  houses,  such  as  News  Corp., 
Viacom  and  Bertelsmann,  can  fight  back, 
to  a  degree,  by  giving  B&N  less  attractive 
selling  terms  or  by  stepping  up  their  own 
efforts  at  online  sales.  Borders  is  not  par- 
ticularly concerned  about  who  publishes 
which  book,  but  it  isn't  jumping  at  the 
chance  to  sell  Riggio's  offerings.  It  sells 
the  Michael  Korda  book  only  because 
customers  ask  for  it.  Nonchain  book- 
stores are  even  less  enamored  of  B&N  as 
literary  gatekeeper. 

But  Riggio  and  Kahn  can  afford  to 
take  risks.  With  $3.7  billion  in  bookstore 
revenue  (and  $1.2  hi  I  on  from  other 
sources),  they  control  1  "  the  retail 
book  market.  Publishers  caj  .;•  boy- 
cott them.  F 


The  Coming  Ruckus 

The  government's  criminal  case  against  Arthur  Andersen 
contains  the  seeds  of  a  fraud  indictment— and  a  blunt 
warning  to  potential  witnesses  that  time  is  running  out. 

BY  DANIEL  FISHER 

IT  WAS  AN  UNCOMMON  SCENE  FOR  A 
federal  courtroom:  Russell  (Rusty) 
Hardin,  the  lawyer  for  embattled  ac- 
counting firm  Arthur  Andersen,  was 
practically  begging  U.S.  District  Judge 
Melinda  Harmon  in  Houston  to  speed 
up  the  criminal  case  against  his  client 
two  weeks  ago.  The  prosecutor,  mean- 
while, was  asking  for  more  time. 

What  was  behind  this  seeming  case 
of  role  reversal?  A  hint  lies  in  Paragraph 


about  it,  they  could  have  done  the  entire 
indictment  without  Paragraph  8,"  says 
Jacob  Frenkel,  a  former  Securities  8c 
Exchange  Commission  enforcement 
attorney  and  expert  on  white-collar 
prosecutions.  "I  take  it  as  a  message  to 
Andersen  employees." 

And  what  might  that  message  be? 
Cooperate  with  prosecutors  in  their 
efforts  to  nail  top  Enron  executives  or 
face  the  same  charges  yourself.  In  that 
light  Hardin's  hurry  (trial  has  been  set 


8  of  the  indictment  accusing  Andersen 
of  destroying  materials  related  to  its 
audits  of  bankrupt  Enron  Corp.  In  that 
paragraph  the  government  seems  to  be 
laying  the  grounds  for  a  broader  case  of 
securities  fraud,  accusing  Andersen  of 
abetting  a  massive  fraud  at  Enron  by 
failing  to  disclose  "significant  facts 
unknown  to  the  public" — namely, 
signing  off  on  false  financial  statements. 
In  a  shredding  indictment,  the  47-line 
paragraph  seems  out  of  place — unless  it 
was  designed  to  signal  where  the  gov- 
ernment is  heading  next.  "If  you  think 


for  May  6)  makes  sense:  The  govern- 
ment has  less  time  to  broaden  its  case. 
But  the  pressure  is  still  on  potential 
witnesses  to  cut  their  own  immunity 
deals. 

"In  the  words  of  that  great  trial 
lawyer  Bob  Dylan,  'You  don't  need  a 
weatherman  to  know  which  way  the 
wind  blows,' "  says  David  Berg,  a  veteran 
white-collar  defense  attorney  based  in 
Houston.  "[The  government's]  saying, 
'The  doors  are  open,  boys,  come  on  in.'" 
With  grand  jury  testimony  piling  up, 
those  doors  could  soon  slam  shut.       F 
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like  nothing  else." 


crimes  you  find  yourself  in  the  middle  of  nowhere.  And  sometimes  in  the  middle  of  nowhere  you  find  yourself.  The  legendary  HI. 
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Spray  and  Pray 

Interactive  advertising  may  even- 
tually happen,  but  maybe  not  soon 
enough  for  Gemstar-TV  Guide. 

BY  DOROTHY  P0MERANTZ 


I 


Bottom  Fishers 


T'S  BEEN  A  ROUGH  PATCH  FOR  GEMSTAR- 
TV  Guide,  the  maker  of  those  ubiquitous 
on-screen  cable  programming  guides.  First 
came  the  revelation  that  the  company's 
respected  co-president  and  point  man  with 
the  cable  companies  quit.  Then  Gemstar  said  it  would  take  a 
writedown  of  $5  billion  for  goodwill,  wiping  out  half  of  the 
company's  assets. 

Finally  came  word  that  a  decision  in  an  important  patent 
case  was  pushed  back  to  late  June,  creating  yet  more  uncertainty 
and  driving  down  the  stock  to  a  recent  52-week  low.  Even  with 
the  drubbing,  this  is  not  a  cheap  equity.  The  moneylosing  com- 
pany has  an  enterprise  value  (debt  plus  market  cap  of  common) 
of  5  times  its  $1.4  billion  revenues.  By  contrast,  both  AOL  Time 
Warner  and  Viacom  trade  at  4. 

Investors  are  apparently  still  confident  that  the  company's 
patents  behind  its  programming  ^^^^^^^^^^^^^^^^ 
guide  will  hold  up  in  court. 
There's  another  reason  for  the 
enthusiasm:  With  its  tentacles 
reaching  out  to  1 5  million  cable 
TV  screens,  the  company  is  a  po- 
tential gold  mine  of  advertising 
revenues.  As  recently  as  last  Au- 
gust analysts  were  forecasting 
that  the  company  would  sell 
about  $1.6  billion  worth  of  ads 
on  its  programming  guides  by 
2005.  Pure  gravy  for  Gemstar, 
since  it  kicks  back  just  15%  of 
the  ad  revenues  to  the  partici- 
pating cable  company. 

Wishful  thinking.  The  com- 
pany sold  $100  million  of  ads 
on  the  programming  guide  last 
year.  CIBC  World  Markets 
recently  slashed  its  estimate  of 
ad  sales  growth  to  54%  this 
year,  down  from  141%. 

The  greater  challenge  may 
be  the  ad  itself.  For  now  at  least, 
Gemstar  is  mostly  selling  glori- 
fied banner  ads  that  sil  silently 
on  the  margin  of  the  gi  ■  le.  1  he 
big  payoff  for  Gemstar  and  the 
cable  companies  is  to  otter  in- 


teractive "addressable  ads"  that  target  not  just  spe- 
cific demographics  but  individual  houses.  By 
monitoring  a  couch  potato's  viewing  habits, 
Gemstar  can  pitch  the  ads  that  will  have  an  im- 
pact and  charge  a  premium  for  the  privilege. 

"Nice  in  theory,  but  it's  so  far  been  a  lot 
tougher  than  anyone  thought.  Forrester  Research 
predicted  in  1999  that  interactive  advertising 
would  divert  $  1 1  billion  from  the  networks  to 
the  cable  and  satellite  companies  by  2004.  The 
estimate  has  since  been  dropped  to  $1.5  billion, 
just  $95  million  of  the  ads  were  sold  in  2001,  and 
$290  million  are  optimistically  expected  this  year. 
Advertisers  still  prefer  the  old-fashioned  "spray  and 
pray"  method.  "I  have  to  live  in  the  here  and  now,"  reasons  Jef- 
frey Mahl,  Gemstar's  president  of  media  sales. 

ACTV,  an  interactive  TV  outfit  backed  by  John  Malone, 
who  also  funded  the  failed  Your  Choice  TV  venture,  is  pro- 
viding the  technology  for  AT&T  Broadband  to  send  targeted 
commercials  to  23,000  of  its  cable  customers  in  a  test  in 
Aurora,  Colo.  But  the  smallest  group  of  people  ACTV  can  tar- 
get is  20  households.  "If  you're  the  head  of  advertising,  you're 
unlikely  to  get  fired  for  buying  ad  time  on  NBC,"  says  Yankee 
Group  analyst  Aditya  Kishore.  "But  you  may  get  fired  for 
choosing  to  use  a  new  technology."  F 


Three  billionaires,  two  of  them  brothers,  are  duking  it  out  to  take  possession 
of  the  undersea  cable  network  owned  by  Global  Crossing,  now  in  bankruptcy 
court.  It  is  highly  unlikely  that  the  top  bid  will  cover  the  $12.4  billion  Global 
owes  irate  creditors  I  by  Josephine  lee 


RESIDENCE:  Hong  Kong 

COMPANY:  Hutchison  Whampoa 

NET  WORTH:  $10  billion 

STRENGTH:  Li's  conglomerate 

Hutchison  Whampoa  is  sitting 

on  $18.6  billion  in  liquid  assets. 

Doesn't  hurt  that  he  already  has 

ties  to  Global  Crossing. 

WEAKNESS:  Those  ties.  Could  get 
caught  in  FBI  and  SEC  probes. 

PilOSPECT:  Only  guy  with 

formal  offer,  paying  creditors 

les:,  than  10  cents  on  the  dollar. 


RESIDENCE:  Los  Angeles 

COMPANY:  Gores  Technology 

NETW0RTH:  $1.6  billion 

STRENGTH:  Israeli  immigrant  has 
impressive  record  reviving  tech 
companies  like  VeriFone.  Quick 
deal-closer.  Once  raised  $100 
million  in  four  hours. 

WEAKNESS:  Lacks  experience  in 
telecom  infrastructure. 

PROSPECT:  If  he  wins,  will  likely 

focus  on  good  cash-flow 

units,  dumping  others. 


RESIDENCE:  Los  Angeles 

COMPANY:  Platinum  Equity 

NET  WORTH:  $1.5  billion 

STRENGTH:  Younger  brother  of 
Alec  is  skilled  tech  bargain 
shopper,  cobbling  together 
castoffs  of  big  companies. 

Has  done  39  deals  since  1996. 

WEAKNESS:  See  Alec  Gores. 

PROSPECT:  Lots  of 

cross-selling  opportunities 

with  his  tech  firm 

NextiraOne. 
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Only  Ericsson  lets  you 

grow 

your  network 

any  way  you  want 


Our  inventions  are  turning  technology 
into  your  business  opportunity. 
Inventions  like  GPRS,  WAP  ATM 
and  Bluetooth.  Creating 
the  business  opportunities  of  today. 
And  with  30,000  patents  pending 
worldwide,  doing  the  same  tomorrow. 
Another  reason  why  the  world's 
most  powerful  telecommunication 
companies,  like  WorldCom, 
China  Mobile  and  France  Telecom, 
choose  Ericsson.  Again  and  again. 
www.ericsson.com 
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The  Informer 


from  a  later  court  fight  with  nonfamily  share- 
holders, who  settled  for  $135,000  a  share.  The 
IRS  Says  the  paper  will  help  show  if  Wisconsin- 
based  Kohler  Co.  artificially  depressed  its  own 
stock.  FORBES  figures  the  family's  worth  at  $1.5 
billion — equivalent  to  $200,000  a  share.  The 
estate  defends  its  numbers.        — Janet  Novack 

Who's  Legitimate? 

Chicago-based  clothier  Hartmarx  beat  back  a 
hostile  $4.50-a-share  offer  last  fall  from  cloth- 
ing tycoon  Spencer  Hays  by  questioning  the 
legitimacy  of  his  financing.  Since  then,  century- 
old  Hartmarx,  whose  men's  labels  include  Hart 
Schaffner  &  Marx  and  Hickey- Freeman,  has 
posted  big  losses,  cut  manager  pay  and 
announced  hiring  of  a  new  boss.  The  share 
price  now:  $2.10.  — William  P.  Barrett 


Industry  Code  for  "Bid  Higher"  Garp-or  Gasp? 


Sources  say  Michael  Jackson  is  a  driving  force  behind  efforts  by 
his  close  friend  and  business  manager,  John  McClain,  to  buy  Mo- 
town, the  venerable  record  label  where  Jackson  and  siblings 
started  out  as  cute  crooning  kids  in  the  1960s.  The  aging  hit  fac- 
tory was  acquired  by  Universal  Music  Group  when  it  paid  $10  bil- 
lion in  1998  for  Polygram,  which  had  bought  Motown  in  1993  for 
$301  million.  With  his  own  career  fading,  Jackson,  43,  has  been 
moving  into  music-industry  investing;  he  owns  rights  to  songs  by 
the  Beades  and  Elvis  Presley,  and  would  have  a  piece  of  any  deal. 
Universal  insists  Motown  is  not  for  sale.  — Brett  Pulley 


Flushing  Out  the  Facts 


A  federal  judge  won't  block  the  Internal  Revenue  Service  from 
getting  documents  that  might  show  that  Frederic  C.  Kohler's  13% 
stake  in  his  Forbes  400  family's  plumbing  fixtures  empire  was 
worth  far  more  than  the  $47  million  ($48,000  a  share)  his  estate 
reported  after  his  1998  death.  Among  items  sought:  sealed  files 


Living  up  to  its  name,  the  Global  Association  for  Risk  Profes- 
sionals, which  awards  the  well-known  Financial  Risk  Manager 
credential,  has  been  stressed  since  nasty  anonymous  e-mail  cir- 
culated last  year  accusing  two  founders  of  dubious  accounting 
and  other  financial  hijinks.  Then  Garp's  president  and  many 
regional  managers  quit  after  a  dispute  over  a  $150,000-a-year 
contract  Garp  gave  a  firm  owned  by  one  founder's  father.  No 
word  from  Garp  officials.  That  founder,  who  plans  to  leave  Lon- 
don-based Garp,  blames  rivals  for  the  rumors.  — Daniel  Fisher 

The  Biggest  Scandal  Is  What's  Legal 

Harvard  Business  School  Publishing  Corp.,  which  runs  the  Har- 
vard Business  Review — center  of  a  much-publicized  sex  scandal 
involving  interviewer  Suzy  Wetlaufer  and  interviewee  Jack 
Welch — is  officially  a  tax-exempt  nonprofit.  But  it  sent  $18  mil- 
lion, on  $78  million  in  revenues,  to  owner  Harvard  University. 
Eleven  of  the  246  workers  earned  $270,000  or  more.  — W.P.B. 


EiSSnlTliiTiHB 
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Now  facing  a  criminal  charge,  Arthur  Andersen  LLP  has  a  lot  of  recent  company  within  the  accounting  profession.— W.P.B. 

ACCOUNTANT                          tOCATION                                        ALLEGATIONS  INCLUDE                                           DISPOSITION 

Glenn  Brannon 
Gregory  Duvieilh 

Greenfield,  Wis. 

stole  $609,000  from  in-laws'  business 

sentenced  to  4 1  months 

New  Orleans, 

helped  submit  false  information  to  IRS 

sentenced  to  3  years'  probation 

Charles  Hob! in 
David  F.  Howard 
R.  Bruce  Lightfoo 
William  Manies 
Irwin  Millstein 

Chester,  Conn. 

fraudulently  got  $400,000  in  bank  loans 

awaiting  sentencing 

Las  Y.  gas,  Nev. 

involved  in  big  illegal  gambling  ring 

awaiting  sentencing 

iss. 

faked  records  to  help  client  get  loan 

sentenced  to  3  years'  probation 

.  ille,  Tenn. 

murdered  ex-boss  at  her  office 

sentenced  to  26  years 

•  Bca.ii,  i 

filed  false  tax  returns  for  himself  and  others 

sentenced  to  27  months 

Gregory  T.  Ross 

Chfc    o,Ill. 

hid  kickbacks  and  bribes 

awaiting  sentencing 
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How  do  you  get  daily  updates 
on  your  business  health? 


Give  employees  ■ 
well-defined  objectives? 


And  respond  quickly  to 
changing  market  conditions? 


SAS  is  all  you  need  to  know. 


Only  SAS  provides  you  with  a  total  enterprise 
view  for  aligning  HR,  finance  and  other  business 
units  to  meet  strategic  goals.  So  you  can  keep 
stakeholders  happy,  employees  productive  and 
competitors  on  the  defensive.  To  find  out  how 
leading  companies  are  reaping  the  rewards 
SAS  enterprise  intelligence  software,  call  toll 
1  866  270  5722  or  visit  www.sas.com/enterprise 


The  Power  to  Know,, 


4V: 


SAS  and  all  other  SAS 
©2002  SAS  li 
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Follow-Through 


MAY  29.  2000 


Arms  Race 


AS  OF  LATE  MARCH  TRW  WAS  DIGGING  IN  TO  DEFEND  ITSELF  AGAINST  A  $5.9 
billion  hostile  takeover  offer  from  fellow  defense  contractor  Northrop 
Grumman.  Good  luck.  As  we  suggested  two  years  ago,  Northrop  doesn't 
take  no  for  an  answer.  Vowing  to  survive  the  industry's  voracious  consoli- 
dation, the  company  has  since  devoured  such  storied  defense  firms  as  Lit- 
ton Industries  and  Newport  News  Shipbuilding,  resulting  in  sales  last  year 
of  $13.6  billion,  up  from  $7.6  billion  in  2000.  Add  in  TRW's  $16  billion  in 
2001  sales,  and  Northrop  would  more  than  double  in  size.  Not  bad,  con- 
sidering Northrop  Chief  Executive  Kent  Kresa's  promise  to  FORBES  that 
he'd  produce  sales  of  just  $12  billion  by  2003.  — Seth  Lubove 


JANUARY  22,  2001 

Justice  Served 

LAST  YEAR  WE  DETAILED  THE  FRAUDU- 
lent  accounting  practices  at  IGI,  a  specialty 
pharmaceuticals  maker  in  Buena,  N.J.  A 
group  of  IGI  executives  had  conspired  to 
ship  flawed  products,  inflate  sales  and 
mislead  investors.  Now  John  Gallo,  IGl's 
former  president  and  alleged  mastermind 
of  the  fraud,  will  have  to  face  the  SEC  in 
federal  court.  The  SEC  seeks  to  bar  Gallo 
from  serving  as  an  officer  or  director  of  a 


Flashbacks 


public  company.  It's  also  demanding 
Gallo  return  the  gains  he  got  from  IGI 
stock  sales.  Gallo's  lawyer  didn't  return 
calls.  — Elizabeth  MacDonald 

OCTOBER  2,  2000 

TK0  Against  the  FDA 

SWISS  BILLIONAIRE  ERNESTO  BERTARELLI 
was  duking  it  out  with  the  Food  &  Drug 
Administration  when  we  profiled  him  two 
years  ago.  In  March  Bertarelli's  Geneva- 
based  company,  Serono,  scored  an  upset 


victory  when  the  FDA  approved  Rebif,  its 
multiple  sclerosis  drug.  Under  the  Orphan 
Drug  Act,  designed  to  encourage  the  devel- 
opment of  drugs  to  treat  rare  diseases,  the 
FDA  had  granted  a  seven-year  monopoly  to 
competitor  Biogen's  Avonex  The  law  allows 
the  FDA  to  break  the  monopoly  only  for  su- 
perior treatments.  In  an  unusual  move, 
Serono  ran  its  own  clinical  trial,  which  con- 
vinced the  FDA  that  Rebif  was  more  effec- 
tive. Since  the  FDA  ruling,  Serono's  stock  has 
risen  13%  to  a  recent  $22. 

— Lea  Goldman 


00  YEARS  AGO  IN  FORBES/APRIL  29,  1922 

When  Women  Ruled  The  fact  is  most  goods  are 

bought  by  women,  while  on  the  other  hand,  most  advertisements 

are  written  by  men.  A  woman 

wants  something  special.  She 

buys  more  conscientiously  than 

a  man  does.  She  feels  she  is  the 

trustee  of  the  family's  money,  and 

she  wants  to  prove  her  efficiency 

as  a  buyer.  Just  as  3  man  loves 

to  come  home  with  a  rise  in  his 

wages,  so  a  woman  loves  to  come 

home  with  a  bargain.  J*  ^f"' 

35  YEARS  AGO  IN  .iPr.JL  I,  I9G7 

No  Stopping  for  Blue  Lights  whatsss 

Kresge's  veteran  Pi  B.  Cunningham's  goal  for  his 

K-Marts?  Kresge's  retui  n  iround  12%,  a  sharp  improve- 

ment over  I962's  4.4%,  b<  the  20%  or  so  Grant 


reached  this  year.  While  Cunningham  says  it's  unrealistic  to  expect 
current  growth  rates  to  continue  indefinitely,  matching  Grant's  20% 
return  on  equity  is  an  attainable  goal.  Says  he,  "We're  in  a  perpetual 
state  of  dissatisfaction.  I  can't  see  any  ceiling  on  our  ambition." 
Kmarf  filed  for  bankruptcy  in  January  2002. 

20  YEARS  AGO  IN  FORBES/NOVEMBER  8,  1992 

Andersen  Under  Fire  The  recent  spate  of  bankrupt 

cies  is  going  to  mean  some  huge  lawsuits  for  the  auditors.  Take  the 
Drysdale  affair.  Chase  Manhattan  Bank  and  Manufacturers  Hanover 
Trust  hauled  Arthur  Andersen  &  Co.  into  court  a  couple  of  weeks  ago, 
charging  that  Andersen  had  been  negligent  as  auditor  of  Drysdale 
Government  Securities.  Chase  is  seeking  $285  million  in  damages 
from  Andersen,  charging  it  "knew  or  recklessly  disregarded  facts"  that 
it  had  a  duty  to  investigate.  What  is  coming  increasingly  into  focus  is 
just  what  an  auditor's  liability  really  is.  Is  it  the  auditor's  job  merely  to 
run  through  a  prearranged  set  of  tests  for  a  company?  Or  does  the  au- 
ditor have  a  higher  responsibility  to  find  fraud  if  it's  there? 
Andersen  settled  the  suits  confidentially. 
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IT'S  NOT  PAPER 
GETTING  JAMMED. 


IT'S  PRODUCTIVITY 


INTRODUCING       THE       KINKO'S       NETWORK 


Silent  screams.  Broken  whimpers.  Agonizing 
11th-hour  meltdowns.  Welcome  to  a  typical  day  in 
corporate  America,  where  conked  out  equipment, 
inadequate  toner  levels  and  clogged  paper  paths 
conspire  to  monopolize  the  time  of  your  valuable 
employees.  Is  this  any  way  for  high-priced  talent  to  be 
spending  their  workdays?  We  think  not.  Introducing 
the  Kinko's  network:  over  1,100  connected  locations 
with  over  20,000  unflappable,  deadline-oriented 
professionals  working  together  as  one  for  your 
company,  ready  to  take  on  all  your  document  needs. 
We  can  even  put  a  Kinko's  right  in  your  office.  We 
also  have  a  separate  team  of  experts  who  specifically 
cater  to  the  needs  of  big  businesses  and  the  scalability 


to  grow  at  a  pace  commensurate  with  yours. 
Perhaps  it's  time  to  discover  firsthand  why 
FORTUNE  500'  companies  have  chosen  us  as  their 
complete  outsourcing  partner  to  help  lower  costs, 
minimize  capital  investment  and  increase  productivity. 
Kinko's:  on-site,  off-site  and  everywhere  in-between. 
Call  1-888-KINKOS-1  and  we'll  help  you  take 
advantage  of  our  network  to  get  things  done 
around  the  world  today.  It  just  might  be  one  of  the  most 
productive  things  you've  ever  done  for  your  company. 
To  say  nothing  for  the  sanity  of  your  employees. 

kinko's 

TAP  INTO  THE  NETWORK: 


r.kinkos.com    America  Online"  Keyword:  Kinko's    1-888-KINKOS-1 


ProrTOcts  services  and  hours  vary  by  location  See  slore  for  details  Arrenca  Online  is  a  registered  service  mark  of  America  Online.  Inc.  Kinko's  and  tap  into  the  network  are  proprietary  marks  of 
Kinko's  Ventures,  Inc.  and  are  used  by  permission.  Kinko's  requires  •  ritten  permission  from  the  copyright  holder  in  order  to  reproduce  any  copyrighted  work.  ©2002  Kinko's.  Inc.  All  rights  reserved. 


A  nonstop  range  of  5700  nm  and  the  fastest  maximum  operating 


speed  (.90  Mach)  in  its  class  make  the  new  Falcon  7X  a  masterpiece 
among  business  jets.  With  cruising  speeds  of  .85  Mach  and  above 


on  day-to-day  missions,  you  won't  miss  a  beat  crucial  to  your 


company's  success.  A  totally  new  wing  and  flight  control  system 


provides  an  array  of  competitive  benefits.  Superior  flight 


Introducing 


The  Falcon  7X 


Aviation's 


Magnum  Opus 


performance.  The  agility  to  use  smaller  airports.  And  significant 


cost  advantages.  The  7X  also  takes  the  idea  of  comfort  to  a  new 


level.  With  its  wide,  spacious  cabin  and  advanced  quieting 


acoustics,  there's  enough  room  to  spread  out  and  work  without 


disruption.  First  flight  in  early  2005.  First  deliveries  2006  when  it 


will  join  the  Falcon  family  of  tite  best  flying  business  jets  in  the  world. 
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www.faiconjet.com  France  33.1.47.11.82.32 
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Nice  Guy, 

KnowsKarate 

William  Clay  Ford  is  putting  a 

pretty  face  on  his  company,  but  he'll  need  more 
than  image  to  turn  it  around. 


By  Robyn  Meredith 


BILL  FORD  IS  THE  KIND  OF  GUY  WHO  PULLS  ON  A  PAIR  OF  WELL- 
worn  blue  jeans  and  spends  weekends  ferrying  his  four  kids 
around.  If  he  finds  a  few  minutes  for  himself,  he  grabs  a  sand- 
wich for  lunch  and  reads  the  sports  section.  There's  a  reason  the  44- 
year-old  chief  executive  of  Ford  Motor  is  starring  in  those  print  and 
television  ads:  He  comes  across  as  such  a  nice  guy  that  you'd  trust 
buying  a  car  from  him. 

But  his  guy-next-door  persona  poses  a  problem:  Something 
more  than  being  a  decent  fellow  is  needed  to  fix  a  company  that 
lost  $5.5  billion  last  year. 

"A  lot  of  it  is  demeanor,"  he  says.  After  all,  William  Clay 
Ford  Jr.,  the  great-grandson  of  founder  Henry  Ford,  is  just 
"Bill"  to  everyone.  "People  look  at  me  and  say,  'He's  an  easy- 
going guy,  is  he  tough  enough?'" 

The  grumbling,  and  that's  all  it  is  now,  centers  on  his  turn- 
around plan.  In  January  he  announced  he  would  close  by  2007 
at  least  three  North  American  assembly  plants  (out  of  22)  and 
cut  15,000  hourly  jobs.  That  won't  happen  for  five  years,  and 
in  the  meantime  Ford  has  factory  capacity  to  make  4.5  million 
vehicles.  This  year  Ford  is  expected  to  produce  just  3.9  million, 
and  next  year  even  fewer.  Add  in  expected  deflationary  car 
prices  of  1%  a  year,  and  Wall  Street  thinks  Bill  Ford  should 
have  cut  deeper  if  he  wants  to  meet  profit  goals.  The  skeptics 
also  say  Ford  should  have  fired  more  of  the  executives,  like 
Chief  Financial  Officer  Martin  Inglis,  who  were  proteges  of 
deposed  boss  Jacques  Nasser. 

Nonsense,  says  Ford.  Didn't  he  lead  the  coup  against 
Nasser  and  a  few  top  executives  last  fall?  "I  don't  know 
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what  tougher  things  people  would 
expect  me  to  do  that  I  haven't  done," 
he  says. 

Ford's  troubles  are  not  of  Bill  Ford's 
making.  His  "back-to-basics"  strategy  is 
aimed  at  unraveling 
Nasser's  grand  plan  to 
change  Ford  from  a  mere 
car  manufacturer  to  a  con- 
sumer brand  company. 
Nasser  hatched  a  scheme  to 
get  into  Internet  activities, 
car  retailing,  repair  shops, 
even  junkyards.  They  all 
backfired  and,  worse,  they 
distracted  executives  from 
the  business  of  designing, 
building  and  selling  vehicles 
(see  story,  p.  60).  Ford 
Motor  has  slipped  from  a 
23.9%  market  share  in  2000 
to  21.5%  in  the  first  quar- 
ter of  this  year.  Those  2-plus 
points  of  share  equal  the 
output  of  two  assembly  plants.  Mean- 
while, General  Motors  is  surging,  to  the 
point  that  cars  and  trucks  bearing  Chevro- 
let in  the  nameplate  (Silverado,  Trailblazer, 
Impala)  might,  for  the  first  time  since 
1986,  outsell  those  carrying  the  name  Ford 
(F150,  Explorer,  Taurus). 

Ford  Motor's  announced  goal  is  to 
break  even  in  2002.  That's  ambitious, 
says  Merrill  Lynch  analyst  John  Casesa, 
who  predicts  a  "U-shaped  recovery,  not  a 
V-shaped  recovery." 

Ford  needs  something  it  doesn't  now 
have  and  can't  quickly  produce:  lots  of 
hot  new  high-volume  cars  and  trucks.  It 
takes  years  to  bring  new  vehicles  from  a 
sketch  on  a  computer  screen  to  the  show- 
room. Ford  promises  to  introduce  20 
new  or  redesigned  vehicles  this  year,  but 
most  are  tiny  tweaks,  like  the  Midnight 
Escape  with  glossy  black  paint  and  black 
leather  seats,  and  these  will  be  small  sell- 
ers. The  exception  is  a  redesigned  Ford 
Expedition  that  is  expected  to  sell  around 
180,000  copies  per  year.  Then,  it  doesn't 
get  much  better  for  Ford  for  two  years. 
Even  some  of  the  vehicles  coming  soon 
may  not  help  the  bottom  line:  \  ■ 
high-volume   offering,   a  y,   re- 

designed 1-150,  will  be  pricey  i< 
much  as  $2,000  more  per  I 


hoped,  much  too  big  a  chunk  to  pass  on 
to  consumers.  "We  do  have  work  to  do 
on  that,"  says  Bill  Ford. 

The  company's  bread-and-butter 
midsize  sedans,  the  Ford  Taurus  and  its 


By  the  Numbers 


Blue  Oval  Blues 

Ford's  fall  from  grace  has  been  painful.  Its  restructuring  plan  won't  be 
any  easier.  Here's  a  look  at  some  of  the  fallout. 

if  cars  Ford  is  discontinuing:  Ford  Escort,  Lincoln  Continental, 
ury  Cougar  and  Mercury  Villager. 


Annual  amount  Ford  family  members  are  not  getting 
due  to  a  20-cent  dividend  cut. 

Amount  of  capital  raised  this  year  through  a  preferred 
e  stock  offering, 


brd's  market  capitalization,  from  $50  billion  to 
2001  to  March  2002. 


D,op,„F, 
>n,  from  March  i 


$30  billio 


Sources:  Ford  Motvr,  SEC  filings. 


twin,  the  Mercury  Sable,  have  aging 
designs  and  sinking  sales.  Makeovers 
won't  arrive  until  at  least  2005.  For  now, 
the  world's  second-biggest  auto  company 
has  mostly  been  reduced  to  boasting 
about  its  16  "buzz  actions."  Those  are 
special  editions  of  existing  cars  that 
might  add  perhaps  120,000  units  in  all 
this  year,  or  3%  of  Ford's  volume. 

Looking  ahead,  Ford  is  counting  on 
its  luxury  brands  to  produce  as  much  as 
a  third  of  its  profits  by  mid-decade.  That 
seems  optimistic.  The  company  spent 
$15  billion  in  the  last  decade  acquiring 
some  of  the  brands,  and  it's  still  looking 
to  justify  that  spending.  Volvo,  Jaguar  and 
Aston-Martin  made  money  last  year. 
Land  Rover  and  Lincoln,  all  part  of  what 
Ford  calls  its  Premier  Automotive  Group, 
are  hurting.  Still,  Bill  Ford  probably 
won't  tinker  with  the  luxury  strategy  that 
Nasser  nurtured.  Ford  projects  that  unit 
sales  of  its  luxury  nameplates  will  grow 
from  860,000  worldwide  last  year  to  1 .3 
million  by  2006. 

On  the  cost-cutting  front,  every  Tues- 
day morning  executives  and  engineers 
meet  to  offer  suggestions.  Recently  they 
heard  70  ideas  for  the  Explorer  that 
would  each  save  anywhere  from  $1  a 
vehicle  to  $50.  Bigger  savings  are  years 


away.  Right  now  Ford's  factories  are  less 
efficient  than  those  of  the  Japanese,  and 
are  on  the  verge  of  falling  behind  those  of 
General  Motors.  As  an  example:  Nissan 
takes  27.6  hours  to  build  a  car.  Ford  takes 
39.4  hours.  Although  Ford 
is  racing  to  transform  its 
factories  so  they  can  build 
several  different  models 
profitably,  it  will  be  at  least 
a  few  years  before  the  first 
so-called  flexible  plant,  at 
the  company's  Rouge 
Complex  in  Dearborn,  will 
be  turning  out  cars. 

Can    nice    guy    Ford 
shrink  his  bloated  payroll? 
His  flexibility  will  probably 
be  crimped  by  the  new  con- 
tract, to  be  negotiated  next 
year.  The  last  United  Auto 
Workers  contract,  negoti- 
ated in  1999,  came  after 
years  of  record  profits  and 
was  the  richest  in  history.  It  could  get  ugly; 
automakers  lose  money  fastest  when  they 
are  shut  down  by  a  strike. 

Since  Ford's  relatives  control  40%  of 
Ford  Motor's  voting  power,  he  isn't  in 
danger  of  losing  his  job,  but  like  all  bosses 
these  days  he  has  to  contend  with  the  fact 
that  directors  aren't  pushovers  anymore. 
In  January  Ford's  board  forced  manage- 
ment to  raise  a  profit-improvement  tar- 
get from  $8  billion  to  $9  billion  by  mid- 
decade,  to  make  a  stock  offering  more 
appealing.  Where  did  executives  come  up 
with  another  $1  billion?  Ford  President 
Nicholas  Scheele  insists  that  improving 
by  $9  billion  was  always  the  company's 
unstated  goal. 

Bill  Ford  has  learned  this  much,  he 
says,  since  November:  "One  thing  about 
being  a  CEO  is  there  is  always  somebody 
mad  at  you,  and  there  is  always  a  crisis 
somewhere  in  the  world." 

For  those  who  underestimate  this 
young  blueblood  in  blue  jeans,  keep  a 
story  in  mind:  Every  once  in  a  while  Bill 
Ford's  wife  persuades  him  to  join  her 
yoga  class,  and  he's  the  kind  of  sensitive 
guy  who  will  do  it.  But  he  inevitably  gets 
bored,  and  heads  back  to  his  own  sport: 
breaking  boards  with  his  bare  hands  in 
Tae  Kwon  Do.  He  has  a  black  belt.        F 
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"Just  order  the 
standard  computers. 
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Translation:  By  standard  I  mean  configured  just  like  mine. 
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The  Lemon  Factor 

Ford's  turnaround  is  predicated  on  fixing  quality  problems.  At  least  there's  a  sense  of  urgency. 
By  Jonathan  Fahey 


After  a  series  of  new  cars  and  trucks  turned  up  with  defects,  Ford  is  putting  its  eye  back  on  Job  I:  Workers  at  an  Explorer  assembly  plant 


THE  FIRST  CUSTOMER-READY  NEW 
Ford  Expedition,  the  one  with  the 
electronic  traction-control  system 
and  all-new  chassis,  rolled  off  the  assem- 
bly line  at  the  Michigan  Truck  Plant  in 
Wayne,  Mich,  in  March.  But  it  and  thou- 
sands of  others  in  that  first  batch  are  not 
headed  for  a  dealer  showroom.  Instead,  the 
new  Expeditions,  as  well  as  the  new  Lin- 
coln Navigators  built  at  Michigan  Truck, 
will  undergo  a  battery  of  tests  that  is  un- 
precedented, at  least  for  Ford.  Each  of  the 
first  3,000  will  be  driven  25  miles  to  check 
for  rattles,  wind  noise  and  other  problems 
that  drive  customers  crazy.  Usually,  just  5  of 
every  1,000  are  tested,  and  the  rest  sent  to 
dealers.  As  many  as  18,000  trucks  will  sit 
on  a  lot  awaiting  test  results,  and  will  be 
rechecked  if  problems  are  discovered. 

Ford  took  its  eye  off  quality  and  is  pay- 
ing a  price.  In  last  year's  J.D.  Power  and  As- 
sociates' initial  quality  survey,  Ford  came 
in  last  among  the  Big  Three.  The  Lincoln  LS 
had  problems  with  loose  ball  joints  and 
malfunctioning  engine-control  modules; 
the  Focus  had  faulty  wheel  bearing  seals 
and  seat  latches;  the  new  ThunderKrd  had 
faulty  water  pumps;  and  the  2002  Explorer 
had  a  shoddy  liftgate  latch. 

Can  Ford  Motor  end  a  laundry  list  of 
defects?  It  did  once.  Before  Ford  bought  the 
line  in  1989,  Jaguar's  reputation  was  in 


shambles.  It  was  nestied  next  to  the  Yugo  in 
quality  ratings,  and  its  electrical  system  was 
joke  fodder.  Last  year  it  was  second  in  ini- 
tial quality  behind  Lexus. 

Ford  has  to  tighten  quality  control  as  it 
delivers  20  new  vehicles  this  year.  Most  are 
merely  "re-skins"  but  will  still  require  man- 
ufacturing precision.  Especially  critical  is 
the  new  Expedition/Navigator.  Not  only  is 
it  the  first  major  launch  of  the  turnaround, 
it  drives  Ford's  profits.  J.P.  Morgan  esti- 
mates Ford's  large  sport  utility  vehicles  will 
contribute  66  cents  a  share  to  the  com- 
pany's profits  this  year.  The  remainder  of 
the  corporation:  -55  cents. 

Proceeding  carefully,  Michigan  Truck 
spit  out  just  10  Expeditions  and  Naviga- 
tors per  hour  at  first,  aiming  to  work  up  to 
full  speed  of  50  an  hour  over  a  two-month 
period.  Union  workers  and  plant  supervi- 
sors meet  daily  on  quality  issues. 

The  diligence  is  paying  off.  As  workers 
at  Michigan  Truck's  "tire  hole"  were 
mounting  the  first  few  tires,  they  noticed 
they  were  not  fitting  properly.  They  were 
fixed  before  they  made  it  onto  the  trucks. 

At  the  Wayne  Assembly  Plant,  where 
the  Focus  is  built,  Ford  imposed  a  rigorous 
testing  process  that  James  Padilla,  head  of 
Ford's  North  American  operations,  used  to 
turn  around  Jaguar's  quality.  Every  electri- 
cal circuit  in  each  car  is  tested  with  an  in- 


strument so  sensitive  it  will  determine  if  an 
interior  light  that  looks  fine  has  a  few  milli- 
amps  of  current  leakage.  If  workers  don't 
fully  tighten  bolts  that  hold  seat  belts,  the 
line  automatically  shuts  down. 

Another  fix:  Cars  coming  off  the  line 
are  now  tested  for  wind  noise  on  the 
shop  floor,  rather  than  only  in  the  design 
studio.  Sealing  welds  and  plugging  paint- 
drain  holes  in  the  body  cut  wind  noise 
by  28%. 

One  of  the  biggest  changes  is  that 
workers  are  encouraged  to  stop  problems 
on  the  line,  instead  of  fixing  them  after  as- 
sembly. "It  used  to  be,  'If  you  hit  that  but- 
ton I'm  going  to  break  your  knuckles,'" 
says  Walter  (Jeff)  Washington,  a  United 
Auto  Workers  local  president.  "Now  it's,  'If 
you  don't  hit  that  button  I'm  going  to 
break  your  knuckles.' " 

Padilla  also  improved  the  company's 
design  and  engineering,  the  source  of  two- 
thirds  of  all  automotive  quality  problems. 
To  build  expertise,  product  development 
employees  specialize.  The  "family"  group 
works  on  the  Taurus  sedan  and  Windstar 
minivan,  for  instance.  Before,  an  engineer 
could  work  on  a  Mustang  body  one  year 
and  a  truck  chassis  the  next. 

The  old  Ford  slogan:  "Quality  is  Job  1." 
Now  the  company's  success  is  riding 
on  it.  F 
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>  If  ever  there  was  a  time  to  get 
all  our  energy  from  one  source, 
this    isn't   it. 


The  estimates  are  hair-raising.  By  2020,  the  U.S.  will  need 
45%  more  electricity.  And  it's  the  little  things  that  are   hurting  us:  Your  home  PC 
sucks  up  half  as  much  energy  as  your  refrigerator.  Clearly,  no  one  fuel  can  answer 
the  demand.  Hence,  Exelon's  diversified  energy  portfolio.  We're  generating  nuclear 
energy  more  efficiently  than  ever.  We're  researching  solar  power.  And  soon,  we'll 
be  the  East's  largest  marketer  of  wind  energy.  Because  there's  no  solution 
to  the  energy  problem.  There  are  several. 
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The  hyenas 
are  out  for  the 
chairmar 
of  WorldCom- 
class  actior 
lawyers,  SEC 
investigators; 
bond  raters 
He  better  havei 
a  thick  skin 


Time  to  play  defense: 

WorldCom's 

Bernard  Ebbers. 
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WORLDCOM 


WHEN  THE  SECURITIES  & 
Exchange  Commission 
launched  an  inquiry  of 
fallen-from-grace  World- 
Com last  month,  it  served 
up  an  eight-page  letter  covering  two 
dozen  topics.  Investigators  are  mum,  but 
the  SEC  is  pursuing  areas  that  neady  mir- 
ror the  picture  painted  by  some  cus- 
tomers, former  employees  and  several 
lawsuits — a  picture  of  a  company  with 
major  operational  problems  that  were 
masked  by  deceptive  bookkeeping. 


it  called  "a  few  bad  apples" — 14  salespeo- 
ple— for  improperly  booking  commis- 
sions, after  catching  them  in  a  routine 
audit.  In  September  2000  WorldCom 
took  a  charge  of  $685  million  to  write  off 
bad  receivables  and  has  a  remaining  bad- 
debt  reserve  of  $1  billion  against  $6.3  bil- 
lion in  gross  receivables. 

Now  the  SEC  investigation  could 
threaten  WorldCom's  very  survival.  The 
company  has  $2  billion  in  cash  and  $8  bil- 
lion in  available  credit  to  fund  $2  billion  in 
debt  payments  owed  through  next  year. 


Bernie 

At  Bay 

BY  SCOTT  WOOLLEyI 


The  allegations  are  that  WorldCom 
inflated  revenues  by  possibly  several  bil- 
liqn  dollars  in  recent  years.  The  company 
is  accused  of  double-billing  some  cus- 
tomers and  letting  others  run  up  huge 
tabs;  often  the  latter  were  fly-by-night 
resellers  with  slim  chances  of  paying  their 
bills.  At  first  the  practice  was  inadvertent, 
but  later,  according  to  several  employees 
quoted  in  a  shareholder  suit,  it  became 
intentional.  It  was,  apparently,  a  necessary 
part  of  stoking  revenue  growth  at  a  time 
when  telecom  prices  were  plummeting  in 
the  fiber  glut. 

A  WorldCom  spokesman  says  the 
allegations  are  "totally  without  merit" 
and  that  it  is  cooperating  with  the  SEC. 
Earlier  this  year  the  company  fired  what 


But  if  SEC  officials — or  WorldCom's  ner- 
vous auditors  at  Arthur  Andersen — force 
big  enough  writedowns,  WorldCom 
would  be  in  violation  of  loan  terms.  Of 
$30  billion  in  long-term  debt,  a  chunk 
comes  with  covenants  that  put  WorldCom 
in  default  if  its  net  worth  drops  too  low. 
The  other  side  of  its  balance  sheet  bulges 
with  evanescent  assets:  $50.5  billion  in 
goodwill  and  $38.8  billion  in  network  as- 
sets carried  at  pre-meltdown  prices. 

No  problem,  WorldCom  says:  Yes,  it 
will  soon  take  up  to  $20  billion  in  charges 
to  shrink  goodwill,  but  it  won't  write 
down  network  assets  or  take  a  big  bath  on 
receivables. 

Chairman  Bernard  J.  Ebbers  built 
WorldCom  into  a  $35  billion  (sales)  tele- 


com amalgam  in  a  brazen  string  of  70 
acquisitions  over  20  years.  His  last  buy 
was  the  disastrous  purchase  of  MCI  in 
1998.  In  hindsight,  it  was  a  mercy  that  the 
feds  killed  his  would-be  $130  billion  deal 
for  Sprint  in  mid-2000. 

Now  Ebbers  is  surrounded  by  enemies 
who  want  a  piece  of  his  hide.  Customers 
have  sued,  accusing  WorldCom  of  fraudu- 
lent billing.  Then  there's  a  creditor — his 
own  company.  He  borrowed  $340  million 
(another  area  under  SEC  scrutiny)  to  cover 
margin  calls  on  his  leveraged  and  deeply 
underwater  stock.  Shareholder  lawsuits 
accuse  him  of  inflating  the  price  of  the 
stock.  Employees  have  their  own  share- 
holder suit  over  their  401  (k)  plan — accus- 
ing him,  in  effect,  of  persuading  them  to 
make  the  same  mistake  he  did,  believing  in 
WorldCom's  future. 

For  years  the  company  seemingly 
could  do  no  wrong  as  it  gobbled  up  a 
string  of  carriers.  The  buying  spree 
obscured  the  operational  side  of  World- 
Com— how  it  billed  customers,  inte- 
grated its  networks  and  combined  sales 
forces.  At  one  point  WorldCom  had  55 
separate  billing  systems  and  several  dozen 
independent  voice  and  data  networks. 
Because  WorldCom's  billing  system  is  an 
amalgam  of  so  many  different  systems, 
says  the  chief  executive  of  a  longtime 
WorldCom  customer,  "They  can't  even 
tell  you  what  they're  owed." 

Such  disputes  date  back  at  least  a 
decade.  One  case  involved  Cherry  Com- 
munications, which  sued  WorldCom  for 
over  $100  million  in  "false  and  question- 
able" bills  levied  by  WorldCom  from  1992 
to  1996.  Eventually  Cherry  went  bust, 
leaving  WorldCom  with  $200  million  in 
receivables — reported  as  revenue  but 
never  collected.  (WorldCom  got  stock  in 
the  reorganized  company  in  lieu  of  pay- 
ment.) In  another  case,  settled  last  year, 
WorldCom  paid  $88  million  to  dispose  of 
charges  that  it  inflated  consumer  bills. 

One  shareholder  suit,  a  class  action 
filed  last  June  in  U.S.  District  Court  in 
Jackson,  Miss.,  accuses  the  company  of 
inflating  revenue  with  intentional  billing 
mistakes,  made  all  the  easier  by  a  chaotic 
billing  system  where  honest  mistakes  were 
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common  anyway.  One  trick,  according  to 
the  suit:  Two  WorldCom  divisions  would 
book  revenue  for  the  same  service  to  a 
single  customer. 

According  to  a  handful  of  employees 
quoted  in  the  suit,  management  put  huge 
pressure  on  them  to  keep  revenues  grow- 
ing, to  the  point  of  barring  some  workers 
from  responding  to  requests  to  cancel  ser- 
vice. Of  less  interest  to  management  was 
whether  the  revenues  would  ever  be  col- 
lected, the  suit  says;  WorldCom  often  con- 
tinued to  book  revenue  on  those  cus- 
tomers who  had  managed  to  cancel 
service  long  before. 

The  allegations  also  are  a  thrust  of 
the  SEC  inquiry.  The  commission's 
lawyers  requested  that  WorldCom  turn 
over  all  complaints  from  customers 
about  overbilling,  account  cancelations 
and  overbooking  of  sales.  WorldCom 
says  it  has  solved  its  billing  problems, 
having  consolidated  55  billing  systems 
into  just  5,  and  that  it  plans  to  whittle 


Mr.  Ehhers'  Wild  Ride 


"WorldCom's  billing  system  is  an  amalgam 
of  so  many  different  systems,  they  can't 
even  tell  you  what  they're  owed." 


that  number  down  still  further. 

The  company  argues  its  problems 
with  bad  collectibles  were  unavoidable, 
given  the  imploding  telecom  markets. 
WorldCom  ran  the  biggest  Internet  back- 
bone and  sold  capacity  on  that  and  other 
networks  to  an  array  of  smaller  carriers. 
Many  were  low-rent  operations  reselling 
long-distance  at  hefty  markups.  Others 
were  well-funded  local  service  providers 
that  aimed  to  take  on  the  established  Bell 
outfits.  Both  types  proved  to  be  lousy 
credit  risks.  In  a  typical  quarter,  two  or 
three  of  these  small  carriers  would  file 
for  bankruptcy  protection,  the  company 
says.  In  the  September  2000  quarter, 
when  WorldCom  took  the  big  write- 
down, the  number  was  17. 


The  SEC  appears  to  be  probing 
whether  the  company  used  the  rise  in 
bankruptcy  filings  then  as  an  opportunity 
to  cleanse  its  books  of  a  decade's  worth 
of  bum  or  artificially  inflated  receivables. 
The  shareholder  lawsuit  claims  that  up  to 
half  of  the  customers  in  the  Tulsa  office 
hadn't  paid  their  bills  in  three  years. 

The  magnitude  of  the  telecom  col- 
lapse can  be  read  in  Wall  Street's  valua- 
tion of  the  MCI  tracking  stock  WorldCom 
issued  in  2001.  When  WorldCom  closed 
the  MCI  purchase  in  1998,  the  long-dis- 
tance market  was  just  beginning  its 
decline.  MCl's  revenues  peaked  in  the 


As  ever-larger  acquisitions  fueled  growth  in  the  1990s,  WorldCom  stock  soared. 
Then  the  feds  scotched  the  $129  billion  Sprint  deal  just  as  the  telecom  industry 
began  its  collapse.  Suddenly  WorldCom's  warts  started  to  show. 
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OCTOBER  1999  $129  billion  acquisition  of  Sprint  announced 


50 


$20  stock  price 


WorldCom 


1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 
6/8/01  3/21/02 


40 


30 


20 


10 


1  '97  '98  ' 

Source  for  both  charts  is  Interactive  Data  Corp  w  i  FactSct  Research  Systems. 


'99 


'00 


'01 


'02 


64       1-    O    R     It    B    S    ■    April  15, 


That's 

1°  of  separation. 

That's 

business  with  .NET 


When  an  enterprise  is  truly  connected, 
the  physical  barriers  to  doing  business 
are  eliminated,  leaving  just  one  degree 
of  separation.  .NET  connected  software 
from  Microsoft  lets  you  use  your  existing 
infrastructure  to  link  virtually  any  system 
with  any  other  system  — UNIX  with 
Windows-,  for  example.  And  because  .NET 
is  the  most  comprehensive  way  to  build 
and  manage  XML  Web  services— the 
innovative  new  vehicle  for  information 
exchange— it  provides  the  quickest  way 
to  build  connections  that  are  flexible 
and  designed  to  stay  that  way.  The 
power  of  the  agile  business  comes  from 
connections.  That's  the  power  of  .NET 
connected  software  from  Microsoft. 


1°  of  separation  between  you  and 
your  customers.  .NET  connected  software 
breaks  down  barriers  between  you  and  your 
customers  by  connecting  you  with  all  your 
customer  touch-points  via  the  Web.  You  are 
suddenly  able  to  deliver  for  customers  when 
and  where  they  need  you,  on  virtually  any 
device— and  as  a  result,  you  can  capitalize 
on  new  revenue  opportunities  online. 


►  Trans  World  Entertainment  Corporation's  FYE 

brand  is  a  leader  in  music  and  video  retailing. 
FYE  uses  .NET  connected  software  to  deliver  a 
personalized  entertainment  experience  at  every 
customer  touch-point  in  their  700  stores  and 
online  at  fye.com. 


"Enterprises  will  find  that  Web 
services  offer  a  more  cost- 
effective  way  to  perform  agilely 
on  the  Supranet  and  in  the 
other  environments." 

—Gartner.  "How  Web  Services  Mean  Business," 
W.  Andrews,  D.  Smith,  D.  Plummer,  May  2001 


1°  of  separation  between  you  and 

your  partners.  By  allowing  companies  to 
communicate  and  share  data  over  the  Internet 
regardless  of  whose  technology  they  use,  .NET 
connected  software  connects  buyers  and  suppliers 
in  new  and  innovative  ways— so  you  can  get 
products  to  market  faster.  .NET  enables  you  to 
add  or  switch  business  partners  at  the  rapid  pace 
of  business  — without  technology  being  a  barrier. 


► 


Dollar  Rent  A  Car  wanted  to  let  customers  make  reser- 
vations through  a  major  airline  partner's  Web  site.  Using 
.NET  connected  software,  they  linked  two  different  systems 
on  two  different  platforms,  which  enabled  both  partners 
to  better  connect  with  each  other  and  their  customers. 
And  they  got  it  all  done  in  weeks  rather  than  months. 


1°  of  separation  between  you  and 

your  employees.  .NET  connected  software 
enables  a  flow  of  rich  information  among  people 
and  across  departments,  because  it  allows 
systems  on  any  platform  to  work  seamlessly 
together.  That  means  information  gets  to  the 
right  people  at  the  right  time,  so  your  employees 
can  make  better  decisions,  be  more  productive, 
and  ultimately  deliver  better  results. 


>  Pfizer  used  .NET  connected  software  to  connect 
the  myriad  of  disparate  systems  at  their  manufac- 
turing site.  Once  these  connections  were  made, 
they  were  able  to  get  real-time  information 
across  the  company,  aggregate  it  in  useful  ways, 
and  ultimately  make  smarter  decisions. 


"Web  services  do  represent  a  fundamental  shift  in  the  way  companies  build  and  use  software.  They  can 
make  it  easier  to  link  complex  business  systems,  saving  your  company  time  and  money  and,  in  turn,  letting 
it  respond  more  flexibly  to  business  demands."  —Darwin,  January  2002 


1°  Of  separation  between  today  and  tomorrow.  With  .NET,  Microsoft  is  bringing  to  market  the 
most  comprehensive  vision  and  software  platform  for  building,  deploying,  managing,  and  using  XML  Web 
services.  An  investment  in  .NET  ensures  your  ability  to  compete  and  win  in  a  world  in  which  information, 
people,  systems,  and  devices  are  more  closely  connected. 

And  you  can  count  on  Microsoft  to  lead  the  way  over  the  long  term,  because  Microsoft  will  invest  more  than 
$5  billion  in  research  and  development  this  year  alone.  A  top  priority  of  our  research  is  the  development  of 
business-critical  software,  including  the  .NET  platform  and  the  industry  standards  it  supports. 


The  tools  you'll  use  to  make  it  all  happen.  XML  Web  services  based  on  .NET  connected  software  are 

where  the  business  world  is  headed.  To  help  make  them  a  reality  in  your  company,  Microsoft  offers  a  broad 

range  of  enterprise-class  business  software: 

The  Windows  2000  Server  Family— the  rock-solid  application  platform  that  delivers  the  highest  levels  of 

reliability,  scalability,  and  manageability. 

The  Microsoft  .NET  Enterprise  Server  Family— including  enterprise-class  e-commerce  servers,  messaging 

servers,  database  servers,  and  application  integration  servers. 

Microsoft  Visual  Studio"  .NET-the  first  development  tool  designed  from  the  ground  up  to  build  XML  Web 

services  and  applications. 


The  resources  and  partnerships  that  will  help  you  make  the  most  of  this  opportunity.  With  Microsoft, 

you  have  access  to  the  best  of  the  best. 
^  Microsoft  has  alliances  with  the  largest  services  organizations  in  the  world -Accenture,  Avanade,  Cap 

Gemini  Ernst  &  Young,  Compaq  Global  Services,  Dell,  EDS,  KPMG  Consulting,  Unisys,  and  more-to 

provide  Fortune  1000  companies  with  complete  enterprise-class  solutions. 
m  Microsoft  Certified  Partners,  with  over  34,000  organizations  and  1  million  experts  certified  by  Microsoft, 

can  help  design,  build,  deploy,  and  maintain  Microsoft-based  solutions  for  businesses  of  any  size. 
^  Microsoft  Services  for  the  Enterprise  offers  Microsoft  experience  and  skill  through  every  stage  of  the 

technology  planning,  deployment,  and  support  processes. 


1°  of  separation  between  you  and  us.  Find  detailed  case  studies  about  the  companies  who  are  revolutionizing 
their  businesses  with  .NET  connected  software,  and  information  about  the  tools  and 
resources  that  are  available  to  help  your  business  achieve  even  greater  levels  of  agility. 
To  learn  more,  visit  microsoft.com/enterprise  Software  for  the  Agile  Business. 


Microsoft* 
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WORLDCOM 


Reticent  Rescuers 


Last  year  a  trio  of  local  phone  giants  drooled  at  the  thought  of  buying  WorldCom.  Now,  with  WorldCom  willing,  their  ardor  has  cooled. 


Duane  Ackerman 
BELLSOUTH 

Could  use  WorldCom's  corporate 
clients,  but  merger  would  triple  debt. 

fourth  quarter  of  1999,  one  year  after  the 
acquisition,  and  have  fallen  25%  since 
then.  Ebbers  paid  $40  billion  in  World- 
Com stock  and  assumed  debt  for  MCI. 
Todav  the  faltering  MCI  tracking  shares 
are  worth  $1  billion  and  carry  $7  billion 
in  debt,  though  WorldCom  did  sell  the 
company's  Internet  backbone  and  swap 
other  assets  in  the  interim.  Should  MCl's 
cash  flows  no  longer  cover  payments  on 
its  debt,  WorldCom  must  pick  up  the  tab. 

Standard  &  Poor's  puts  WorldCom 
debt  above  junk  status  at  BBB+,  but  the 
market  doubts  it.  The  price  of  WorldCom 
credit  derivatives  has  tripled  since  Janu- 
ary to  500  points — meaning  a  bond- 
holder sacrifices  5  percentage  points  of 
yield  to  be  guaranteed  against  default, 
says  John  McEvoy,  who  runs  Creditex,  an 
online  derivatives  exchange. 

In  public  comments  Ebbers  dismisses 
questions  of  WorldCom's  fate  and  opera- 
tional challenges,  displaying  the  same  fer- 
vor that  led  him  to  stubbornly  hold  on  to 
his  stake  as  it  lost  90%  of  its  peak  value. 


Ivan  Seidenberg 

VERIZON 

Now  flatly  calls  a  merger  dumb  for  any 

Bell.  And  disses  WorldCom's  books,  too. 

While  shareholders  might  be  relieved  to  see 
WorldCom  acquired  by  a  healthier  rival, 
Ebbers  seems  torn  between  a  need  to  be 
rescued  and  a  desire  to  tough  it  out  alone. 
In  March,  as  his  stock  hit  new  lows,  he  per- 
suaded WorldCom's  board  to  adopt  a  "poi- 
son pill."  The  goal,  Ebbers  explained,  was  to 
force  an  acquirer  to  pay  an  appropriate  pre- 
mium should  a  takeover  occur. 

"A  poison  pill  presupposes  that  some- 
one would  want  to  buy  you,"  says  Adam 
Quinton,  a  Merrill  Lynch  analyst  who 
gives  WorldCom  stock  a  "neutral"  rating. 

Worse  for  WorldCom  shareholders, 
potential  suitors  have  begun  to  question 
whether  the  company  is  even  worth 
acquiring.  As  recently  as  the  beginning  of 
the  year  it  seemed  plausible  that  Verizon 
could  rescue  the  company.  Now  Verizon 
Chief  Executive  Ivan  Seidenberg  scoffs  at 
the  idea.  In  a  speech  at  a  Merrill  Lynch 
conference  in  March,  he  questioned  the 
quality  of  WorldCom's  earnings  and  cus- 
tomer base,  then  argued  that  such  a  pur- 
chase would  no  longer  make  sense  for  any 


Ebbers  says  he's  confident  a  deal  can  still 
be  struck:  "I'm  not  going  to  pick  my 
partner  [publicly.  buljIJiayjUrLmy  miniLl, 


Ed  Whitacre 

SBC  COMMUNICATIONS 

The  best  fit,  and  the  balance  sheet  to 
pull  it  off.  But  will  he  woo  AT&T  instead? 

Bell  ("It's  an  idea  whose  time  has  come — 
and  gone"),  then  joked  that  he  would 
consider  acquiring  the  company  as  a  lark 
if  its  fortunes  plunge  even  further. 

A  day  later  the  six-foot-four  Ebbers 
returned  fire  at  the  conference,  painting 
Seidenberg,  who  stands  a  good  half-foot 
shorter,  as  the  one  who  had  been 
spurned  in  a  courtship  gone  sour.  "The 
little  man  said  some  things  about  the 
quality  of  our  revenues,"  Ebbers 
snarled.  "If  he  keeps  saying  all  these 
things,  I  don't  know  why  he  keeps  call- 
ing." Could  Seidenberg  be  trying  to  talk 
WorldCom's  price  down?  At  a  recent 
share  price  of  $7,  WorldCom  carries  an 
enterprise  value  (debt  plus  market  value 
of  common)  of  $48  billion. 

SBC  or  BellSouth  might  step  in,  aim- 
ing for  WorldCom's  global  networks  and 
access  to  big  corporate  accounts.  "In  the 
enterprise  market  they  do  something  the 
average  Bell  does  not  do  well,"  says  one 
top  Bell  executive.  But  "the  truly  excruci- 
ating part  of  the  matchups,"  he  says,  "is 
the  debt  these  guys  carry  around." 

Ebbers,  who  declined  to  be  inter- 
viewed for  this  story,  said  at  die  conference 
that  he  is  confident  a  buyout  deal  can  still 
be  struck:  "I'm  not  going  to  pick  nn  part- 
ner [publicly,  but]  1  have,  in  my  mind." 
But  what  does  this  buyer  have  in  mind?  F 
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LIZ  CLAIBORNE 


Liz  Claiborne  Chief  PAUL  CHARRON  churns  out  tons  of  clothing  with  the 
creativity  of  a  calculator.  Don't  tell  his  customers. 


BY  JOANNE  GORDON 


It's  Rocket 

Science 
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WALKING  THROUGH  MACY'S  DEPART- 
ment  store  in  Manhattan  recently,  Paul 
R.  Charron,  the  chief  executive  of 
apparel  manufacturer  Liz  Claiborne  Inc.,  points 
out  two  teenage  girls  rifling  through  racks  of 
Kenneth  Cole  Reaction  boot-leg-cut  pants. 
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Breguet.   La   passion   laisse  des  traces. 

►,    „  in  rarat  rose  aolo  with   'fly-back"  function    Self-winding  movement 
Type  XX  Transatlantique  chroncgrap.    i, ,  18-carat  rose  goia  w  . 

„„,«=    ™  mmute  and  12-hour  totalizers.  Graduated  rotating  bezel    Luminous 
with  date  and  subdial  for  the  seconds  'no 

hands  and  numerals    Screw-locked  crown.  Water-resistant  to  100  metres. 
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Uet   Boutique,    779    Madison   Avenue,    New   York    (212)    288-4014 


LI?  CLAIBORNE 

Getting  on  the  Bandwagon 


■- 


Last  fall  patriotism  became  an  overnight  fashion  statement,  so  Liz  Claiborne's  brands  designed  something  for  every  taste. 


Simple  and  safe 

LIZ  CLAIBORNE  $29 


Tighty  whitey 
DKNY  JEANS  $26 


"If  you  told  them  Kenneth  Cole  was 
made  by  Liz  Claiborne  they  would  be  out 
of  here,"  whispers  Charron,  59.  "The  only 
people  I  want  to  know  that  are  investors." 

The  Liz  Claiborne  name  has  never 
screamed  hip  and  cool  to  teens.  Conserv- 
ative dress  is  more  like  it.  But  Charron 
isn't  complaining.  The  former  Procter  & 
Gamble  brand  manager  is  like  a  master 
juggler — balancing  26  brands  that  appeal 
to  consumers  scattered  over  the  demo- 
graphic map  trom  teens  to  well-off  m id- 
dle-ag  .  1 1)  bargain  shoppers. 

Cha  o  apologies  for  how 


he  does  it:  I 
art  into  a  sci 
sively  research  I 
then  to  make  sure  ( 
ers  carry  out  the  look 


1  fashion  from  an 
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2  iO  fl 

is 


business  of  following,  noi  .;, 


"We're  not  building  museum  pieces 
here,"  says  Charron. 

This  spring,  for  example,  pants  with 
built-in  belts  are  all  the  rage.  So  the  com- 
pany's upscale  Dana  Buchman  line  will 
sell  $475  black  suede  pants  with  a  sleek 
leather  waistline,  while  Liz  Claiborne's 
$59  jeans  have  a  matronly  floral  scarf 
around  the  waist. 

It's  a  risky  strategy,  because  there's  a 
danger  Claiborne  could  get  stuck  with  a 
line  of  clothes — across  all  labels — that  no 
one  wants.  But  it's  working  so  far.  When 
Charron  took  over  in  1995  the  company 
was  stagnating,  with  four  years  of  flat 
sales.  Under  Charron  sales  have  risen 
66%  to  $3.4  billion  in  2001.  Last  year's 
sales  grew  11%  from  2000,  even  as  the 
$89  billion  women's  apparel  industry 
declined  7%,  according  to  consultant  NPD 
Group.  Claiborne's  net  income  in  2001 
was  $202  million,  up  4.8%,  nicely  ahead 
ol  its  competitors'  average  3%  growth. 

Wall  Street  has  rewarded  Charron's 
conservative  bent  by  boosting  the  stock 
228%  to  a  recent  $29  from  a  split- 


Office  chic 

KENNETH  COLE  NEW  YORK  $98 


adjusted  $9  when  he  came.  That's  against 
a  46%  rise  for  the  Lazard  Freres  apparel 
stock  index. 

Founded  in  1976  by  its  namesake 
designer  and  three  partners,  Liz  Clai- 
borne was  once  known  for  women's  chic 
career  clothes.  But  its  image  grew  stale  in 
the  early  1990s,  and  sales  began  to  skid. 
Since  Charron  became  chief  (founder 
Claiborne  quit  to  become  an  environ- 
mentalist), the  company  almost  quadru- 
pled the  number  of  items  it  manufac- 
tured to  220  million  last  year. 

Rather  than  extend  the  Liz  Claiborne 
name  to  new  apparel  markets,  Charron 
licensed  and  acquired  niche  logos.  It's 
similar  to  what  competitors  Kellwood 
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Soccer  is  tough  on  players.  Brutal  on  networks,  it's  a  merciless  test  of  power  and 

agility.  Over  a  period  of  just  four  weeks,  the  amount  of  mission-critical  voice  and  data  generated  by  the 
FIFA  World  Cup'"  could  rival  what  many  companies  generate  in  a  year.  That's  why  they  chose  Avaya  to 
build  one  of  the  world's  largest  converged  networks.  And  with  billions  watching,  we're  showing  the  world  that 
our  converged  network  can  stand  up  to  the  most  arduous  proving-ground  yet.  To  see  why  over  90%  of  the 
FORTUNE  500s  power  their  business  with  Avaya  voice  and  data  communications,  visit  avaya.com/nowone. 
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LIZ  CLAIBORNE 


and  Jones  Apparel  Group  do — assemble  a 
large  number  of  brands  under  one  com- 
pany to  cut  costs  and  spread  risks. 

Charron's  mix  of  brands,  sold  at 
26,000  retail  outlets,  is  an  unwieldy  one. 
For  the  younger  set  there  are  jeans  by 
Lucky  Brand  Dungarees  and  DKNY  Jeans, 
plus  skimpy  featherweight  dresses  from 
Laundry  by  Shelli  Segal.  Young  adults  can 
shop  Kenneth  Cole  New  York  and  City 
DKNY,  both  licensed  brands.  Labels  Dana 
Buchman  and  Sigrid  Olsen  cater  to 
sophisticated  suburbanites.  And  for  the 
budget-conscious,  Villager  and  Crazy 
Horse  can  be  found  at  Kohl's  and  J.C. 
Penney,  respectively.  The  company  also 
operates  nine  brands  that  play  off  the  Liz 
Claiborne  name. 

Charron  spends  $1.5  million  a  year  to 
study  consumers  and  identify  what  trends 
will  be  most  popular.  Since  1996  Clai- 
borne has  retained  a  small  New  York  City 
research  firm  staffed  by  psychologists  who 
study  women's  shopping  behavior,  even 
rooting  through  their  closets.  The  results 
of  past  studies  have  led  to  wider  aisles  in 
department  store  shops  and  the  addition 
of  a  new  larger  size,  16,  to  accommodate 
America's  overweight. 

To  track  external  trends  Claiborne 
spends  $300,000  a  year  on  30  color-  and 
trend-consulting  firms,  whose  forecasts 
influence  what  shows  up  on  store  shelves. 
The  agencies  analyze  runway  shows  and 
track  fashion  buzz  to  form  opinions.  In 
February  one  consultant  told  Claiborne 
designers  that  "she  was  seeing  a  strong 
feeling  for  optic  white,"  and  that  "paisley 
was  very  important."  Claiborne  staffers 
then  cull  through  the  collective  advice  to 
come  up  with  their  own  six  trend 
"themes"  that  all  Claiborne  brands  are 
strongly  urged  to  follow.  Three  for  spring 
2003:  romantic  vintage 
(lots  of  ruffles,  lace), 
ethnic  looks  (embroi- 
dery and  beading)  and 
white  from  head  to 
toe. 

These  findings  are 
blasted  to  dc> 
who  try  to  inl 
them   for   their 
brands.  The  trick 
ensure  that  the 


►'  By  the  Numbers 


Fashion's  Plate 

Liz  Claiborne  serves  up  a  diverse»amount  of  wearable  stuff. 


$3.4  bilflOn  in  sales 


Lowest-cost  item  sold  (First  Issue  earrings) 


Highest-cost  item  sold  (Dana  Buchman  leather  jacket) 


$825 


Products  made  each  second 


37.4  Round  tr 


ips  to  the  moon  that  a  year's  worth  of  Claiborne's  thread  could  make 


Source:  Liz  Claiborne. 


"We  don't  get 
caught  up  in 
artistry  for 
artistry's  sake. 
This  stuff 
must  selL"___ 


fashion  fetish  is  produced  across  divisions. 
Visual  tools  are  employed.  At  a  recent 
meeting  for  100  Claiborne  designers  the 
artistes  were  told  that  white  would  con- 
tinue to  be  hip  in  spring  2003.  To  empha- 
size the  point,  photos  of  white  linens,  a 
white  paint  bucket  and  an  egg  adorned 
the  walls.  Even  the  snacks,  white-choco- 
late-covered pretzels,  white  pistachios  and 
milk,  offered  a  subliminal  message. 

Internal  newsletters  reinforce  top-sell- 
ing items.  Last  fall  hooded  tops  were  hot, 
so  a  November  2001  newsletter  high- 
lighted top-selling  "hoodies,"  including 
the  $118  tan  hooded  coat  from  Lizwear 
and  Lucky's  $62  white  hooded  sweatshirt. 
The  message  sank  in  and  hoods  surfaced 
everywhere. 

So  whatever  happened  to  originality 
in  fashion  design?  Charron  insists  his 
designers  are  not  required  to  follow  the 
trend  recommendations.  But  consider- 
ing that  their  bonus  pay  is  based  on 
the  division's  performance,  a  designer 
seems  more  likely  than  not  to  slap  a 
hood  on  a  sweater  or  a  belt  on  pants. 
That  suits  Charron  just  fine. 

"We  don't  get 
caught  up  in  artistry  for 
artistry's  sake,"  he  says. 
"This  stuff  must  sell." 

The  practical  phi- 
losophy stems  from 
his  early  training:  five 
years  in  the  Navy,  two 
years  at  Harvard  Busi- 
ness School  and 
eight  years  managing 
household  brands  like 


Dawn  and  Cheer  for  Procter  &  Gamble. 
In  the  years  that  followed,  Charron  ran  a 
Minneapolis-based  printing  company 
and  worked  at  General  Foods,  Cannon 
Mills  and  apparel  maker  VF  Corp.  Char- 
ron says  that  selling  detergent  is  no  differ- 
ent from  selling  dresses.  In  both  cases,  he 
explains  in  business  school  lingo,  you're 
managing  a  product's  ability  to  speak  to  a 
consumer  segment. 

"We're  running  a  consumer  products 
company  that  happens  to  be  in  the 
apparel  business,"  he  says. 

Industry  consultants  sometimes  wish 
Charron  would  be  less  P&G  and  more 
Ralph  Lauren.  Claiborne  has  yet  to  create 
a  brand  with  broad  cachet,  like  Polo  or 
Tommy  Hilfiger.  And  Jones  Apparel's 
career-wear  business — a  niche  Liz  Clai- 
borne invented — is  at  least  twice  as  large 
as  Liz's,  estimates  Lazard  Freres  analyst 
Todd  Slater. 

Charron  spends  only  3%  of  revenues 
on  advertising  and  promotion,  compared 
with  at  least  double  that  spent  by  most 
fashion  apparel  companies.  And  the  look- 
alike  designing  can  hurt  a  label.  After  the 
company  took  over  Laundry  in  1999,  the 
whimsical  line  began  to  resemble  Liz's 
more  staid  image,  says  Harry  Bernard  ol 
fashion  consulting  firm  Colton  Bernard. 
"Laundry  is  just  now  getting  back  an 
identity." 

Charron  knows  that  his  brood  is  fai 
from  perfect.  "Yeah,  sometimes  a  brand 
goes  in  the  crapper,"  he  says.  "When  you 
have  26  kids,  one  will  get  sick  at  a  point  ir 
time."  But  he's  got  25  others  to  make  hirr 
feel  better.  ¥ 
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~'"—\     Giving  your  customers  better  service  means  letting  them 

know  when  they'll  receive  what  you  promised.  Brown  can 

do  that.  With  UPS  E-mail  Ship  Notification,  your  customers 

^  f     not  only  get  confirmation  that  their  orders  are  on  the  way, 

Brown  lets  them  track  those  orders  themselves.  So  you'll 

have  time  to  pursue  future  sales  instead  of  past  shipments.  And  you 

thought  we  just  delivered  packages.  WHAT  CAN  BROWN  DO  FOR  YOU?5 


and  the  Customer  Service  Manager 


ups.com 


CARDINAL  HEALTH 


I  Can  Get  It  for 
You  Wholesale 


ON  WALL  STREET  THEY  CALL  CAR- 
dinal  Health  the  GE  of  the  health 
care  services  industry.  Cardinal's 
depth  and  breadth  of  manage- 
ment, its  consistency,  and  its  love  affair 
with  shareholders  bring  to  mind  GE 
under  Jack  Welch.  Over  the  last  decade 
Cardinal's  stock  price  has  compounded 
at  an  average  26%  a  year;  Cardinal  is  one 
of  a  handful  of  large  U.S.  companies  that 
have  achieved  earnings-per-share  growth! 
in  excess  of  20%  for  15  straight  years.  If 
you  were  lucky  enough  to  put  $1 0,000 ( 
into  Cardinal  stock  in  1983,  the  year  the 
Dublin,  Ohio-based  firm  went  public, 
you'd  be  sitting  on  $700,000  today. 

Cardinal's  Jack  Welch — minus  the  sex 
scandal — is  Robert  D.  Walter,  56,  the 
founder  and  chairman.  A  modest,  press-shy 
fellow,  Walter  has  quietly  made  Cardinal  the 
world's  largest  distributor  of  health  care 
products  such  as  pharmaceuticals  and  sur- 
gical instruments  and  in  the  process  built 
Cardinal  to  a  stock  market  value  of  $3 1  bil- 
lion, the  largest  in  the  U.S.  health  care  ser- 1 
vices  industry.  This  fiscal  year  (June  2002)  | 
Cardinal  should  net  approximately  $1.2  bil- 
lion on  revenue  of  $45  billion.  Leonard  I 
Yaffe,  analyst  at  Bank  of  America,  projects 
that  Cardinal's  earnings  will  continue  to 
mount  by  a  healthy  23%  a  year  over  the  | 
next  three  to  five  years. 

Where  did  this  quiet  colossus  cornel 
from?  In  1971,  fresh  out  of  Harvard  Busi- 
ness School,  Bob  Walter  participated  in  a  I 
$1.5  million  leveraged  buyout  of  a  food 
wholesaler  back  in  his  home  city  of 
Columbus,  Ohio.  The  business  grew,  but 
Walter  saw  that  the  food  industry  was 
rapidly  consolidating  and  that  he  couldn't 
expand  nationally.  So  in  1979  he  took  his 
distribution  skills  and  applied  them  to  a  | 
different  trade:  pharmaceuticals. 

Why  drugs?  For  many  reasons.  Waltei  I 
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HITE  KNUCKLES, 


SWEATY  PALMS, 


JITTERY  TEETH.  COULD  THE  BUYING 


SIGNALS 


BE  ANY  MORE  OBVIOUS? 


In  todays  economy,  investors  aren't  always  beaming  with  confidence.  A  tiny  piece  of  information  can  cause  the  market  to  overreact, 
which  is  good  news  for  value  investing.  Because  when  bad  news  hits,  solid  companies  can  become  good  value  investments. 
lb  find  them,  vou  have  to  know  where  to  look.  And  Scuddcrs  value  team  does.  We've  built  a  global  network  of  analysts  and 


partners.  I  hese  experts 


translate  information  into  smarter  investments.  Ask  your  financial  advisor  how  value  investing  can 


help  you.  G.ntaci  Scudder  Investment!  it  1-800-621-1048  or  www.scudder.com.  And  save  the  anxiety  for  someone  else. 

SCUDDER 

INVESTMENTS 


Mutual  I  mid 
"  .1  prospectus  containing  mo. 
udder  Investments  at  l-tfU0'i5; 


0'  Retirement  Plans 

hvr.  jint  expenses,  contact  your  financial  representative  or  call 
,i  send  money.  ©'2002  Scudder  Distributors,  Inc.  15752  (1/1/02) 


CARDINAL  HEALTH 


liked  the  noncyclical,  high-growth  nature 
of  the  business.  The  number  of  customers, 
such  as  hospitals,  surgery  centers,  nursing 
homes  and  drugstores,  was  increasing  dra- 
matically. Most  of  these  outlets  lack  ware- 
housing facilities,  depending  instead  on 
wholesalers  with  high  service  levels  to  make 
daily,  precise  deliveries  of  pharmaceuticals. 
"In  a  supermarket,  if  you're  out  of  Heinz, 
Campbell  is  okay,"  quips  Walter.  A  drug- 
store, by  contrast,  must  stock  the  branded 
drug  prescribed  by  the  physician.  And  a 
hospital's  drug  purchases  from  a  whole- 
saler are  cemented  by  long-term  contracts. 

The  highly  fragmented  structure  of 
drug  wholesaling,  an  industry  ripe  for  con- 
solidation, also  appealed  to  Walter.  In  1979, 
he  recalls,  there  were  more  than  355  drug 
distributors  in  the  U.S.  (Cardinal  exited  the 
foods  business  in  1988).  Today  three  com- 
panies— Cardinal,  AmerisourceBergen  and 
McKesson — control  90%  of  drug  wholesal- 
ing. On  average,  Cardinal's  distribution  cen- 
ters generate  more  than  $1  billion  of  sales. 

The  $150  billion  pharmaceuticals  mar- 
ket is  driven  by  an  aging  population,  rising 
prices  and  new  drugs.  "The  world  realizes 
that  pharmaceuticals  are  a  low-cost  medical 
solution,"  explains  Walter.  "The  growth 
rate  for  drugs  the  next  ten  years  will  be 
higher  than  the  last  ten  years."  And  the 
population  aged  50  and  older — growing 
fast — already  consumes 
74%  of  all  drugs. 

But  what  about  price 
erosion  from  generic 
drugs,  the  cheap  pills  that 
flood  the  market  when 
branded  drugs  go  off 
patent?  Yaffe  estimates  that  over  the  seven- 
year  period  from  2000  to  2006  patents  will 
expire  for  medications  with  $41  billion  in 
annual  volume.  Cardinal  and  the  other  drug 
wholesalers  gain  here,  too,  because  of  vastiy 
greater  bargaining  power  in  buying  a  drug 
from  a  dozen  generic  manufacturers  than 
from  one  supplier  with  a  brand  monopoly. 

Lisa  Gill  of  J.  P.  Morgan  Chase  esti- 
mates that  distributors'  gross  margins 
on  generics  tend  to  b(  Vee  times  higher 
than  on  patented  dn  rial  aggre- 

gates the  needs  of  its  n  i  ,  base, 

which  includes  mail-ordu 
macy  benefit  managers  and  in< 
drugstores,  and  squeezes  generic 


ers.  Walter  explains:  "We  capture  the 
purchasing  power  of  our  customers, 
turn  around  and  negotiate  with  the 
manufacturers." 

Newly  merged  AmerisourceBergen  is 


Cardinal  packages  drugs  for  pharma- 
ceutical producers  (a  $1.5  billion  market), 
provides  contract  manufacturing  services 
and  alternative  drug-delivery  formulations 
such  as  soft-gel  capsules  and  rapid-dissolv- 


slightly  larger  in  pharma  wholesaling",  ing  tablets  ($3  billion  market).  The  propri- 


(33%  to  Cardinal's  31%  U.S.  market  share, 
says  Walter),  but  Cardinal  earns  60%  more 
profits  in  the  business.  How?  Cardinal  has 
the  industry's  lowest  cost  structure,  which 
allows  it  to  raise  operating  margins  even  as 
gross  margins  decline. 

Cardinal's  rock-solid  balance  sheet 
($900  million  free  cash  flow  last  year  and 
the  industry's  lowest  capital  costs, 
according  to  Gill)  permits  it  to  play 
lucrative  inventory  games.  For  instance, 
it  engages  in  aggressive  forward  buying 
when  it  anticipates  inflation  in  drugs  and 
loads  its  inventory.  "We  have  a  trader's 
mentality,"  avers  Walter,  who  credits  the 


By  the  Numbers 


The  U.S.  market  for  what  Cardinal  sells— drugs  as  well 
as  surgical  gowns  and  gloves— is  demographically  hot. 


Share  of  population  over  age  50. 

Annual  growth  of  drug  sales 
People  now  in  nursing  homes. 


"The  growth  rate  for  drugs 
in  the  next  ten  years  will  be 
higher  than  in  the  last  ten" 


trading  instincts  to  his  start  in  the  food 
wholesaling  trade. 

But  Walter,  whose  shares  are  worth 
$300  million,  is  an  even  more  impressive 
strategist  than  trader.  Over  the  past 
decade,  largely  through  more  than  50 
acquisitions,  Cardinal  has  steadily 
expanded  the  services  it  offers  to  its 
upstream  suppliers  and  downstream  cus- 
tomers. Cardinal  is  a  master  of  cross-sell- 
ing, bundling  products  and  services  and 
making  itself  an  indispensable  partner  to 
drugmakers  and  health  care  providers. 
Essentially,  the  distributor  is  leveraging  its 
position  in  the  middle  to  capture  more  of 
the  dollars  in  the  health  care  continuum. 


etary  drug-formulation  technology  was  ac- 
quired with  RP  Scherer  in  1998. 

In  1999  Cardinal  paid  $5.7  billion  for 
Baxter's  Allegiance  division,  a  manufac- 
turer and  distributor  of  medical,  surgi- 
cal and  lab  supplies  such  as  instruments, 
disposable  surgical  gloves  and  gowns. 
This  made  Cardinal  the  leading  distribu- 
tor of  surgical  devices  (with  a  market 
share  of  more  than  30%)  and  increased 
its  value  as  a  one-stop  shop  for  health 
providers.  "When  we  go  to  a  hospital,  we 
can  offer  a  broader  array  of  services,  and 
each  is  a  market  leader,"  says  Walter,  who 
demands  that  each  of  his  business  units 
must  be  number  one  or  two  in 
the  marketplace  and  the  low- 
cost  producer. 

In  the  U.S.  there's  a  severe 
shortage  of  pharmacists.  So  Car- 
dinal leases  its  Pyxis  machines  to 
hospitals  and  nursing  homes. 
Pyxis,  an  automated  drug  dis- 
penser with  an  installed  base  of 
over  100,000  machines,  is  simi- 
lar to  a  bank  ATM  and  reduces 
labor  needs  and  medical  errors.  More  than 
90%  of  the  hospitals  in  the  U.S.  now  use 
Pyxis  point-of-use  systems  (San  Diego-based 
Pyxis  was  another  Cardinal  acquisition), 
which  dispense  4  million  prescriptions  a  day. 
A  typical  Pyxis  lease  is  five  years  and 
costs  $975  a  month.  Lease  renewal  rate: 
98%.  J.P.  Morgan's  Gill  estimates  that  Pyxis, 
which  is  sold  in  22  countries,  generates  an 
operating  margin  of  35%  to  40%  for  Car- 
dinal, compared  with  a  20%  margin  in 
drug  formulation  services  and  a  3%  margin 
in  the  core  pharmaceutical  wholesaling 
trade.  Cardinal  is  also  the  largest  manager 
of  hospital  pharmacies  in  the  U.S. 

Even  without  acquisitions,  Cardi- 
nal's sales  are  expanding  by  $7  billion  a 
year.  But  this  is  a  company  with  an 
intense,  driven  chairman.  Remember 
this:  Health  care  in  the  U.S.  is  a  $1.5  tril- 
lion industry  that  expands  by  $100  bil- 
lion annually.  That's  a  large  playground 
for  Bob  Walter.  F 
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:hads  client  called  his  office 
/vhen  he  was  out.  chad's  client 
called  his  cell  when  he  was  in. 
ihad's  client  cant  stand  phone  tag. 
:had  really  needs  the  sprint  pcs 
;lear  wireless  workplace: 


can  give  your  employees  a  single  number  for  their  office  line  and 
ireless  phone,  so  calls  are  instantly  forwarded  to  wherever  they  are. 

can  also  let  them  check  all  their  messages  by  calling  a 

ngle  voicemail  box.  And  it'll  do  a  lot  more  to  help  them  stay  in  touch. 

s  one  part  of  the  Clear  Wireless  Workplace  called  the 

print  PCS  Integrated  Office."  Get  the  whole  storyatsprintpcs.com 
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RIDGEWOOD  ENERGY 


Promises, 
Promises 

RIDGEWOOD  ENERGY  has  raised  $563  million  from 
power  plant  and  venture  capital  investors  by  holding 
out  the  prospect  of  big  returns  it  hasn't  been  able  to 
meet.  Now,  amazingly,  it's  trying  to  raise  more. 


BY  MICHAEL  MAIELLO 


IF  YOU  WERE  TO  JUDGE  THE  INVEST- 
ing  prowess  of  Robert  Swanson  and 
Robert  Gold  on  the  results  of  the 
1999  Ridgewood  Energy  Trust  alone, 
you  might  be  tempted  to  whip  out 
your  checkbook.  The  two  partners  of 
Ridgewood  Energy  struck  it  big  in  1991, 
when  they  teamed  up  with  BHP  Billiton 
and  discovered  the  West  Cameron  76 
block  of  natural  gas  off  the  coast  of 
Louisiana.  Those  trusts  have  since  spun 
off  nine  subsidiaries.  A  $100,000  invest- 
ment in  1999  has  paid  out  $378,000  to 
date,  and  there's  more  to  come. 

But  Ridgewood's  success  in  gas  drilling 
ied  over  to  its  other  projects. 
idgewood  Electric  Power  Trust 


II,  a  $23.5  million  fund  that  invested  in 
plants  mosdy  in  California  and  the  North- 
east. A  1993  advertising  circular  projected 
$263,000  in  payouts  for  every  $100,000 
investment  by  2001.  What  they  got, 
through  last  year:  $54,554. 

Then  there's  Electric  Power  Trust  V,  a 
$93  million  Ridgewood  fund  that  adver- 
tised 12%  to  14%  annual  returns  within 
two  or  three  years  back  in  1997.  Five  years 
later  the  fund  has  delivered  a  total 
$14,485  for  every  $100,000  invested. 
"Utilities  bid  up  the  cost  of  generating- 
assets,  making  it  difficult  to  acquire  assets 
at  a  good  price,"  shrugs  Swanson.  "And 
they  drove  down  spot  market  prices  by 
selling  electricity  at  cost." 


Okay — you  win  some,  you 
lose  some.  Which  might  be  eas- 
ier to  swallow  if  Ridgewood 
exposed  itself  equally  to  the  ups 
and  downs  of  its  bets.  The  bro- 
ker who  sells  you  Trust  II  skims 
an  8%  fee  off  the  top.  Ridge- 
wood takes  1%  as  the  placement 
agent,  another  2.5%  to  cover 
costs  of  setting  up  the  trust  and 
an  investment  fee  of  4.5%.  Your 
$100,000  is  down  to  $84,000 
before  one  cent  is  invested;  in 
later  years  Ridgewood  grabs  a 
2.5%  management  fee  based  onj 
the  original  $100,000. 

"This  is  how  they  get  rich,"J 
says  Robert  Jacobson,  a  73-yearn 
old  retired  consultant  from! 
Hilton  Head  Island,  S.C.  who! 
put  in  $25,000  with  Ridgewood! 
and  has  seen  his  dividends  dive! 
from  $3,600  a  year  to  zeroJ 
"They  never  worry  about  limited! 
partners  once  we're  in  because] 
we're  sheep."  Sheep  who  have  :\ 
net  worth  of  at  least  $1  million! 
or  incomes  of  $200,000  or  more  I 
Swanson  says  72%  of  what '.'I 
raised  in  new  Ridgewood  fundd 
is  repeat  business.  "Our  investor; 
trust  us,  like  what  we're  doing] 
and  they  keep  coming  back." 

As  with  most  private  equit 
investments,  it's  tough  to  casr| 
out.  The  power  trusts — Ridge-: 
wood  has  six  of  them,  totaling 
$280  million  raised  between 
1991  and  2000 — are  allowed  to  operatfl 
until  the  power  plants  are  sold  or  peteij 
out.  Or  Ridgewood  gives  you  the  okay  t(  I 
sell  your  shares,  on  the  thinly  traded  sec 
ondary  market.  The  USA  Partnership! 
Board,  for  example,  has  taken  seven  bid: 
for  Ridgewood  shares  since  1999  and  exe 
cuted  three  trades.  Bids  on  record  fo 
shares   of  Power  Trust   II   fetch  jus 
$21,000;  you  might  get  $45,500  for  a  uni 
of  Power  III  (it's  paid  out  $39,600  sine 
1995).  A  current  bid  for  a  $100,000  uni 
in  the  Power  Growth  Fund  is  $26,000;  i  | 
has  paid  $6,900  to  date. 

Swanson  started  his  career  helpin; 
people  avoid  taxes,  rather  than  generatin  I 
income.  A  tax  attorney  for  firms  in  Ne\ 
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I  Business  transformation  outsourcing  can  be  a  direct  line 
to  growth  in  any  company.  Accenture  is  combining 
outsourcing  capabilities  with  consulting  experience  to  deliver 
world-class  supply  chain  management,  increased  speed 
to  market,  and  enhanced  retailer  service  and  satisfaction  for 
AT&T's  PrePaid  Card  business: Joflea|f  how  Accenture  can 
lelp  you  transform  your  business  ana1  drive  top-line  results, 
visitaccenture.com/outsourcing: 


accenture 


Consulting  •  Technology  •Outso 


Innovation  delivered. 


RIDGEWOOD  ENERGY 
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Trust 


York  and  Los  Angeles,  he  drew  a  follow- 
ing with  his  1982  book,  Tax  Shelters.  That 
year  he  founded  Ridgewood  Energy, 
launching  a  series  of  oil  and  gas  partner- 
ships for  individuals  seeking  income  shel- 
tered from  taxes  through  the  depreciation 
of  underlying  assets — natural  gas  wells  in 
the  western  U.S.  and  the  Gulf  of  Mexico. 
The  14  mature  oil  and  gas  partnerships 
started  since  1990  have 
returned  an  average  230%, 
including  tax  benefits. 

Three  years  ago  Swanson 
and  Gold  decided  to  hop  onto 
the  venture  capital  track,  long 
after  most  trains  had  left  the 
station.  So  far  the  results  are 
not  terribly  encouraging.  The 
three  funds  raised  $283  million, 
investing  in  59  companies — 
from  Myrio,  which  is  trying  to 
deliver  the  Internet  over  copper 
wire,    to    Feedroom.com,    a 
streaming  video  newswire  for  TV  stations. 
It  has  already  written  off  13  investments. 
It's  too  early  to  predict  how  these  funds 
will  perform.  But  if  they're  anything  like 
the  tech  investments  made  by  the  power 
trust  funds,  there  will  be  trouble  ahead. 

Power  Trusts  IV  and  V  together  put 
$13.5  million  in  the  Santee  River  Rubber 
Co.,  a  tire  recycling  plant  in  South  Car- 
olina. The  plant  came  on  line  and 
both  trusts  wrote  off  th«  venture  by  2001. 
In  2000  Swanson  sentah 
investors  advisii  n  that  dividend 
payments  were  suspended  "to  preserve 
cash  to  deal  with  a  n  ring  prob- 
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lem"  at  Santee  River.  Trust  IV  wrote  off  its 
$4.5  million  in  Santee  by  2001. 

That  wasn't  the  end  of  it.  Trust  V 
threw  $3.5  million  into  a  water  purifica- 
tion outfit  (Ridgewood  WaterPure),  $2.5 
million  into  Metasound,  which  was 
working  on  "unique  programming  for 
persons  who  are  on  hold  while  calling 
businesses,"  and  $2.8  million  into  a  high- 


Diminishing  Returns 


Off  to  a  good  start  with  its  Electric  Power  Trust  I,  Ridgewood's 
partnerships  have  proved  less  and  less  rewarding  to  investors. 


Offering       Cash 
ended   distributions1 


Ridgewood  Electric  Power  Trust  I 


1992   $72,331    $42,500 


Ridgewood  Electric  Power  Trust  II         1994      54,554      20,700 


Ridgewood  Electric  Power  Trust  III        1995      39,605      45,500 


Ridgewood  Electric  Power  Trust  IV        1996      22,370       37,500 


Ridgewood  Electric  Power  Trust  V         1998      14,485      41,000 


Ridgewood  Power  Growth  Fund 


2000        6,907      51,000 


'Distributions  through  Mar.  31  per  $100,000  share.  2Highest  bid  for  a  share  since  1999 
Sources:  Ridgewood  Energy;  SEC  filings;  USA  Partnership  Board, 

tech  mail-sorting  concern,  Quantum 
Conveyor.  By  2001  Trust  V  had  written 
off  $19  million— 20%  of  its  capital. 

Gold  says  the  investment  in  Meta- 
sound might  still  pay  off,  since  the  com- 
pany hasn't  ceased  operations.  Swanson 
defends  the  tech  investments  as  "an 
attempt  to  give  our  investors  the  capital 
appreciation  they  were  seeing  in  other 
markets."  Alas,  the  Power  Growth  Fund 
lost  $2  million  on  an  electric-scooter 
maker  called  Zapworld.com  and  $1.5 
million  on  a  bid  to  build  a  liber-optic  net- 
work under  the  Mediterranean  Sea  called 
Medfiber.  The  two  are  currently  trying  to 


raise  at  least  $75  million  for  their  fourth 
high-tech  venture  capital  fund. 

It  all  pales  next  to  the  1997  attempt  to 
stir  investors'  hopes.  In  February  that  year 
Swanson  wrote  clients  of  his  plans  to 
combine  all  the  power  trusts  into  one  and 
take  it  public.  "You  deserve  the  high  com 
bined  return  for  being  astute  enough  to 
come  in  early  and  being  patient  while  we 
do  our  job,"  he  wrote  his  angels. 

They're  still  waiting  for  the  payoff.  "I 
expect  the  five  existing  Ridgewood  Power 
Trusts  will  be  a  public  company  in  about 
two  years,"  Swanson  says  in  a  1998  sales 
video  for  his  $66  million  Power  Growth 
Fund,  promising  it  would  join  its  five  sis 
ters.  That  same  year  he  told  investors  that 
Donaldson,  Lufkin  &  Jenrette,  under 
writer  for  AES  and  Dynegy,  had  invited 
him  to  a  conference  because  the  invest 
ment  bank  "would  like  to  handle  the 
Ridgewood  Power  IPO."  In  an  August 
1999  letter,  Swanson  boasted  Ridgewood 
should  earn  a  "market  capitalization  ol 
$400  million  to  $500  million"  after  the 
offering  and  a  $  1  billion  market  cap  twc 
to  three  years  later. 

Last  year,  hammered  by  the 
California  energy  crisis  and  a 
northeastern  drought,  all  trust? 
stopped    paying    dividends 
Swanson  told  investors  the 
trusts  needed  to  conserve  cash 
to  prepare  for  the  public  offer- 
ing, which  he  planned  for  the 
end  of  2001.  "If,  for  any  reasor 
we  are  not  able  to  effectuate 
our  IPO,  we  would  make  i 
catch-up  dividend  a  year  frotr 
now,"  he  writes. 
Would  you  believe  next  year?  In  < 
February  2002  letter,  Swanson  warns  tha 
the  trusts  won't  be  merged  to  prepare  fo; 
a  public  offering  this  year.  He  did  promist 
to  resume  paying  dividends  for  Trust* 
through  IV,  but  made  no  commitmen 
for  Trust  V  and  the  Power  Growth  Fund 
No  mention  of  the  "catch-up  dividend." 
What    do    these    guys    say   abou 
promises  deferred  again  and  again 
"There's  no  IPO  market  for  independen 
power  producers  at  the  moment,"  say 
Gold.  "Nobody  could  go  public  now.  No 
Calpine,  not  AES  and  not  Ridgewood. 
Especially  not  Ridgewood.  I 
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You  can  help  keep  your  car 
safe  and  on  the  road. 


lars  are  complex,  and  it's  easy  to  feel  overwhelmed  when  you  look  under  the  hood.  But  there  are  plenty  of  basic 

hings  you  can  do  yourself  to  keep  your  car  safe,  economical  and  dependable.  From  checking  the  oil  to  keeping 

'our  tires  inflated  to  the  proper  pressure,  preventive  maintenance  can  extend  the  life  of  your  car  and  help  save 

'ou  money.  Learn  how  to  keep  your  vehicle  safe  and  on  the  road  with  the 

tew  "Smart  Car  Care"  booklet.  It's  free  from  Shell.  Pick  one  up  at  your  XJ? 

leorest  Shell  station,  visit  countonshell.com  or  call  1-800-376-0200.  COUIlt  Oil  Shell 


BY  NEIL  WEINBERG 
AND  MICHAEL  MAIELLO 

BY  ALL  ACCOUNTS  IDT  SHOULD  BE 
dead  by  now.  Since  Howard 
Jonas  set  up  the  telecom  firm  in 
1990,  it  has  jumped  from  one 
trendy  bandwagon  to  the  next: 
cheapo  international  calling,  prepaid  phone 
cards,  Internet  service,  wholesale  band- 
width and  discount  long-distance.  Seven  of 
its  nine  closest  rivals  have  filed  for  Chapter 
1 1  bankruptcies.  The  other  two  are  penny 
stocks. 

Yet  IDT  is  still  alive  and,  to  hear  Jonas 
tell  it,  thriving.  Its  stock  has  doubled  in  the 
past  year  to  a  recent  $19.50,  even  as  the 
American  Stock  Exchange  Telecom  index 
has  fallen  by  half.  As  rivals  have  gone  under, 
the  Newark,  N.J.  firm's  gross  margins  have 
swelled  sixfold  to  20%  in  the  past  two  years. 
Its  revenues  should  grow  12%  to  $1.4  bil- 
lion in  the  fiscal  year  ending  July  31.  Ex- 
cluding acquisitions  costs,  IDT  earned  $6 
million  before  interest,  taxes,  depreciation 
and  amortization  in  the  fiscal  second  quar- 
ter ended  Jan.  31,  its  second  quarterly  op- 
erating profit  in  a  row.  The  figure  will  top 
$100  million  this  calendar  year,  Jonas 
boasts. 

At  a  time  when  telecom  assets  are  in 
the  bargain  basement,  Jonas  sits  on  $1  bil- 
lion in  cash  and  only  $54  million  in  debt. 


-    - 

Ma  one 


As  a  survivor  amid  the 
telecom  turmoil,  IDT's 
Howard  Jonas  has 
wowed  both  Wall  Street 
and  cable  legend  John 
Malone.  The  question  now 
is  whether  he  :;an  step  up 
to  the  big  leag 
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Late  last  year  he  bought  Winstar  Commu- 
nications out  of  bankruptcy  for  $42  mil- 
lion, gaining  control  of  a  broadband  wire- 
less network  that  had  cost  $5  billion  to 
build.  Since  IDT  owns  its  own  long-distance 
and  international  lines,  Winstar  could  ren- 
der it  one  of  the  few  carriers  with  connec- 
tions from  local  phones  to  foreign  lands 
and  a  claim  to  a  piece  of  telecom's  Holy 
Grail:  a  national  broadband  network  that 
cuts  incumbent  phone  carriers  out  of  the 
last  mile  and  undercuts  their  pricing. 

"We're  trying  to  be  David  and  right  the 
wrongs  of  Goliaths  like  Verizon,  Cox  and 
AT&T,"  Jonas  says  in  an  emphatic  Bronx  ac- 
cent. "So  far  we've  shot  at  big  carriers  from 
the  bushes,  but  a  head-on  fight  is  coming." 

More  acquisitions  are  in  the  works. 
One  possible  target:  the  domestic  fiber  unit 
of  Frontier  Corp.,  the  U.S.  phone  unit  of 
moribund  Global  Crossing.  "We're  posi- 
tioned to  take  advantage  of  a  battlefield  full 
of  smoldering  tanks  and  downed  air- 
planes," says  IDT's  chief  executive,  James 
Courter. 

Jonas,  46,  aims  to  use  Winstar  to  carve 
out  a  big  chunk  of  the  market  for  broad- 
band services  aimed  at  businesses — and 
eventually  to  build  a  media  empire  that 
runs  over  his  network.  The  plan  comes 
straight  from  cable  titan  John  Malone — 
now  a  key  IDT  investor — and  Jonas  revels 
in  modeling  his  own  knack  for  financial 
alchemy  after  Malone's  trademark  style. 

"Howard  reminds  me  of  me  when  I 
was  a  little  younger,"  says  Malone,  61.  "He 
takes  risks  and  moves  quickly." 

A  Yale  grad,  Malone,  now  boss  of  the 
coveted  collection  of  media  assets  known  as 
Liberty  Media,  got  started  by  joining  then- 
puny  cable  operator  TCI  in  Memphis,  Tex. 
and  building  it  into  the  top  system  in  the 
nation  before  selling  out  to  AT&T  in  1999 
for  $54  billion.  Two  years  ago  Malone 
bought  9.4%  of  IDT  from  the  company. 

Jonas  graduated  from  Harvard,  where 
he  studied  economics  and  despised  the 
place  as  "socialist  and  know-it-all."  He  says 
his  proudest  moment  was  trailing  a  pro-  g 
affirmative  action  parade  with  a  placard  2 
reading  "Admit  on  merit."  He  built  IDT  £ 
into  the  dominant  player  in  the  gritty  mar-  ° 

Two  heads  are  better:  Howard  Jonas  believes  j 
the  road  to  riches  is  paved  with  used  desks  z 
and  plugged-in  partners,  like  Jim  Courter. 
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Buying  its  headquarters  out  of  bankruptcy  has  put  IDT  on  a  par  with  Verizon.  In  Newark,  N.J.,  anyway. 


ket  for  prepaid  international  calling  cards. 
He  is  adding  50,000  long-distance  cus- 
tomers a  month  and  expects  to  have  1  mil- 
lion by  year's  end  in  a  business  where  gross 
margins  still  run  40%  to  50%. 

Yet  there  is  something  wrong — or  at 
least  weird — about  this  picture.  While 
Jonas  talks  up  projected  EBITDA  earnings, 
IDT  posted  a  $433  million  loss  after  asset 
writedowns  last  fiscal  year  (and  a  $174  mil- 
lion loss  in  EBITDA  terms).  Its  wholesale 
business,  which  involves  carrying  phone 
calls  for  other  carriers,  shrank  28%  in  the 
past  year.  In  its  highest  growth  market,  con- 
sumer long-distance,  major  players  are 
withering  even  as  the  regional  Bells  get 
ready  to  pounce  en  masse. 

And  IDT's  cash  hoard  emu  not  from 
operations  but  from  selling  39%  of 
Net2Phone,  an  Internet  calling  spinoff 
[onas  set  up  in  l996,to  \r\i  two  years  ago 
for  $75  a  share,  ll'l  pocketed  $1.1  billion 
and  owes  $380  million  of  thai  in  taxes — 
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which  Jonas  intends  to  wiggle  out  of.  He 
recently  bought  another  busted  wireless 
carrier,  Teligent,  from  Malone's  Liberty 
Media.  Malone,  no  slouch  at  pinching  pen- 
nies himself,  admits  the  deal  was  a  tax 
dodge  for  Liberty.  Teligent  folded  a  few 
months  later. 

Jonas,  recently  ticketed  in  his  Mercury 
Sable  wagon  for  bypassing  a  traffic  jam  by 
cruising  down  the  shoulder,  is  used  to  mak- 
ing up  his  own  rules.  At  IDT  he  controls  a 
24%  economic  interest,  worth  $377  mil- 
lion, but  59%  of  the  votes.  IDT's  share 
structure  is  convoluted  enough  to  make  the 
average  investor's  head  spin — and  John 
Malone  proud. 

Unconcerned  about  appearances  (the 
company  buys  furniture  used),  Jonas  has 
had  IDT  buy  insurance  from  his  brother- 
ill  law,  lonathan  Mason,  husband  of  Jonas' 
sister  and  IDT  corporate  secretary  Joyce 
Mason,  and  discloses  it  publicly.  Yet  as 
chairman  his  $212,000  salary  is  one-fifth 


that  of  other  top  execs,  and  Jonas 
alone  receives  no  options — his 
ownership  stake  is  enough  incen- 
tive, he  says. 

One  thing  he  cares  about  is 
influence.  He  has  packed  IDT's 
board  with  well-connected  politi- 
cos.  Courter,  chief  executive  since, 
last  year,  was  a  New  Jersey  con- 
gressman. Directors,  who  each  re- 
ceive 20,000  stock  options  a  year, 
include  Jack  Kemp,  William; 
Cohen,  Paul  Laxalt,  Frank  Laut- 
enberg  and  William  Weld. 

"I  would  like  some  real  entre- 
preneurs on  the  board,  like 
Michael  Dell,  but  even  if  we  had 
them  I  don't  know  that  we'd  lis- 
ten," Jonas  says  with  a  smirk. 

Given  all  this  baggage,  Jonas'i 
ambitions  would  be  laughable  if 
not  for  his  uncanny  knack  for  get- 
ting into  businesses  early,  execut 
ing  and  bailing  out  at  the  top,  as, 
he  did  with  Net2Phone.  A  big-, 
picture  guy  and  born  salesman 
Jonas  is  an  Orthodox  Jewish 
father  of  eight  (soon  to  be  nine). 
He  is  partial  to  jeans  and  four-let- 
ter words.  His  first  business  was. 
flogging  hot  dogs  near  a  Bronx 
methadone  clinic  at  14  (thus  the 
title  of  his  autobiography,  On  a  Roll).  Sell 
ing  insurance  to  landlords  from  his  father'.' 
agency  in  high  school,  he  wrote  600  policies 
in  a  year  until,  he  says,  jealous  partner; 
drove  him  out. 

At  Harvard,  Jonas  sold  Venus  flytrap; 
and  bonsai  trees  by  mail  order  from  hi; 
dorm  room.  Carrying  on  die  business  arte) 
graduating,  he  was  outraged  by  the  cost  o 
receiving  calls  from  abroad.  He  gatherec 
gear  to  detect  where  an  overseas  call  cam< 
from  without  picking  it  up;  he  then  callec 
back  using  cheap  outgoing  rates.  Recog 
nizing  opportunity,  he  formed  Interna 
tional  Discount  Telecommunications  ir 
1990  to  offer  what  he  dubbed  "call-back 
service.  AT&T  labeled  it  "stealing  the  ring 
and  pushed  the  Federal  Communication 
Commission  to  shut  Jonas  down. 

Jonas  hired  Courter,  then  in  privati 
legal  practice  at  Courter,  Kobert,  Laufer  £ 
Cohen.  Courter  lobbied  FCC  commission 
ers  and  lined  up  a  White  House  meetin: 
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IDT 

for  Jonas  with  then-Vice  President  Dan 
Quayle.  The  FCC  backed  off. 

"I'm  the  antiestablishment  guy  and 
Jim's  the  establishment  guy  who's  always 
saving  my  cookies,"  Jonas  says. 

Jonas  used  the  call-back  business  as  a 
springboard  for  calling  cards,  appealing  to 
immigrants  in  New  York  and  along  the 
East  Coast  with  mini-brands  like  Domini- 
call  and  Pepe  Megatel.  He  added  long-dis- 
tance in  1993  and  Internet  service  a  year 
later,  becoming  the  nation's  third-largest 
ISP  by  1996.  His  ads,  superimposed  on  racy 
backgrounds,  tacidy  hyped  online  porn  by 
promising  access  to  the  "whole  Internet." 

IDT's  Internet  gloss  enabled  Jonas  to 
take  it  public  the  same  year,  selling  8  mil- 
lion shares  for  a  split-adjusted  $5  each.  It 
has  more  than  tripled  since.  Jonas  sold  $15 
million  worth  of  stock  early  on  to  create  a 
family  nest  egg  but  says  he  now  only  plans 
small  sales  to  support  his  charities. 

As  the  Net  frenzy  grew,  Jonas  borrowed 
big  to  buy  modems  and  other  gear.  Then 
he  got  a  taste  of  near-bankruptcy  when  a 
much-needed  1998  secondary  offering  was 
nearly  scuttled  by  rumors  IDT  was  under 
FBI  investigation.  They  later  proved  false. 

Jonas  has  shunned  debt  ever  since,  yet 
amassed  an  international  calling  network 
that  includes  169  switches  (a  far  cry  from 
Verizon's  3,900)  in  the  U.S.  and  Europe  and 
capacity  on  14  undersea  cables.  He  has 
used  IDT's  heavy  call  volume  to  cut  cheap 
access  deals  in  Mexico,  the  Philippines  and 
the  like,  then  resell  minutes  to  rivals.  IDT 
has  thus  become  one  of  the  world's  top  ten 
international  call  carriers. 

To  get  its  wholesale  business  growing 
again,  after  several  customers  went  bust, 
Jonas  is  looking  to  the  regional  Bells.  As 
they  gain  approval  to  expand  long-distance 
service  in  coming  months,  they  will  need 
foreign  connections.  IDT  has  spent  a  decade 
building  them.  It  made  its  first  Bell  sale  in 
January  and  has  recently  been  signing  one 
long-term  deal  a  week  with  them. 

"IDT  is  good  at  finding  high-high-qual- 


House  of  Cards 


Jonas  has  grand  ambitions  to  turn  IDT 
into  a  global  telecom  and  media 
conglomerate.  For  now,  its  discount 
international  calling  cards,  like  Dominical! 
and  Pepe  Megatel,  are  paying  the  bills. 
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ity  routes  at  low  prices,"  says  Tom  I.  Evslin, 
chief  executive  of  ITXC,  a  rival  wholesaler. 
"These  guys  don't  overpay." 

Jonas  is  also  bulking  up  via  acquisi- 
tions. In  February  2001  he  bought  his  top 
phone  card  competitor,  PT-1,  for  $26.3  mil- 
lion in  cash — one  twentieth  of  what  it  was 
asking  three  years  earlier.  IDT  is  selling  15 
million  cards  a  month,  one  third  of  the 
total  market.  It  recently  hit  a  $1  billion  an- 
nual run  rate  with  21%  gross  margins. 

If  Jonas  is  going  to  build  IDT  into  more 
than  an  industry  gadfly,  however,  he  will 
have  to  make  Winstar  pay  off  big.  The 
wireless  network  can  deliver  voice,  video 
and  data  nationwide  at  155  megabytes  per 
second — 2,740  times  faster  than  a  dial-up 
modem.  It  operates  with  pizza-size  dishes 
atop  commercial  buildings  that  zap  infor- 
mation to  antennas  for  downloading  onto 
fiber.  No  costly  underground  wiring  or  Bell 
network  approvals  are  required. 

But  Winstar  is  a  mess.  Founder  William 
Rouhana  says  that  in  the  few  months  be- 
fore bankruptcy  he  ramped  up  to  $250 
million  in  annual  revenue  and  signed  on 
75%  of  the  firm's  26,000  customers. 

"It's  a  lie,"  says  Jonas,  insisting  defec- 
tions were  running  higher  than  sign-ons 


and  revenues  were  closer  to  $100  million. 

Winstar  salespeople  never  even  visited 
500  of  the  4,300  buildings  sporting  its 
dishes.  Jonas  figures  Winstar  gets  no  more 
than  1%  of  telecom  spending  in  the  build- 
.ings  it  serves.  He  has  thus  laid  off  most  of 
Winstar's  staff  and  plans  to  run  its  traffic 
over  IDT's  long-haul  lines.  His  first  goal  is 
to  cut  costs  and,  by  adding  salespeople,  kick 
up  Winstar's  take  to  5%  of  telecom  dollars 
in  its  buildings.  If  he  gets  to  10%,  operating 
margins  are  in  the  40%  range,  even  with 
prices  20%  below  incumbents'.  The  FBI 
and  Department  of  Justice  have  signed 
with  Winstar  for  backup  communications. 

"If  they  can  put  traffic  on  the  network, 
it  all  flows  to  the  bottom  line,"  says  Laura 
Janke,  a  former  Winstar  attorney. 

The  market  clearly  has  its  doubts.  The 
stock's  recent  run  aside,  IDT's  $1.5  billion 
market  cap  barely  equals  its  cash,  hard  as- 
sets and  stake  in  publicly  traded 
Net2Phone.  Blame  goes  to  a  market  skit- 
tish about  telecom  and  Jonas,  who  loathes 
prying  Wall  Street  bankers  and  institutional 
investors  alike. 

Still,  he  hopes  to  goose  the  value  of 
IDT  later  this  year  by  selling  20%  or  so  of 
a  new  IDT  Telecom  stock  to  the  public. 
Representing  93%  of  revenues,  and  a  pro- 
jected $100  million  in  operating  earnings, 
even  a  price/earnings  ratio  of  10  would 
render  a  $  1  billion  market  cap,  he  figures. 
The  remaining  company — with  $1  billion 
in  cash,  Winstar,  80%  of  the  Telecom  op- 
eration and  20%  of  Net2Phone — should 
continue  to  trade  near  its  current  levels, 
he  argues. 

Jonas'  thinking  is  similar  to  Malone's 
when,  as  AT&T's  top  shareholder,  he  agi- 
tated for  the  firm  to  boost  its  market 
value  by  listing  high-earnings  long-dis- 
tance and  high-growth  wireless  busi- 
nesses separately.  Malone  appears  to 
think  it's  the  right  prescription  for  IDT,- 
too:  Liberty  recently  agreed  to  buy  5%  of 
IDT's  telecom  unit  in  a  private  deal  valu- 
ing it  at  $600  million.  F 


By  the  Numbers 

Mc  rnOnG  L     )OKS  Telecom  firms  raised  a  staggering  amount  of  money  in  recent  years.  Lately,  they've  given  a  lot  of  it  back. 


$1.3  trillion  Telecom     bt  and 

equity  raised  since  1996. 


yl  Trillion  Loss  in  telecom  market 
value  over  the  past  two  years. 


$33  bilNOn  Debt  left  behind  by 
bankrupt  telecom  firms  the  last  year. 


Sources:  Forbes.  Fitch  Ratings. 
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Southwest  Florida:  Sarasota  to  Naples 


Southwest  Florida  has  what  you  might  call  "beauty  pageant 

syndrome":  its  shorelines  and  climate  display  so  much  sheer 

physical  perfection  that  one  overlooks  other  attributes  read- 

[    ily  recognizable  in  a  less-glamorous  setting.  It's  easy  to 

understand  the  thriving  tourism  industry,  less  easy  to  see 

beyond  the  tourists  to  a  dynamic  business  community 

that  has  sharpened  its  competitive  edge  and  is  now 

attracting  attention  from  around  the  nation  and  beyond. 

The  four-county  region  stretches  120  miles  along  Florida's 
Gulf  Coast.  Many  of  the  1.2  million  residents  hail  from  the 
Midwest  and  give  the  area  a  pragmatic,  can-do  approach  to 
business  that  locals  are  proud  to  contrast  to  the  more  frenetic 
pace  on  Florida's  eastern  seaboard.  Sarasota  County  relates  as 
much  to  the  cities  of  Tampa  and  Orlando  as  it  does  to  the  rest 
^^^^^    of  the  region    Naples,  centei  of  the  nation's  second  fastest- 
growing  metropolitan  market,  serves  as  a  catalyst  for  growth 
throughout  Collier,  Lee  and  Charlotte  counties. 
Business  success  in  each  county  is  built  on  the  same  bedrock 
—   the    incredible   quality   of   life.  The   Sarasota   Chamber   of 
Commerce  motto  puts  it  succinctly:  "Good  life,  good  business." 
Communities  rank  consistently  at  or  close  to  the  top  of  the  many 
"best  places  to  .  .  ."  listings.  Strong  public-private  partnerships  and 
"smart  growth"  initiatives  ensure  that  continuing  economic  success 
does  not  kill  the  golden  goose. 

Michael  McNees,  Sarasota's  city  manager  and  previously  a  longtime 

employee  of  Collier  County,  notes,  "Sarasota  is  diverse,  Naples  more  homo- 

Vf    geneous."  Charlotte  County's  Economic  Development  Office  recruits  business- 

r     es  that  want  "a  small-town  feel,  where  everyone  knows  everyone  else."  Lee 

County,  with  the  largest  population,  is  the  most  metropolitan. 

Sarasota's  success  stems  from  1927,  when  John  Ringling  made  the  city  the  winter 
quarters  of  his  circus.  He  bequeathed  Sarasota  two  nationally  recognized  arts  institutions  and  an 
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Share  Our  Success! 


,® 


North  Port  (on  1-75  between  Tampa 
and  Naples)  is  the  answer! 

•  Featuring  the  North  Port  Park  of 
Commerce  with  Verizon  SmartParky 
technology  1/2  mile  from  I-75 

•The  youngest  workforce  in  southwest 
Florida,  a  median  age  of  40  years, 
growing  at  10%  per  year 

•  Lowest  impact  fees  in  region 

Call  us  at  941-423-3181  or 

e-mail:  rjtunis@cityofnorthport.com. 
Economic  Development  North  Port 


NORTH  PORT 

Park  of  Commerce 


enduring  civic  reputation  that  has  made  it 
a  mecca  for  artists,  patrons  of  the  arts  and 
others  fleeing  northern  winters.  Today, 
with  a  wealth  of  arts  and  educational  insti- 
tutions unprecedented  for  its  size, 
Sarasota  is  "Florida's  Cultural  Capital." 
Sarasota's  unique  institutions  support 


Want  To  Live  And  Work  In  Paradise? 

Consider  Moving  Your  Business 
To  The  Best  Small  City  In  America.* 

JEki 
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With  our  enviable  lifestyle,  south 
Tampa  Bay  location,  rich  workforce 
and  relatively  low  cost  of  living,  its 
no  wonder  Money  magazine  has 
called  Sarasota  die  "Best  Small  City 
in  America."  Find  out  what  business 
in  paradise  is  like.  Call  die  Sarasota 
Count}'  Committee  for  Economic 
Development  at  941-955-2508, 
extension  238. 


'BtoedonMomyi  tier  J(XK)  nvihn)>  i>(  "Best  <'i*nto 


rhis  message  developed  in  partnership  with: 

llrfirh  RINGLING  SCHOOL 


^=?    OF  ART  AND  DESIGN 

Creativity,  Innovation,  Education 
www.ringling.edu 


county 

-u  •'--■  nnnatn 

GOOD  LIFE.  GOOD  BUSINESS. 
www.sarasotachamber.org 


Sarasota  •  tfyigboai Key  •  Siesfa.  Key  •  Venice  •  Englewood  •  North  Port 
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business  as  well  as  the  quality  of  life 
Ringling  School  of  Art  and  Design  gradu-l  ie 
ates    are    competent    in    leading-edge* 
technologies  in  animation,  Web  designee 
and   interactive   games.    Mote   Marine 
Laboratory  has  children's  programs,  lov- 
able manatees  and  volunteers  helping  tc 
nurse   injured   dolphins.    It   also   has  £ 
national  research  center  studying  sharkieveli 
immunology  and  a  commercially  oriented  fry 
aquaculture  program. 

As  the  eastern  part  of  Sarasota  Countyfe 
opens     for     development,     Schroedeh  wit 
Manatee  Ranch  already  has  started  or  Ktei 
what  will  ultimately  be  a  whole  new  town 
with  5  million  square  feet  of  commercia 
space  and  up  to  7000  homes. 

Collier  County's  success  is  the  result  0" 
a  well-executed  development  strategy 
Development  took  off  when  a  developer 
WCI  Communities,  Inc.  (WCI),  partnerec 
with  the  Ritz-Carlton  in  the  early  1980s 
The  Ritz  brought  in  carriage  trade  guest; 
who  fell  in  love  with  their  surrounding: 
and  rushed  to  buy  homes.  "We  thinl 
we've  been  a  big  part  of  putting  Naples 
on  the  map,"  says  Ritz-Carlton  vice  presi 
dent  and  managing  director  Edwarc 
Staros.  WCI,  now  one  of  the  larges 
developers  in  Florida,  built  high-qualit 
developments  at  lower  densities  than  ot 
Florida's  eastern  coast,  sparking  dramatii 
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'owth.  Collier  County  now  has  one  of 
le  highest  per  capita  incomes  in  the 
stion,  and  downtown  Naples  has  been 
ansformed  into  one  of  the  most  dynam- 
retail  areas  in  Florida,  with  rents  up  to 
45  per  square  foot. 

trong  Economic 
•evelopment  Programs 

1any  of  those  attracted  to  Collier 
ounty  have  strong  links  to  major  multi- 
ational  corporations,  which  has  strength- 
ned  the  local  business  community  and 
jstered  its  growth  into  high-tech, 
ealth  services  and  other  industries.  A 
roup  of  former  CEOs  has  led  the  cre- 
tion  of  a  comprehensive  economic 
evelopment  program,  focused  on 
nowledge  industries,  for  the  Economic 
•evelopment  Council  of  Collier  County. 

Lee  County  and  the  city  of  Fort  Myers 
ombine  a  history  of  famous  summer 
ssidents  (Henry  Ford  and  Thomas 
:dison)  with  a  modern  approach  to  eco- 
omic  development.  Home  to  both  the 
sgion's  main  airport  and  Florida  Gulf 
)oast  University,  the  county  is  developing 

100-acre  technology  and  research  park 
djoining  both.  The  park,  anchored  by  a 
diversity  research  and  business  acceler- 
tor  facility,  has  already  attracted  a  major 
liotechnology  tenant,  NeoGenomics,  Inc. 


When  fully  constructed,  it  will  offer  a  total 
of  650,000  square  feet  of  office  and 
research  space  and  a  high-tech  confer- 
ence center.  Meanwhile,  Southwest 
Florida  International  Airport,  one  of  the 
fastest-growing  airports  in  the  nation  with 
more  than  5  million  passengers  annually, 


strength 


Over  the  past  140  years,  Fifth  Third  Bank 
has  become  one  of  the  strongest,  most 
financially  sound  banks  in  the  nation,  and 
we  thank  our  customers  for  that  every  day. 


stability 


Fifth  Third  Bank  has  consistently 
been  ranked  the  #1  bank  in  the  nation 
by  Salomon  Smith  Barney,  and  is  one 
of  just  a  handful  of  U.S.  banks  with  a 
Aa3  credit  rating  from  Moody's 
Investors  Service. 


performance 

Fifth  Third  Bank  ranks  #68  among  all 
U.S.  companies  on  the  Forbes  2001 
Platinum  400  List  for  earning  high 
composite  scores  for  growth  and  for 
consistent  financial  performance. 

What  else  would  you  expect  from  the 
Hardest  Working  Bank  in  the  Business? 

Call  1-888-388-6154  or  visit  us  online  at 
www.53.com. 

Qfl  Fifth  Third  Bank 


JXaples,  Florida,  where  the  tone  is  intellectual  and 
sophisticated  while  the  scale  is  intimate  and  accessible. 

Imagine  short  commutes,  state-of-the-art  infrastructure, 

Florida's  newest  state  university,  worldwide  jet  service 

and  an  unsuqiassed  quality  of  life. 

Welcome  to  Naples,  Florida,  a  seaside  paradise  tucked 
into  Southwest  Florida 's  gulf  coast.  Collier  County  and 
its  communities  of  Naples,  Everglades  City,  Golden  Gate, 
Immokalee  and  Marco  Island  make  up  the  2nd  fastest 
growing  MSA  in  the  nation. 

The  qualified,  skilled  workforce,  reliable  bandwidth 

capabilities,  and  an  entrepreneurial  business 

climate  continues  to  attract  residents 

and  business  owners  who  find  that  doing 

business  in  Naples  is  the  key  to  their  success. 

If  you  are  looking  for  a  place  for  your  business  to  grow, 
there  has  never  been  a  better  time  to  move  your  business 
to  Naples,  Florida. 

Contact  the  EDC's  professional  staff  today  to  streamline 

your  company's  relocation.  From  expedited  state  and 

local  regulatory  assistance  to  incentive  programs, 

we'll  manage  your  relocation  every  step  of  the  way. 

3050  North  Horseshoe  Drive,  Suite  120  •  Naples,  FL  34104 
941/263-8989  •  1-866-eNaples  •  www.gNaplesFlorida.com 


ECONOMIC  DEVELOPMENT  COUNCIL 

Of  COLDER  COUNTY 

NAPLES.  FLORIDA 


Advertisement  4 


Jerry  Starkey 

President 

WCI  Communities,  Inc. 


WCI  Communities,  Inc.  is  one  of  Florida's 
leading  builders  of  highly  amenitized 
lifestyle  communities  and  the  country's 
18th-largest  homebuilder. 

Headquartered  in  Bonita  Springs,  its 
homebuilding  operations  primarily  serve 
move-up  and  vacation  homebuyers  as 
well  as  active  adults.  WCI  also  develops 
luxury  tower  residences  priced  from 
approximately  $400,000  to  more  than 
$10  million.  Its  fully  integrated  ameni- 
ties division  operates  golf  courses, 
restaurants,  country  club  facilities  and 
marinas,  while  ancillary  businesses 
including  Prudential  Florida  WCI  Realty, 
mortgage,  title  and  property  manage- 
ment services  assist  homebuyers 
statewide.  Partnerships  with  luxury 
hotels  including  The  Ritz-Carlton  and 
Hyatt,  as  well  as  golfers  such  as  Greg 
Norman  and  Raymond  Floyd,  add  to  the 
resort  atmosphere  of  several  WCI  com- 
munities. 

An  assertive  advocate  for  Florida's 
natural  environment,  WCI's  commit- 
ment to  sustainable  development  is 
reflected  through  its  partnership  with 
Audubon  International,  resulting  in  the 
innovative  planning  and  design  of  new 
communities  statewide. 


Communities,  Inc. 


has  begun  a  $350  million  expansion  that 
will  double  its  capacity. 

Both  the  university- and  the  airport  have 
an  importance  that  extends  beyond  Lee 
County.  "The  university  will  be  the  anchor 
of  Southwest  Florida  in  the  next  decade,"_ 
says  Fred  Pezeshkan,  incoming  chair  of 
the  Economic  Development  Council  of 
Collier  County  and  president  and  chief 
executive  officer  of  Kraft  Construction. 

Charlotte  County,  developed  primarily 
as  a  residential  and  retirement  communi- 
ty, is  implementing  a  new  comprehensive 
economic  development  program  that 
includes  a  4,000-acre  commercial  park. 
North  Port  in  southern  Sarasota  County  is 
addressing  similar  challenges  through 
annexation  of  land  for  commercial  devel- 
opment and  aggressive  marketing  of  its 
pro-business  ethic. 

More  High-Tech  Workers  Available 

The  region  has  had  considerable  suc- 
cess in  attracting  headquarters  opera- 
tions and  knowledge  industries.  Energy 
shortages  in  California  have  prompted 
inquiries  about  relocation,  according  to 
Rex  Richards,  president  of  the  Greater 
Sarasota  Chamber  of  Commerce.  The 
dot-com  implosion  has  made  highly 
skilled  computer  professionals  suddenly 
more  available.  Norman  Worthington, 
chief  executive  officer  of  Copytalk,  a 
nationally  recognized  Sarasota-based 
software  company,  says  it  is  now  possi- 
ble for  small  and  medium-sized  technol- 
ogy companies  to  recruit  the  key  staff 
they  need  because  the  region  compares 
so  well  with  California  in  cost  and  quali- 
ty of  life. 

At  around  3%,  the  region's  unemploy- 
ment rate  is  well  below  the  average 
Florida  rate,  which  in  turn  is  below  the 
national  rate.  Lee  County's  Economic 
Development  Office  believes  there  is 
more  talent  available  than  the  numbers 
suggest,  because  highly  skilled  people 
who  want  to  live  in  the  region  become 


entrepreneurs  or  take  lower-level  position 
when  they  can't  find  jobs  at  their  level. 

Some  successful  businesses  have  sim- 
ply followed  their  customers.  Fifth  Third 
Bank  of  Cincinnati  established  an  affiliate 
bank  in  Naples  "because  our  customers 
asked  us  to,"  according  to  Colleen  Kvetko, 
Florida  president  and  chief  executive  offi- 
cer. "Since  the  bank  opened  in  1992 
growth  has  been  unbelievable." 

More  regional  integration  is  inevitable 
as  successful  companies  such  as  WCI 
Kraft  and  Fifth  Third  Bank  consolidate  i 
region-wide  presence.  Andres  Duany,  the 
"new  urbanist"  planner  who  craftec 
design  standards  credited  with  revitaliz 
ing  downtown  Naples,  recently  worked  ir 
Sarasota  and  is  beginning  another  assign 
ment  in  Fort  Myers.  The  Ritz-Carlton 
opened  a  hotel  in  Sarasota  last  year  anc 
many  Sarasotans  hope  the  name  wil 
impact  their  community  as  it  did  Naples 
Carter  Donovan,  general  manager  of  the 
hotel,  aims  simply  "to  help  the  communi 
ty  get  where  it  wants  to  go."  The  Rit; 
recently   opened   a    second    resort   ir 


Charlotte  County 


Escape  the  stress  of  modern  urban  and 
corporate  life  by  relocating  your  company 
and  family  to  Charlotte  County. 

In  addition  to  our  quality  of  life  and 
recreational  attractions,  Charlotte  County 
Airport  &  Commerce  Park,  a  680-acre 
business  campus,  offers  an  ideal  base  of 
operation.  Close  to  I-75,  on  the  idyllic 
Gulf  Coast,  with  its  own  modern  airport 
and  access  to  Sarasota-Bradenton  and' 
Fort  Myers  international  airports,  the  Park 
has  turnkey  sites  available. 


It's  PURE  Economics. 
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Janet  Watermeier 

Executive  Director 

Lee  County  Economic 

Development  Office 


Along  the  sparkling  blue  water  and  white 
sandy  beaches  of  the  Gulf  of  Mexico  in 
Southwest  Florida,  an  exciting  new  world 
is  emerging:  a  world  of  high-tech,  high- 
growth  businesses  in  one  of  the  fastest- 
growing  areas  in  the  country 

Cited  by  Forbes  as  one  of  the  Best 
Places  for  Business  and  Careers,  Lee 
County  is  boundless  when  it  comes  to 
entrepreneurial  opportunities,  state-of- 
the-art  technology  infrastructure  and  a 
plentiful  workforce  proiected  to  grow 
31  %  in  the  next  seven  years. 

Add  to  that  a  growing  base  of  300 
technology  companies,  10  colleges,  uni- 
versities and  high-tech  centers  supplying 
a  qualified  labor  force  for  the  technology 
companies  of  today  and  tomorrow. 

Florida  Gulf  Coast  Technology  and 
Research  Park,  Florida's  newest  technol- 
ogy park,  offers  world-class  infrastruc- 
ture, opportunity  for  academic  research 
and  collaboration,  global  access  through 
Southwest  Florida  International  Airport 
and  extensive  linkages  with  the  technol- 
ogy community. 

Visit  Lee  County  on  the  Web  at 
www.leecountybusiness.com  or  better 
yet,  come  visit  us  in  person.  Once  you 
see  what  we  have  to  offer,  you'll  be 
hooked  on  business  .  .  .  Southwest 
Florida  style. 


il  LEE  COUNTY 

SOUTHWEST     FLORID* 
Economic  Development  Office 


Naples  and  a  50,000-square-foot  spa  that, 
reflecting  the  quality  of  life  in  the  region, 
has  been  ranked  best  in  the  country  by 
Travel  +  Leisure  magazine. 

Naples  insiders  talk  about  a  group  of 
executives  who  live  locally  and  work  in 


New  York,  "jet  pooling"  there  together,  in 
a  different  corporate  jet  each  day  of  the 
week.  It  may  be  apocryphal,  but  maybe 
not.  What  is  certain  is  that  more  and  more 
businesspeople  are  doing  whatever  it 
takes  to  live  and  do  business  in  paradise. ■ 


Southwest  Florida  Web  Directory 

For  more  information  about  Southwest  Florida's  leading  companies,  organizations 

and  locations,  visit  the  following  Web 

sites: 

Charlotte  County  Economic 

Fifth  Third  Bank 

Development  Office 

www.53.com 

www.charlottecountyfl.com 

Lee  County  Economic 

City  of  North  Port 

Development  Office 

www.northportecondev.com 

www.leecountybusiness.com 

City  of  Sarasota 

Mote  Marine  Laboratory 

www.ci.sarasota.fl.us 

www.mote.org 

Economic  Development 

Sarasota  County  Committee 

Council  of  Collier  County 

for  Economic  Development 

www.eNaplesFlorida.com 

www.sarasotachamber.org 

WCI  Communities,  Inc. 

www.wcicommunities.com 

#Vl#TE 

MARINE  LABORATORY 

liiOO  Ken  Thompson  Parkway,  Sarasota  FL 
Sarasota  •  Charlotte  Harbor  *  Florida  Keys 


Investing  in  Marine  Science, 
Research  &  Technology 

Mote  Marine  Laboratory  is  an  independent 
501(c)(3)  organization  dedicated  w  excellence  in 
marine  science  and  education.  Thanks  to  patrons 
who  have  invested  in  our  research  and  education 
throng)  corporate  sponsorships,  individual  gifts, 
bequests,  pledges  and  charitable  remainder  trusts, 
Mote  remains  engaged  in  marine  research  and 
the  development  of  new  environmental  technologies. 
Through  partnerships,  we  can  increase  our 
knowledge  of  our  oceans  and  learn  how  better  to 
protect  and  maximize  these  vital  marine  resources. 

To  learn  more  about  how  you  can  help,  please 
contactusatuiww.mote.org.  Better  yet,  call  to 
arrange  a  tour  of  our  facilities:  941-388-4441. 

With  appreciation: 


Michael    Saunders    &   Company 

'  '■{ ,'  Licensed  R*a5  Estate  Broker  •  19,41)  M 1 -66O0 

Exclusive  Affiliate  of  Sotheby's  International  Realty 


TEAM  VALUATIONS 


JDoublaPla^ 

Is  $700  million  a  lot  to  pay  for  a  moneylosing  team  that 
hasn't  won  the  World  Series  since  1918?  Not  when  a 
grossly  undervalued  cable  network  is  included. 

BY  KURT  BADENHAUSEN,  CECILY  FLUKE,  LESLEY  KUMP  AND  MICHAEL  K.  OZANIAN 


IF  YOU  WANT  TO  UNDER- 
stand  what  drives  the  eco- 
nomics of  baseball  these 
days,  just  look  at  the  recent 
sale  of  the  Boston  Red  Sox. 

The  Red  Sox  haven't  won 
the  World  Series  since  1918,  a 
year  before  they  sold  Babe  Ruth 
to  the  New  York  Yankees. 
Boston's  home,  Fenway  Park, 
was  built  in  1912  and  is  the 
smallest  in  the  majors.  And  last 
season  the  team  had  an  operat- 
ing loss  of  $  1 1 .4  million. 

Yet  in  February  a  group  led 
by  John  Henry,  then-owner  of 
baseball's  Florida  Marlins,  paid 
$700  million  for  the  team,  more 
than  twice  the  previous  record 
sale  price  (the  $323  million 
Larry  Dolan  paid  for  the  Cleve- 
land Indians  in  2000)  and  $550 
million  more  than  Henry  paid 
for  the  Marlins  just  three  years 
ago.  What  gives? 

Along  with  the  team  and 
ballpark,  Henry  also  got  an 
80%  interest  in  the  New  Eng- 
land Sports  Network  (hockey's 
Boston  Bruins  own  the  remain- 
ing 20%).  Lawrence  Lucchino, 
president  of  the  team  and  a  mi- 
nority owner,  says:  "The  value  of 
the  Red  Sox  and  NESN  combined 
is  far  more  than  the  value  of  the 
two  entities  separately." 

Here's  why.  Prior  to  Henry's 
purchase,  NESN,  which  is  broad- 
casting 86  Red  Sox  games  and  54 
Bruins  games  this  season,  struck 
deals  with  all  the  major  cable 
providers  in  eastern  Massachu- 
setts to  move  the  channel  to 
their  basic  cable  lineup.  Switch- 
ing NESN  to  basic  cable  pushed 
its  reach  to  3.8  million  homes 
across  New  England,  more  than 
double  the  number  of  sub- 
scribers who  paid  to  watch  Red 
Sox  games  when  NESN  was  avail- 
able only  as  a  premium  channel. 

The  Red  Sox  and  Bruins  pro- 
vide NESN  with  plenty  of  guar- 
anteed, prime-time  program- 
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The  #1  Tasting 
Vodka  In  The  World. 

n  1 998,  the  Beverage  Testing  Institute  of  Chicago  conducted  a  blind 
aste  test  of  more  than  80  vodkas.They  awarded  points  based 
jn  smoothness,  nose,  and  most  importantly,  taste.  Of  all 
he  vodkas.  Grey  Goose®  Vodka  emerged  victorious, 
eceiving  96  points  out  of  a  possible  1 00. 

:ounded  in  1 98 1,  the  Beverage  Testing  Institute  conducts  tests  in 
i  specially  designed  lab  that  minimizes  external  factors  and 
naximizes  panelists'  concentration. The  Institute  selects 
udges  based  on  their  expertise,  and  its  tasting  and 
.coring  procedures  are  widely  praised  as 
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■  Rank  Vodka 

Country 

96 

GREY  GOOSE  VODKA 

FRANCE 

94 

Canadian  Iceberg  Vodka 

Canada 

93 

Stolichnaya  Gold  Vodka 

Russia 

92 

Staraya  Moskva  Premium 

Russia 

91 

Van  Hoo  Vodka 

Belgium 

91 

Stolichnaya  Vodka 

Russia 

90 

Tanqueray  Sterling  Vodka 

England 

90 

Rain  1995  Harvest  Vodka 

USA 

89 

Ketel  One  Vodka 

Holland 

88 

Wyborowa  Vodka 

Poland 

87 

Krem lyovskay a  Vodka 

Russia 

86 

Finlandia  Vodka  of  Finland 

Finland 

86 

Alps  French  Vodka 

France 

85 

Sky y  Vodka 

USA 

82 

Original  Polish  Vodka 

Poland 

82 

Glenmore  Special 

USA 

82 

Fleischmann's  Royal  Vodka 

USA 

81 

Mr.  Boston  Vodka 

USA 

80 

Pole  Star  Vodka 

Poland 

80 

Luksusowa  Potato  Vodka 

Poland 

80 

Absolut  Vodka 

Sweden 

78 

Cardinal  Vodka 

Holland 

78 

Barton  Vodka 

USA 

78 

Barclay's  Vodka 

USA 

78 

Amazon  Vodka 

Brazil 

76 

Skol  Vodka 

USA 

74 

SmiraoffVodka 

USA 

74 

Crystal  Palace  Vodka 

USA 

74 

Belvedere 

Poland 

72 

Schenley 

USA 

69 

Mr.  Boston's  Riva  Vodka 

USA 

Hon 
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CAN  THEY  BREAK  THE  CURSE? 


The  Boston  Red  Sox  have  not  won  a  World  Series  since  1918,  a  year  before  owner  Harry  Frazee— to 
finance  his  moneylosing  theater  productions— sold  Babe  Ruth  ft)  the  New  York  Yankees  for  $100,000. 


Unable  to  make  the  Florida  Marlins  a  financial 
success,  the  Red  Sox  lead  investor  should 
make  a  killing  with  the  big-market  Red  Sox. 


A  successful  developer  of  TV  sitcoms,  Werner 

have  the  job  of  turning  the  team's  New 
England  Sports  Network  into  a  cash  machine. 


LARRY  LUCCHINO 


When  it  comes  to  signing  marquee  players, 
money  won't  be  a  problem  for  Lucchino,  who 
will  run  the  Red  Sox  baseball  operations. 


ming  in  the  nation's  sixth-largest  media  market.  And,  unlike  rat- 
ings for  baseball  on  national  TV  (which  have  been  declining), 
those  on  cable  have  remained  high  because  fans  always  get  to  see 
the  home  team. 

The  Red  Sox  in  particular  have  a  very  loyal  fan  base.  Last 
year  an  average  of  400,000  households  tuned  in  to  each  Red  Sox 
game  on  NESN.  There  are  few  baseball  teams  that  do  as  well  on 
cable.  Only  New  York's  Yankees  and  Mets — in  a  much  bigger 
market — draw  more  viewers.  This  year  NESN's  revenue  will  be 
close  to  $90  million  versus  $75  million  in  2001,  according  to 
John  Mansell  of  Kagan  World  Media.  Pretax  cash  flow  (in  the 
sense  of  net  income  plus  depreciation)  should  be  around  $20 
million,  $5  million  higher. 

The  additional  revenue  the  Red  Sox  owners  rake  in  from 
NESN  will  never  increase  enough  to  equal  that  of  the  New  York 
Yankees,  who  play  in  baseball's  biggest  market  and  have  started 
their  own  cable  sports  network.  But  the  Red  Sox  will  surely  have 
the  money  to  sign  enough  star  players  to  challenge  their  hated 
Bronx  rivals  on  the  diamond.  Our  calculations  show  the  Red 
Sox  increasing  26%  in  value,  to  $426  million. 


"The  goal  is  to  not  just  make  it  [NESN]  essential  for  Red  Sox  and 
Bruins  fans,  but  for  all  New  England  sports,"  he  says.  Red  Sox 
executives  believe  that  NESN  alone  is  worth  $400  million. 

If  you  think  this  is  a  pipe  dream,  keep  in  mind  that  Cable- 
vision  Chairman  Charles  Dolan,  Larry  Dolan's  brother,  offered 
to  pay  $790  million  for  the  Red  Sox  and  NESN  but  was  rebuffed 
in  favor  of  Henry's  group.  (Insiders  say  the  league  didn't  want 
to  have  two  brothers  each  owning  a  team.) 

Of  course,  using  a  baseball  team  to  build  a  media  asset  isn't 
new.  Ted  Turner  used  the  Atlanta  Braves  to  build  TBS  into  the 
first  superstation  starting  in  the  late  1970s  (see  table,  p.  98). 
Tribune  Co.  did  the  same  thing  with  the  Chicago  Cubs  in  the 
1980s.  But  the  value  of  cross-ownership  is  much  greater  today 
because  Baseball  Commissioner  Bud  Selig  is  making  a  big  push 
to  increase  the  sport's  revenue  sharing,  from  20%  of  local  media 
revenue  to  50%.  Teams  with  cross-ownership  will  have  a  lot  of 
leeway  in  what  they  report  for  cable  fees. 

Says  sports  economist  Andrew  Zimbalist  of  Smith  Col- 
lege: "If  you  own  the  baseball  team  and  the  sports  network, 
you  can  put  the  team's  revenues  into  the  sports  network  and 


"You  can  put  the  team's  revenues  into  the  sports 
network  and  not  subject  it  to  revenue  sharing." 


And  NESN,  which  shows  heaps  of  other  sports 
programming — such  as  college  basketball  and  football,  boxing 
and  bowling — is  likely  to  increase  revenue  much  more.  Among 
the  new  owners  is  Thomas  Werner,  who  has  experience  both  as 
a  baseball  owner  '  San  Diego  Padres)  and  in  television  (develop- 
ing several  sitcom  megahits,  including  The  Cosby  Show  and 
Roseanne). 

Werner  told  FORBJ  it  plans  on  increasing  advertising  rev- 
enue by  bidding  for  maj  n  ting  ever,  is  as  they  become  avail- 
able, as  well  as  partnerin  other  regional  cable  networks. 


not  subject  it  to  revenue  sharing.  The  more  revenue  sharing 
you  have  in  baseball,  the  more  advantageous  it  is  to  a  team  to 
own  its  own  sports  network."  Last  season  baseball's  richest 
teams  gave  $167  million  to  the  poorest  franchises  to  keep  the 
league  competitive. 

The  impact  of  cross-ownership  is  reflected  in  our  ranking  of 
baseball  teams  (see  p.  96).  Of  the  five  most  valuable  teams,  four 
(New  York  Yankees,  Los  Angeles  Dodgers,  Boston  Red  Sox  and 
Atlanta  Braves)  either  own  cable  networks  or  are  owned  by  a 
media  company.  An  even  more  telling  statistic:  These  four  teams 
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PATEK  PHILIPPE 

GENEVE 

Begin  your  own  tradition. 


i 


You   never 

actually    own    a    Patek    Philippe 
Yo  u    merely 

take    care    of   it    for    the    next   generation 


\\       -S  fWEK  Ml'PPE  Si 

JESL  v 


Annual   Calendar 
by   Patek    Philippe 


For  information:  Patek  Philippe,  Dept.  904,  One  Rockefeller  Plaza,  New  York,  New  York  10020.  Tel:  (212)  218  1240.   www.patek.com 
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Baseball  teams  worth  the  most,  or  increasing  the  fastest  in  value,  have  rich  TV  deals. 


RANK    TEAM/PRINCIPAL  OWNERS  (YEAR  ACQUIRED) 


VALUE 

DEBT/ 
VALUE3 

OPERATING 
REVENUES     INCOME4 

(SMIL) 

CURRENT1 
(SMIL) 

1-YEAR      ANNUALIZED2 
CHANCE 

NEW  YORK  YANKEES/G  Steinbrenner  (73)                                   $730 

1  New  network  will  leverage  premier  brand  in  sports  into  marketing  powerhouse 

15% 

16% 

7% 

$215 

$18.7 

NEW  YORK  METS/N.  Doubleday,  F.  Wilpon  (86)                            482 
|  Needs  new  ballpark  to  remain  among  elite  franchises 

6  • 

12 

10 

169 

14.3 

LOS  ANGELES  DODGERS/News  Corp.  (98)                                435           14 

|  Could  soon  supplant  Mets  because  of  broadcasting  muscle  supplied  by  Rupert  Murdoch 

9 

23 

143 

-29.6 

Kl 

1  BOSTON  RED  SOX/J.  Henry,  T.  Werner  (02)                                       426 
1  Control  of  cable  network  provides  cash  machine 

26 

NA 

56 

152 

-11.4 

ATLANTA  BRAVES/AOL  Time  Warner  (76)                                     424 
1  Have  sweetheart  lease  in  new  stadium  and  terrific  broadcasting  deal 

4 

15 

7 

160 

9.5 

llj 

SEATTLE  MARINERS/H  Yamauchi  (92)                                      373           12 
1  Great  cable  deal  and  new  ballpark  give  this  small  market  team  big  market  revenue 

12 

34 

166 

14.1 

CLEVELAND  INDIANS/L.  Dolan  (00)                                        360 
|  Declining  attendance  at  new  ballpark  spells  trouble 

-3 

6 

31 

150 

-3.6 

■a] 

TEXAS  RANGERS  T  Hicks  (98)                                                  356 

I  Have  favorable  ballpark  lease  and  rich  cable  deal 

4 

9 

40 

134 

-6.5 

pr  i 

SAN  FRANCISCO  GIANTS/P.  Magowan,  H  Bums  (92)                  355             7 
|  Debt-laden  owners  will  need  to  keep  new  ballpark  packed  for  years  to  keep  bankers  happy 

14 

49 

142 

16.8 

COLORADO  ROCKIES/J.  McMorhs  (92)                                      347 
|  Hugely  popular  expansion  team  falling  out  of  favor  with  its  fans 

4 

14 

12 

129 

6.7 

HOUSTON  ASTROS/R  McLane  Jr.  (92)                                             337 
1  Rich  owner  has  a  great  lease  in  new  ballpark-even  with  loss  of  Enron  naming 

6 

rights  deal 

13 

30 

125 

4.1 

BALTIMORE  ORIOLES/P  Angelos  (93)                                       319 
1  Being  hindered  by  falling  attendance  and  probable  move  of  Expos  to  Virginia 

-5 

7 

47 

133 

3.2 

CHICAGO  CUBS/Tribune  Co.  (81)                                                287 
1  Consistently  great  fan  support  and  high  TV  revenue 

16 

13 

14 

131 

7.9 

It  ■ 

ARIZONA  DIAMONDBACKS/J  Colangelo,  D.  Jensen  (95)             280 
1  Hindered  by  oversaturated  sports  market  and  high  debt 

14 

12 

81 

127 

-3.9 

ST  LOUIS  CARDINALS/W  DeWitt  Jr.  (95)                                   271 
|  Have  country's  best  baseball  town,  but  need  new  ballpark 

12 

9 

15 

123 

-5.1 

■  Urn 

j  DETROIT  TIGERS/M  Hitch  (92)                                                  262 
1  Under  mounting  pressure  from  mountain  of  debt  and  falling  attendance 

-10 

12 

70 

114 

12.3 

PITTSBURGH  PIRATES/K  McClatchy  (96)                                 242 
1  Great  lease  in  new  ballpark,  but  among  weakest  demographics  in  baseball 

15 

18 

37 

108 

9.5 

II*] 

||»j 

MILWAUKEE  BREWERS/A  Selig  Trust  (70)                                238 
1  Will  remain  in  bottom  half  of  league  because  of  high  debt,  low  TV  revenue 

14 

10 

59 

108 

18.8 

n^ 

PHILADELPHIA  PHILLIES/B.  Giles,  D.  Montgomery  (81)               231 
1  New  ballpark  scheduled  to  open  2004  will  be  a  boon  to  revenue 

46 

10 

54 

94 

2.6 

- 

CHICAGO  WHITE  SOX/J  Reinsdorf  (81)                                     223 
Great  ballpark  lease,  but  among  worst-marketed  teams  in  baseball 

5 

12 

13 

101 

-3.8 

SAN  DIEGO  PADRES/J.  Moores  (95)                                        207 
New  ballpark  for  2004  season  will  be  highly  leveraged 

17 

12 

47 

92 

5.7 

CINCINNATI  REDS/C.  Lindner  (99)                                             204 
Will  move  into  new  ballpark  with  excellent  lease  in  2003 

9 

4 

32 

87 

4.3 

ANAHEIM  ANGELS/Walt  Disney  Co.  (00)                                       195 
Outmaneuvered  by  Dodgers  for  new  regional  sports  cable  network 

-2 

18 

21 

103 

5.7 

TORONTO  BLUE  JAYS/Rogers  Communications  (00) 
New  owner  will  be  a  boon  to  cable  revenue 


182 


13 


14 


OAKLAND  ATHLETICS/S.  Schott,  K.  Hofmann  ('95) 
Poorly  capitalized  owners  cannot  retain  star  players 


157 


KANSAS  CITY  ROYALS/D  Glass  (00)  152 

Best-run  small  market  organization  in  baseball  hurt  by  small  media  market 


10 


26 


TAMPA  BAY  DEVIL  RAYS/V  Naimoli  (95)  142 

iged  organization  in  baseball  plays  in  oversaturated  sports  market 


-6 


FLORIDA MARLINS/J  Loria  (02) 

with  three  owners  in  five  years 


137 


NA 


MINNESOTA  TWINS/C  Pohlad  (84)  127 

Stingy  o>  infavorable  lease  and  will  not  finance  new  ballpark 


29 


MONTREAL  EXPOS/Major  League  Baseball  ('02) 
Lowest  atti-.  sorest  TV  deal  in  baseball 


38 


13 


77 


51 


65 


108 


17 


NA 


112 


LEAGUE  AVERAGE 
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91 


90 


85 


92 


81 


75 


63 


-20.6 


6.8 


2.2 


-6.1 


1.4 


3.6 


-3.4 


Revenues  and  operating  income  are  (or  2001  season  and  include  revenue  sharing.  'Value  of  team  based  on  current  stadium  dea 
(unless  new  stadium  is  pending),  without  deduction  for  debt  (other  than  stadium  debt).  'Current  team  value  compared  with  mos 
am  transaction.  'Includes  stadium  debt.  "Earnings  before  interest,  taxes  and  depreciation.  NA:  Not  applicable. 


Why  do  15  million 

Americans  and  so  many  of 

America's  largest  companies 

^^  place  their  trust  in 

Prudential  Financial? 


Trie  Strength  of 
The  Rock:  At  a  Glance 

■  Customers  in  more  than 
30  countries  worldwide 

■  1 5  million  U.S.  customers 

-  America's  2nd-iorgest 

life  insurer  and  leading 
variable  life  insurer 

■  The  2nd-largest  seller  of  group 
life  insurance  in  America' 

•  The  wodd's  11th -largest 
asset  manager' 

■  $388  billion  in  assets 
under  management 

•  The  8th-lorgest  U.S.  brokerage5 

•  Employee  benefits  provider 
to  83  of  the  Fortune  100 

■  A  brand  recognized  by 
89  percent  of  Americans' 


Born  in  America.  Built  on  a  simple  idea:  to  help  individuals  and  their 
families  achieve  financial  security.  Prudential  Financial  has  grown  to  become 
one  of  the  world's  largest  financial  services  companies.  Today,  we're  drawing 
on  our  experience  in  life  insurance  and  asset  management  to  help  millions 
of  individuals  and  thousands  of  institutions  grow  and  protect  their  wealth. 


An  institutional  investment  advisor 
of  choice. 

Financial  strength.  Global  reach. 
Experience.  Product  breadth.  They're 
the  ingredients  of  Prudential's  highly 
regarded  institutional  asset  management 
and  advisory  businesses.  Many  of  the 
Fortune  500  companies  entrust  us  to 
manage  or  administer  retirement  funds 
or  other  assets. 

Where  corporations  turn  to  insure 
their  most  valued  assets:  their  people. 

A  century  of  life  insurance  experience 
and  a  Rock  Solid®  reputation  have  helped 
make  Prudential  Financial  the  2nd-largest 
provider  of  group  life  insurance  in  America 
today:  We're  also  a  major  provider  of  group 
disability  insurance. 


A  company  that  keeps  America  moving. 

With  one  of  North  America's  largest 
residential  real  estate  franchises  and 
a  global  corporate  relocation  company, 
Prudential  Financial  helps  tens  of  thousands 
of  families  and  companies  find  new  homes 
each  year. 

A  name  individuals  know  and  trust, 
all  around  the  world. 

In  the  U.S.,  Prudential  is  literally  a 
household  name.  In  fact,  1  in  10  American 
households  rely  on  us  for  solutions  and 
advice  to  help  them  grow  and  protect 
their  wealth.  Today,  individuals  in  Europe, 
Asia  and  Latin  America  are  turning  to 
Prudential  for  a  wide  array  of  services — 
from  insurance  and  investments 
to  brokerage  and  private  banking. 


Prudential  (S  Financial 

Growing  and  Protecting  Your  Wealth™ 

Prudential  Finoncial  is  a  service  mark  of  The  Prudential  Insurance  Company  of  America,  Newark,  NJ  and  its  affiliates.  'As  of  12/31/00,  in  terms  of  total  gross  life  insurance  in  force  in  the  U.S. 
!As  of  9/30/01,  in  terms  of  variable  life  insurance  assets.  ]l/01/01-9/30/01 .  'As  of  1 2/31/00.  sAs  of  1 2/31/01.  'Source:  Securities  Industry  Association  yearbook,  as  of  1 2/31/00,  in  terms 
of  number  of  refoil  registered  representatives.  'Based  on  Fortune/Roper  Corporate  Reputation  Index  2001.  8As  of  9/30/01.  Securities  products  and  services  offered  through  Pruco  Securities 
Corporation,  Prudential  Investment  Management  Services  LLC  and  Prudential  Securities  Incorporated,  members  SIPC.  Prudential  Real  Estate  brokerage  services  are  offered  through  the  Network  of 
franchisees  of  the  Prudential  Real  Estate  Affiliates,  Inc.  Most  franchisees  are  independently  owned  and  operated.  Equal  Housing  Opportunity.  l£j  All  of  the  companies  mentioned  are  Prudential  Financial 
companies.  Each  is  solely  responsible  for  its  own  financial  condition  and  contractual  obligations. 
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are  worth  an  average  of  $504  million,  versus  a  league  average  of 
$286  million. 

For  the  fifth  consecutive  year  the  Yankees  take  the  top  spot. 
This  year  the  Bronx  Bombers  rose  15%  in  value  to  $730  million. 
Owner  George  Steinbrenner  had  a  deal  with  Cablevision's  MSG 
Network  that  would  have  paid  him  more  than  $50  million  this 
season.  The  Boss,  who  also  controls  New  Jersey's  pro  basketball 
and  hockey  teams,  the  Nets  and  the  Devils,  thought  that  figure 
was  too  low  and  paid  the  cable  outfit  $30  million  to  get  out  of 
the  contract. 

Instead  Steinbrenner  is  starting  his  own  sports  channel,  the 
Yankees  Entertainment  &  Sports  Network.  This  year  YES  will 
show  the  Yankees  and  the  Nets;  the  Devils  will  be  added  in  2007. 
The  network  is  looking  to  charge  cable  companies  $1.85  a 
month  per  subscriber  to  carry  the  channel  on  their  local  sys- 
tems. With  8.6  million  TV  households  in  the  New  York  area,  YES 
has  the  potential  to  generate  close  to  $200  million  in  subscriber 
fees  alone.  The  value  of  the  YES  Network  is  already  pegged  at  a 
minimum  of  $850  million. 

The  Dodgers  surged  14%  in  value,  to  $435  million,  to  over- 
take the  Braves  as  the  third- most- valuable  team.  In  1998  News 
Corp.  paid  a  then-record  $311  million  for  the  Los  Angeles 
Dodgers.  Rupert  Murdoch  realized  that  Walt  Disney,  which  had 
purchased  stakes  in  the  Anaheim  Angels  and  hockey's  Mighty 
Ducks  during  the  mid-1990s,  planned  on  using  its  teams  to 
launch  a  southern  California  cable  sports  channel.  Buying  the 
Dodgers  helped  Murdoch  solidify  his  second  cable  sports  chan- 
nel in  southern  California  and  thwart  Disney's  efforts. 

Yes,  the  Dodgers  lost  $29.6  million  last  year  because  they 
have  the  third-highest  payroll  in  baseball  after  signing  stars  like 
pitcher  Kevin  Brown  and  outfielder  Shawn  Green.  But  the 


Dodgers  are  worth  every  penny.  Marc  Ganis,  president 'of 
Sportscorp,  believes  that  launching  the  two  Fox  Sports  Net 
regional  networks  in  southern  California  and  securing  the 
broadcast  rights  to  the  Dodgers  has  added  over  $200  million  to 
the  value  of  Murdoch's  broadcast  holdings. 

In  Canada  Rogers  Communications,  the  country's  largest 
cable  outfit,  bought  80%  of  the  Toronto  Blue  lays  from  Belgian 
brewer  Interbrew  in  late  2000  for  $1 12  million.  Last  year  the  team 
had  an  operating  loss  of  $20.6  million.  But  the  increased  value  to 
Rogers  of  being  able  to  carry  the  Blue  Jays'  programming  has 
been  enough  to  increase  the  team's  total  worth  to  $182  million. 
After  broadcasting  31  games  on  its  cable  channel  Sportsnet  last 
season,  Rogers  plans  to  broadcast  106  games  in  2002. 

The  national  pastime  has  become  so  attractive  for  cable — 
football  is  shown  almost  exclusively  on  network  TV,  while  bas- 
ketball and  hockey  schedules  have  half  the  number  of  games  as 
baseball — that  sometimes  just  the  threat  of  a  team's  starting  its 
own  cable  channel  is  enough  to  land  it  a  fat  cable  deal. 

Last  season  the  local  media  revenues  for  the  Seattle  Mariners 
were  the  largest  of  any  team  outside  of  New  York,  Atlanta  or 
Chicago — $28.8  million — despite  playing  in  the  12th-largest 
media  market.  Fox  Sports  Net  signed  a  ten-year  deal  with  the 
Mariners  in  2000  for  $288  million,  in  large  part  because  the  team's 
cable  rights  hit  the  market  at  the  same  time  Paul  Allen  and  Barry 
Ackerley  were  contemplating  the  launch  of  their  own  regional 
sports  networks.  Seatfie  went  up  in  value  12%  to  $373  million. 

With  NESN  the  Red  Sox  will  certainly  have  the  cash  to  be  a 
financial  success.  But  to  erase  the  Curse  of  the  Bambino,  the  Red 
Sox  still  have  to  win  a  World  Series  someday.  F  ' 

1 1^  For  more  statistics  on  each  team,  visit  www.forbes.com/baseball. 
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Figures  are  estimates  lor  2002  regular  season  only. 
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Wall  Streeter  Robert  Benmosche 
teaches  old  MetLife  how  to  be  a 
financial  force  I  by  carrie  coolidge 


WAR-TORN  CROATIA  WOULD 
not  seem  the  ideal  spot 
for  a  vacation  home.  Yet 
MetLife  Chairman  Robert 
H.  Benmosche  bought  a 
$1  million  beachfront  villa  a  couple  of 
years  ago  on  the  Adriatic  coast  in 
Dubrovnik,  a  city  the  Serbs  shelled  mer- 
cilessly in  the  early  1990s.  The  Brook- 
lyn-born Benmosche,  57,  wants  to  spend 
his  retirement  years  in  Croatia  even 
though  he  has  no  personal  ties  there. 
While  most  tourists  still  are  shying  away, 
Benmosche  sees  great  beauty  and  eco- 
nomic potential. 

The  situation  was  similar  when  he 

came  to  MetLife  in  1995  to  turn  things 

around.  Then  and  now  the  nation's 

largest  life  insurer  in  terms  of  policies  in 

1  less  was  in  trouble,  the 

reputation  earned  by 

'or  Snoopy  (mascot 

sin,. 
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ments.  Sales  of  individual  policies,  MetLife's 
core  product,  had  plunged  19%  since  the 
suit  began  in  1993.  Morale  stank;  MetLife 
lost  40%  of  its  sales  force  in  that  time. 

Today  MetLife  is  in  far  better  shape, 
largely  thanks  to  the  relentless  restructur- 
ing that  Benmosche  has  imposed  on  a 
staid  insurer.  First  as  head  of  the  individ- 
ual life  division  and  since  1998  as  chair- 
man, the  ex-Wall  Streeter  has  solved  many 
of  MetLife's  problems.  With  the  class  ac- 
tion previously  settled  for  $72  million,  he 
chopped  away  employees  (1,300  of  them 
in  2001,  including  154  assistant  vice  pres- 
idents and  above),  linked  pay  to  perfor- 
mance and  set  firm  financial  goals.  In 
April  2000  he  took  the  company  public, 
quite  a  shock  from  one  of  the  oldest  mu- 
tual— that  is,  policyholder-owned — in- 
surers (founded  1868).  The  offering  raised 
$5.2  billion. 

Despite  the  bear  market,  the  stock  is 
up  twofold  since  the  offering,  to  $31. 
MetLife's  revenues  last  year  were  $32  bil- 
lion, up  18%  since  Benmosche  became 
chairman.  Return  on  equity,  which 
MetLife  accountants  calculate  was  just  7% 
in  1 997,  has  climbed  to  1 1 .3%.  A  $  1  billion 
stock  buyback  last  year  helped.  His  ROE 


goal  is  14%  in  2004.  Archrival  Prudential, 
which  went  public  in  December,  sits  at  a 
low  single  digit. 

The  biggest  setback  he  has  encountered 
is  a  50%  drop  in  net  income  for  200 1 ,  to 
$473  million,  resulting  from  Sept.  1 1  pay- 
outs and  investment  losses,  among  other 
things.  Banc  of  America  Securities  analyst 
Jason  B.  Zucker  expects  earnings  growth 
to  resume  at  a  15%  pace  through  2004. 

There's  no  denying  MetLife's  sheer 
bulk.  It  dominates  the  life  insurance  mar- 
ket, with  $2  trillion  of  policies  in  force  and 
$15.5  billion  in  insurance  premiums  last 
year.  It  is  now  one  of  the  most  widely  held 
stocks,  with  8.3  million  shareholders.  But 
the  dinosaurs  were  bulky,  too.  Bureau- 
cracy-bound MetLife  needed  someone  to 
bring  the  company  up  to  date. 

The  hulking  (6-foot-4),  blunt-spoken 
Benmosche  never  saw  himself  as  a  turn- 
around artist,  but  he  did  know  the  value  of 
a  dollar  early  on.  He  was  one  of  four  chil- 
dren whose  parents  struggled  to  run  a 
motel  in  New  York's  Catskill  Mountains. 
His  father  died  in  1954,  leaving  the  family 
$250,000  in  debt.  At  1 1  he  became  a  caddy 
at  a  nearby  resort.  After  graduating  from 
Alfred  University,  where  he  played  foot- 
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Ossified,  tradition-rich  MetLif e  needed 
a  shaking-up  from  outsider  Benmosche. 
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ball,  he  headed  for  Wall  Street. 

Benmosche  ended  up  running 
PaineWebber's  brokerage  operation  and 
engineering  its  acquisition  of  Kidder, 
Peabody  in  1995.  Later  that  year  MetLife 
hired  him  to  direct  its  takeover  of  New 
England  Financial.  After  his  hectic  years 
in  the  securities  business  this  job  looked 
like  easy  duty.  "I  was  tired  of  the  rat  race," 
he  says. 

The  New  England  deal  done,  then- 
chairman  Harry  P.  Kamen  drafted  him  to 
fix  individual  life  sales.  Benmosche  jolted 
himself  back  into  achievement  mode. 
Aside  from  axing  poor  performers,  he  de- 
manded better  results  and  ethical  stan- 
dards. Plus  he  required  agents  to  work  full 
time,  instead  of  part  time  as  many  notori- 
ously did.  "I  knew  this  was  needed  after  I 
met  someone  who  complimented  one  of 
my  agents  for  his  plumbing  skills,"  ex- 
plains Benmosche. 

Benmosche  also  compelled  all  agents 
to  get  securities  licenses  so  they  could  sell 
investments  (like  variable  annuities)  that 
are  regulated  by  the  National  Association 
of  Securities  Dealers.  Even  with  fewer 
agents,  sales  surged. 

When  Kamen  retired,  Benmosche  was 
his  logical  replacement.  As  an  outsider  he 
seemed  to  be  the  right  antidote  for  a  plod- 
ding business.  He  encourages  MetLife 
workers  to  ask  him  anything.  Still,  he 
warns,  "They  better  be  prepared  to  hear 
my  answer,  because  I  am  going  to  tell 
them  the  truth  and  they  might  not  like 
what  I  say." 

Such  brutal  frankness  was  an  intrusion 
into  the  easygoing  world  of  insurance 
sales.  Disdainful  of  backslapping  types, 
Benmosche  quotes  from  an  1877  company 


code  that  instructs  an  agent  to  be  "earnest 
in  presenting  his  case,  for  he  knows  men 
are  not  joked  into  life  insurance." 

Shortly  after  Benmosche  moved  into 
the  cavernous  executive  suite,  one  of  the 
company's  former  chairmen,  Richard  R. 
Shinn,  who  ran  MetLife  from  1973  to 
1983,  came  to  see  him.  Shinn,  who  was 
then  dying  of  leukemia,  said  he'd  made  a 
strategic  mistake  during  his  own  tenure. 
"Dick  had  assumed  everyone  worked  just 
as  hard  as  he  did,"  recalls  Benmosche. 
"But  he  subsequendy  realized  some  people 
just  did  enough  to  get  by.  He  told  me  to 
find  a  way  to  create  a  meritocracy." 

In  a  drift  reminiscent  of  college  grade 
inflation,  86%  of  employees  had  been  get- 
ting superior  job  ratings.  Performance  re- 
views were  "a  big  old  love-in,"  says  per- 
sonnel chief  Lisa  M.  Weber,  whom 
Benmosche  imported  from  PaineWebber. 
She  upended  the  cozy  review  ritual — in- 
cluding the  bonuses,  which  used  to  be  up 
to  18%  of  a  rank-and-filer's  salary  and  up 
to  85%  of  an  officer's  total  compensation. 
Bonuses  are  now  tied  to  performance  re- 
views and  a  division's  financial  results.  In 
April  the  company  will,  for  the  first  time, 
pay  officers'  bonuses  partly  in  stock.  And 
should  one  of  the  300  highest-ranking  of- 
ficers ever  want  to  sell  MetLife  shares,  "they 
are  going  to  have  to  come  see  me  first," 
says  Benmosche,  who  thinks  company  loy- 
alty trumps  diversification.  "If  the  top  peo- 
ple in  this  company  don't  do  what  they 
have  to  to  make  sure  it  strongly  survives, 
we  should  lose  our  shirts." 

His  turnaround  effort  at  MetLife  is  still 
a  work  in  progress.  Benmosche  is  coming 
down  hard  on  the  company's  lackluster 
property-casualty  division,  which  sells 


auto  and  home  insurance.  The  division 
earned  a  paltry  $58  million  aftertax  on 
revenue  of  $2.8  billion  last  year.  If  earn- 
ings don't  hit  $155  million  fairly  soon,  the 
division  will  probably  be  put  up  for  sale. 

Why  the  odd  target?  Could  be  that  the 
precision  is  intended  to  convey  a  sense  that 
he  is  dead  serious  about  the  goal.  The 
pressure  is  so  intense  that  the  division's 
3,000  employees  have  a  screen-saver  on 
their  computers  that  bears  the  number 
$155  million.  "If  you  wake  any  of  us  up  in 
the  middle  of  the  night  and  asked  what's 
the  first  thing  that  came  in  our  head,  it  wiUJ 
be  that  number,"  says  Catherine  A.  Rein, 
the  division's  president. 

So  self-absorbed  and  insulated  from 
the  outside  world  was  MetLife  as  a 
mutual  insurer  that  it  never  bothered  to 
keep  track  of  profits.  Although  long  one 
of  the  world's  wealthiest  companies  in 
assets  (now  $258  billion),  no  one  had  a 
clue  as  to  how  much  money  MetLife 
made,  not  even  the  people  who  ran  the 
organization. 

"Five  years  ago  I  had  no  idea  what  our 
return  on  equity  was,"  sheepishly  admits 
C.  Robert  Henrikson,  a  30-year  veteran 
and  president  of  MetLife's  $12.7  billion 
(revenues)  group  sales  business.  Ben- 
mosche tells  a  story  about  when  his  pre- 
decessor, Kamen,  started  at  MetLife  in 
1959  and  tried  in  vain  to  track  down 
earnings  data.  Recalls  Benmosche:  "Harry 
was  told  not  to  worry  about  profits." 

That's  surely  not  the  case  now.  By  the 
time  he  retires  to  the  villa  in  Dubrovnik, 
MetLife's  chairman  promises  the  company 
will  be  a  major  global  player.  Says  Ben- 
mosche: "I  am  just  planting  seeds  now  for 
the  next  generation."  F 
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Does  the  brilliance 
on  the  outside  of  your 
presentation  reflect  the 
brilliance  on  the  inside? 


Does  it  demonstrate 
I  the  months  of  effort 
j've  put  into  the  thinking? 
No  matter  what  size  your  company  is,  you  can 
continually  present  yourself  in  a  confident, 
professional  light  with  spectacular  output 
from  HP  color  printers.  HP  invents  the  kind 
of  powerful,  flexible  technology  that  can 
help  any  business  make  a  big  impression. 
Solutions  that  always  start  with  you— your 
issues,  your  people,  your  opportunities.  Give 
your  brilliance  a  chance  to  be,  well,  brilliant. 
Find  out  more  about  our  entire  line  of  HP 
color  printers  at  www.hp.com/go/smbprinters. 


How  Michael  Lee-Chin  turned  a  $400,000  stake  into  a  $9.5  billion  company. 


MICHAEL  LEE-CHIN  WAS  LOOKING 
at  a  $2,500  second-year  tuition 
bill  at  Hamilton,  Ontario's  Mc- 
Master  University.  All  he  had  left 
of  the  money  from  jobs  on  cruise  ships  and 
in  an  aluminum  plant  was  $600.  He 
couldn't  call  home  to  Jamaica  for  cash.  His 
parents,  grocer)  rks,  had  his  seven 

younger  brothers  tor  to  raise.  So 

Lee-Chin  staked  $40(;  >n  a  plane  ticket  to 
Kingston,  Jamaica  a  I  called  on  then- 
Prime  Minister  Hugh  I  Shearer,  in- 
tent on  landing  a  scholarship     im  the  gov- 


BY  CHRISTOPHER  HELMAN 

ernment.  He  showed  Shearer  his  impres- 
sive transcripts  and  made  an  impassioned 
pitch:  If  Jamaica  expected  him  to  bring  his 
skills  back  home,  it  ought  to  ensure  he 
learned  some.  He  left  with  a  $  1 5,000  check. 
"From  an  early  age  my  mother  told  me 
there  were  so  many  of  us  that  if  I  was  to  get 
anything  in  life  I  would  have  to  get  it  my- 
self," says  Lee-Chin.  "So  I  did." 

That  was  in  1969.  Today  Lee-Chin,  51, 
rims  a  mutual  fund  and  financial  services 


empire.  With  $9.5  billion  under  manage- 
ment, his  AIC  Ltd.  is  the  1  lth-largest  fund 
company  in  Canada,  and  his  Berkshire 
Investment  Group  advises  Canadians  on 
another  $3  billion  in  assets.  AIC  Advan- 
tage, the  largest  of  his  23  funds,  has 
returned  an  annualized  17%  since  1992— 
the  best  in  Canada.  Lee-Chin  hasn't  done 
badly,  either.  His  net  worth:  $1.1  billion. 

All  the  more  remarkable  after  an 
inauspicious  start.  With  a  degree  in  civil 
engineering,  Lee-Chin  returned  to 
Jamaica  to  work  on  highway  projects. 
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:rorn  there  it  was  back  to  Toronto  for  a 
ob  as  a  bar  bouncer,  at  $2.50  an  hour.  One 
night  a  friend  showed  up  and  boasted  of 
making  $200  in  commissions  that  day  sell- 
ng  mutual  funds.  Lee-Chin  signed  on 
.vith  the  firm,  Investors  Group. 

Knowing  next  to  nothing  about  the 
business,  Lee-Chin  relied  on  bluster  and 
drive.  "You  must  look  like  a  'money  per- 
son' for  clients  to  trust  you,"  he  says.  So  he 
jpdated  his  wardrobe  and  junked  his  rust 
■bucket  for  a  leased  Rolls-Royce  sedan.  He 
read  everything  he  could  about  investing, 
so  that  by  the  time  he  had  his  first  clients — 
inherited  from  a  rep  who  died — he  could 
talk  the  talk.  Approaching  the  business  like 
a  problem-solving  engineer,  he  recalls,  "If  I 
was  going  to  be  successful,  I  had  to  imitate 


got  me  to  where  I  am  today.  I  want  to  make 
sure  they're  well  taken  care  of,"  he  says. 

By  the  early  1980s  Lee-Chin  had  built 
a  solid  book  at  Investors  Group  and,  later, 
at  Regal  Capital  Planners.  He  began  strad- 
dling the  line  between  financial  adviser 
and  portfolio  manager.  He  put  clients  into 
solid,  growing  companies  with  market- 
leading  positions  and  strong  cash  flow. 
Today  he  likes  MDS,  Canada's  top  health 
care  provider,  as  well  as  firms  run  by  fel- 
low billionaires  Kenneth  Thomson 
(Thomson  Corp.)  and  Galen  Weston 
(Canadian  grocery  giant  Loblaws). 

But  the  more  Lee-Chin  learned,  the 
more  he  wanted  his  own  show.  "He  was 
the  first  salesman  who  asked  questions 
about  the  business  side,"  says  former  men- 


Lee-Chin  relied  on  bluster  and  drive.  "You  must 
look  like  a  'money  person'  foLclients  to  trust  you." 


those  who  succeeded  before."  His  idols  were 
Benjamin  Graham  and  Warren  Buffett. 

But  when  he  went  cold-calling,  he 
relied  as  much  on  personality  as  invest- 
ment theory.  One  of  his  first  grabs  was 
Sherallv  lamani,  a  family  medical  practi- 
tioner near  Hamilton  whose  office  was 
right  next  to  that  of  Lee-Chin's  dentist. 
After  a  dental  appointment  one  day  in 
1977,  Lee-Chin  dropped  iii.  They  chatted 
for  43  minutes,  barely  touching  on  the 
subject  of  money.  "He  gave  the  impression 
that  he  wasn't  out  to  diddle  me,"  savs  1  )r. 
Jamani.  He  is  still  a  client. 

\s  he  gained  confidence  (and  a  cus- 
tomer base),  Lee-Chin  took  more  risks. 
When  interest  rates  were  high  and  stocks 
were  bumping  the  bottom  back  in  1982, 
he  encouraged  all  his  clients,  including 
David  and  Wilma  Wilson,  to  buy  on  mar- 
gin. "By  then,  I  had  enough  faith  in  Mike  to 
do  it,"  says  Wilson,  now  68.  "But  I  was  in  a 
bit  of  a  panic."  Wilson,  who  then  managed 
a  farming  co-op,  pleaded  with  Lee-Chin  to 
let  them  ease  up.  To  his  chagrin,  weeks  after 
he  cut  back  the  market  turned  around  and 
posted  a  17%  gain  in  1983.  "After  that  I 
pretty  much  had  complete  faith  in  him," 
Wilson  says.  Lee-Chin  still  personally  man- 
ages the  Wilsons'  portfolio,  along  with 
those  of  200  other  old  clients.  He  also  gives 
them  rides  in  his  private  helicopter.  "They 


tor  James  O'Donnell,  cofounder  of 
Mackenzie  Financial.  In  1983  Lee-Chin 
borrowed  $400,000  to  buy  a  stake  in 
Mackenzie,  betting  it  would  soar  in  value. 
In  1987  he  took  his  gains  and  bought  tiny 
adviser  AIC  for  $150,000.  It  had  one  fund 
and  $600,000  under  management. 

Lee-Chin's  portfolios  reflected  what  he 
understood  best — money  management. 
,\l< :  clients  wound  up  with  shares  of  Cana- 
dian money  managers  C.I.  Fund  Manage- 
ment, AGP  Funds  and  Mackenzie.  A  disas- 
trous side  trip  into  real  estate  partnerships 
in  1989  resulted  in  a  loss  a  year  later  as  the 
market  collapsed.  The  financial-sector  bets 
piled  up,  however,  and  now  AIC  is  the 
eighth-largest  holder  of  Merrill  Lynch  and 
the  largest  owner  of  TD  Bank  (formerly 
Toronto  Dominion)  and  of  Amvescap, 
which  controls  Invesco's  funds.  He's  also 
got  $1  billion  in  Berkshire  Hathaway. 

Assets  under  management  exploded, 
from  $8  million  in  1990  to  $8  billion  in 
1998.  Along  with  hefty  sales  loads,  the  funds 
average  a  2.5%  annual  expense  ratio,  50% 
more  than  a  typical  fund's  cost  in  the  U.S. 
Then  Lee-Chin  hit  a  wall.  While  other 
funds  soared  on  the  tech  boom,  his  invest- 
ments sagged — losing  8%  over  the  two 
years  1998-1999,  as  the  S&P  climbed  56%. 
The  Globe  &  Mail,  Canada's  leading  daily, 
ran  a  September  1999  story  advising  any- 


one holding  shares  in  Lee-Chin's  core  funds 
to  bail  out  and  claiming  that  once  Lee-Chin 
ran  out  of  cash  to  pay  redemptions  he 
would  have  to  start  selling  out  his  stakes  in 
"illiquid"  core  holdings,  which  in  turn,  it 
said,  would  drive  down  prices  even  more. 
The  next  day  the  paper  published  Lee- 
Chin's  retort.  Defending  the  health  of  his 
holdings  and  his  value  approach,  he  said  he 
would  spend  $60  million  in  AJC  corporate 
funds  to  buy  shares  in  his  favorite  under- 
valued stock  and  first  big  winner,  Macken- 
zie Financial.  He  also  sent  out  letters  to  all 
350,000  AIC  shareholders  and  embarked  on 
a  22-city  tour  across  Canada  to  reassure  fi- 
nancial planners  and  shareholders. 

Lee-Chin  met  the  redemptions,  partly 
by  selling  the  funds'  stake  in  Coca-Cola, 
and  made  a  comeback. 
When  the  market  plunged 
in  2000,  he  demolished  the 
competition  with  a  26% 
return  on  AIC  Advantage.  In 
horrible  2001  that  fund  lost  just  4%. 

Lee-Chin  is  flexing  his  muscles.  His  at- 
tempted takeover  of  Mackenzie  in  January 
2001  would  have  created  Canada's  largest 
family  of  funds.  Mackenzie  instead  took  a 
higher  $2.6  billion  offer  from  industry 
leader  Investors  Group.  Still,  Lee-Chin's  in- 
vestors— that  is,  the  shareholders  of  AIC  and 
of  two  of  AIC's  funds — got  an  estimated 
$620  million,  some  50%  more  than  they 
paid,  for  their  24%  share  of  Mackenzie. 

Dreams  of  dominance  in  Canada  tem- 
porarily crushed,  Lee-Chin  turned  his  eyes 
south.  In  January  he  bought  75%  of  Ja- 
maica's troubled  number  two  bank,  Na- 
tional Commercial  Bank,  for  $128  million. 
He  is  also  picking  up  a  stake  in  San  Fran- 
cisco-based Elijah  Asset  Management, 
which  manages  $500  million  in  tech  port- 
folios for  AIC  and  others.  His  plan  is  to 
someday  distribute  AIC's  funds  in  the  U.S. 
and  the  Caribbean.  A  possible  snatch:  buy- 
ing a  financial  adviser  network  with  offices 
across  North  America. 

Some  things  haven't  changed.  In  the 
lobby  of  AIC's  Burlington  headquarters, 
west  of  Toronto,  a  pair  of  eclectus  parrots 
from  the  Solomon  Islands  greet  visitors 
with  squawks  of  "Buy!"  and  "Hold!" 
That's  two-thirds  of  Lee-Chin's  mantra. 
"They  always  leave  off  the  most  important 
part,"  he  says.  "Prosper."  F 
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Radical  notion  in  radio  regulation:  You  get 

more  diversity  of  programming  as  the  owners 
get  more  monopolistic  |  bydorothypomerantz 
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Airwaves 


IT  WOULD  BE  HARD  TO  FIND  A  COM- 
pany  more  loathed  by  its  competi- 
tors than  Clear  Channel  Communi- 
cations. In  recent  months  the 
sprawling  $8  billion  (2001  sales) 
radio  station,  billboard  and  live- 
entertainment  conglomerate  has  been 
accused  of  everything  from  antitrust  vio- 
lations to  strong-arming  musicians  such 
as  Britney  Spears  who  refuse  to  use  the 
company's  concert  promotion  service. 

"Radio's  Big  Bulh  ,"  harrumphs  net- 
zine  Salon.com  i  i  ustive  series  that 

started  in  March  II  he  latest  charge: 

In  several  instances,  (  hannel  is  devi- 

ously using  front  con  i  evade  the 

Federal  Communicatk      Commission's 
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Abused  child: 

Is  pop  diva 

Britney 

Spears  also  a 

victim  of  Clear 

Channel's 

heavy  hand? 


strict  ownership  caps. 

"We're  a  little  fly  on 
the  donkey's  ass,"  com- 
plains Cleburne,  Tex.  radio 
station  owner  Gary  Moss. 
Moss  filed  a  complaint  last 
fall  with  the  FCC  seeking  to  torpedo  Clear 
Channel's  reacquisition  of  local  station 
KBRQ,  which  the  company  had  divested  as 
part  of  its  $24  billion  acquisition  of  AMFM 
Inc.  in  2000.  The  company  denies  Moss' 
charge  that  it  was  secredy  controlling  the 
station  all  along.  "If  all  the  independent 
guys  are  gone,  what's  next?"  says  Moss. 

By  virtue  of  its  status  as  the  nation's 
largest  radio  station  owner,  with  1,214  sta- 
tions controlling  11%  of  the  airwaves,  Clear 


Channel  has  become  the  poster  child  for 
the  sins  of  media  consolidation.  Allow  one 
company  to  have  so  much  control,  and 
you'll  be  left  with  a  bland  uniformity  of 
programming.  Or  so  goes  the  theory  as  it's 
been  applied  by  regulators  since  the  days 
when  radio  was  the  only  broadcast 
medium  available.  But  could  it  be  that  con- 
solidation has  actually  been  good  for  the 
hallowed  concept  of  "diversity"  of  pro- 
gramming? That's  the  defense  of  Clear 
Channel  and  other  acquisitive  radio  chains 
since  they  were  unleashed  by  the  Telecom- 
munications Act  of  1996,  which  gready  re- 
laxed national  ownership  restrictions.  The 
deregulation  process  was  reinforced  by  a 
federal  appeals  court  decision  in  February 
that  struck  down  rules  prohibiting  compa- 
nies from  owning  cable  systems  and  broad- 
cast stations  in  the  same  market. 

Now,  in  a  series  of  arguments  before 
the  FCC  over  the  next  few  months,  many 
of  those  theories  will  be  put  to  the  test. 
Along  with  other  companies  that  have 
been  responding  to  a  recent  FCC  request 
for  data,  Clear  Channel  plans  to  argue  that 
not  only  has  it  promoted  even  more  pro- 
gramming diversity  than  existed  before, 
but  that  advertising  rates  are  no  higher 
than  they  might  have  been  had  it  not 
devoured  the  lion's  share  of  the  market  in 
many  areas.  (When  it  comes  time  to  plead 
poverty,  the  company  can  point  to  its  net 
loss  last  year  of  $1.1  billion.)  The  outcome 
of  the  FCC's  decision  on  these  and  other 
ownership  issues  will  have  huge  implica- 
tions for  the  media  landscape,  allowing 
companies  such  as  Clear  Channel,  Viacom 
and  Rupert  Murdoch's  News  Corp. 
empire  to  get  bigger  than  they  are  already. 


L1 


Think  about  it 


Warning: 


ONLINE 


FEATURES  &                    DATEK                 E-TRADE 
SERVICES 

AMERITRADE 

FIDELITY 

SCHWAB         ■ 

/^Limit  or  Market 
'    Equity  Order 
Commissions 

I      ( 1  -  5.000  Shares 
V    Traded  Online) 

A          $19.95 

Limit  and  Nasdaq 
Market  orders 

$14.95 

m   Listed  Market  orders  only 

$13.00 

Limit 

$8.00 

Market 

$30.00 

Limit 

$25.00 

Market 
+2<r/shareover  1,000 

$29.95 

+3<E /share  over  1,000 

'    Free  and  Unlimited 

Streaming 
I     Real-Time  Data 

es.  Level  II,' 
rtfolios, 
s.  Last  Sale, 
»x  Quotes 

Quotes,  Level  II, 

Watch  Lists, 

Charts2 

No 

Quotes, 
Level  II3 

Quotes4,  Level  II, 
News,  Charts, 
Time  &  Sales5 

/  Free  and 
Unrestricted 
Direct  Access 

L   Trading  Platform 

Datek  Direct6 

No 

No 

No 

No 

'    Commitment 
on  Executing 
l     Marketable  Orders 

Within 

None 

Limited8 

None 

None 

euonub or 
lission-free7 

J 

!                      :  A'///  \ 

There's  no  hiding  the  truth  When  you  compare  Datek  to  the  competition,  you'll  see  what  sets  us  apart.  Our 
innovative  routing  technology,  streaming,  real-time  information  and  free  access  to  research  tools  give  experienced 
traders  the  advantage  in  today's  market.  Isn't  it  time  you  got  everything  you  need  to  trade  at  your  level  ? 


!■    Get  1 0  FREE  online  equity  trades*  when  you  open  an  account. 


Apply  today  at  www.datek.com/mag8  and  enter  offer  code  DSM. 


www.datek.com/mag8 

1-877-88-DATEK 


Built  to 


D 


Comparison  data  is  based  on  a  phone  survey  conducted  1 1  /09/0 1.  supplemented  by  published  information 
*  Open  and  fund  an  account  with  a  minimum  initial  deposit  of  $500  before  6/ 1 5/02  and  get  10  commission-free  online  equity  trades.  Free  trade  credits  will  expire  within  one  year  of  issue  date  if 

not  used  Limit  one  new  account  offer  per  type  of  account  Oder  cannot  be  combined  with  other  offers  Other  terms  may  apply, 
i   Level  II  quotes  on  the  Streamer*  brand  real-time  quotation  service  are  available  free  for  those  who  trade  more  than  20  times  a  month  and  maintain  a  minimum  account  balance  of  $500 
with  Datek  Nonprofessional  users  who  trade  20  or  fewer  times  per  month  can  access  Level  II  quotes  for  $9  99  per  month,  while  prolessional  users  can  have  access  for  $50  per  month 

2  Only  Power  E-TRADE  customers  making  30+  trades  per  quarter  are  eligible  for  Level  II  quotes  and  watch  lists  Only  E-TRADE  Pro  customers  making  7  5+  trades  per  quarter  are  eligible  for 
streaming  charts 

3  Only  Powerstreet  Pro  customers  making  72+  trades  in  a  rolling  1 2-month  period  are  eligible  for  streaming  quotes  and  Level  II  quotes 
i  Only  Signature  Services  Platinum  customers  are  eligible  for  streaming  quotes 

5  Only  Signature  Services  Platinum  customers  who  have  made  1 20+  commissionable  trades  in  the  past  year  are  eligible  for  Level  II  quotes,  streaming  news,  charts,  and  time  and  sales. 

6  Datek  Direct "  is  a  tool,  as  the  name  implies,  that  allows  customers  to  direct  their  Nasdaq  orders  to  a  specific  execution  venue  The  name  should  not  be  deemed  to  imply  that  a  customer 
is  dealing  directly  with  the  marketplace  All  orders  are  processed  through  Datek  Online  Financial  Services  LLC.  a  registered  broker/dealer  Please  note  that,  once  you  have  activated 
Datek  Direct ."  all  the  other  features  in  your  Datek  account  will  continue  to  operate  without  change 

7  Datek  will  not  charge  a  commission  ($9  99)  for  any  marketable  online  order  that  is  not  executed  within  60  seconds,  measured  from  the  time  that  "processing"  began  until  the  time  the  order  is 
"executed "  This  applies  to  all  orders  using  Datek  s  "AutQ  Routing"  on  any  NYSE.  AMEX.  or  Nasdaq  stock  that  are  marketable  after  9:45  a.m.  ET  are  marketable  upon  entry  and  remain  marketable 
for  60  seconds  The  market  in  the  stock  must  not  be  locked,  crossed  or  halted  We  do  not  extend  this  commitment  to  short  sales,  OTC  Bulletin  Board  Stocks.  Option  trades,  or  any  order  that  is  stopped 
at  a  price  by  a  specialist/market  maker  awaiting  price  improvement,  or  during  Extended-Hours  Trading  sessions. 

8  Amentrade  provides  a  "1 0-second  guarantee"  on  qualifying  S&P  100  Internet  equity  market  orders  of  at  least  100  and  up  to  1.000  shares,  entered  between  the  hours  of  9  45am  ETand 
3  59  50  p.m  .  ET.  between  October  10.  2001  and  March  29.  2002.  via  the  Amentrade.  Inc  website,  in  any  account  that  does  not  qualify  as  a  retirement  plan  account  Any  qualifying  order 
not  executed  within  10  seconds  will  be  commission-free  Other  fees  may  apply 

High  volumes  of  trading  and  volatility  may  result  in  executions  at  prices  significantly  away  from  the  price  quoted  or  displayed  at  the  time  of  order  entry 

Real-time  quote  privileges  differ  for  professional  users 

System  response  and  access  times  may  vary  due  to  market  conditions,  system  performance  and  other  factors. 

©2002  Datek  Online  Financial  Services  LLC.  Member  NASD/SIPC 


CLEAR  CHANNEL 


(The  deadline  for  responses  to  the  FCC's 
requests  was  Mar.  27.) 

The  FCC  already  has  tipped  its  hand 
about  its  thinking — or  rather,  that  of 
Michael  Powell,  the  avowedly  free-market 
chairman,  in  office  since  January  of  last  year 
(and  a  frequendy  dissenting  commissioner 
before  that).  In  its  otherwise  obscure  No- 
tice of  Proposed  Rule  Making  covering 
radio  station  ownership  rules,  the  FCC  last 
November  made  it  clear  that  the  agency  is 
skeptical  of  claims  that  consolidation  has 
reduced  the  variety  of  program- 
ming available  to  listeners.  If 
anything,  the  logic  goes,  too 
many  independent  owners  will 
go  after  the  "greatest  common 
denominator"  of  programming 
to  solicit  the  most  advertising, 
whereas  a  single  owner  will  pur- 
posely create  diversity  to  avoid 
overlap  and  cannibalization. 

"The  commission  used  to 
assume  diversity  would  be 
served  by  a  greater  number  of 
small  owners,"  says  Peter  Gut- 
mann,  a  Washington  lawyer 
who  practices  before  the  FCC. 
"Now  they  suggest  the  oppo- 
site— when  you  have  a  lot  of 
small  companies  competing 
for  a  mass  audience,  everyone 
runs  programming  aimed  at 
mass  appeal.  When  you  have 
one  party  that  has  lots  of  sta- 
tions, it  can  try  niches  or  more 
experimental  programming." 

The  FCC  is  even  asking  if  radio  should 
still  be  considered  a  discrete  market,  in 
which  ownership  restrictions  are  evalu- 
ated as  if  consumers  didn't  have  access  to 
the  Internet,  digital  cable  and  satellite, 
wireless  Palm  handhelds  and  the  myriad 
other  noisy  forms  of  media  that  intrude 
on  their  daily  existence. 

"Anyone  who  wants  to  do  a  radio  pro- 
gram can  do  it  over  the  Internet,"  says 
Harold  Furchtgott-Roth,  a  former  FCC 
commissioner  during  the  Clinton  Admin- 
istration. "You  don'l  even  need- an  FCC 
license.  You  don't  i,  orry  about 

building  a  tower.  V  a  com- 

puter and  a  server,  and  isiness." 

Anecdotally  at  leasl  ice  sug- 

gests that  in  the  smallei  I  ostsus- 
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ceptible  to  monopolization,  where  Clear 
Channel  has  its  strongest  presence,  diver- 
sity has  actually  increased  as  ownership 
consolidated.  In  Little  Rock,  Ark.,  for 
instance,  the  town's  35  stations  are  now 
controlled  by  16  companies,  down  from 
22  in  1996.  But  the  selection  of  formats — 
country,  adult  contemporary  and  so  on — 
has  increased  to  14  from  1 1.  In  the  Adantic 
City  area  24  stations  are  in  the  hands  of  8 
owners,  down  from  15  in  1996.  But  listen- 
ers can  tune  in  to  a  selection  of  14  formats, 


As  he  reaches  for  more  control  of  the  airwaves,  Clear  Channel 
cof ounder  Lowry  Mays  may  be  furthering  the  cause  of  diversity. 


up  from  10.  The  FCC  found  in  its  industry 
survey  last  year  that  while  the  selection  of 
formats  has  decreased  slightly  in  larger 
markets  (where  consumers  have  a  greater 
variety  of  media  choices  anyway),  in  the 
aggregate  it  increased  in  the  smaller  areas. 

In  Syracuse,  N.Y.,  one  of  three  heavily 
consolidated  regional  markets  where  the 
FCC  is  paying  especially  close  attention  in 
its  rulemaking,  Clear  Channel  took  over  and 
rescued  a  black  urban  station  diat  otherwise 
would  have  failed  on  its  own.  All  told,  the 
company  offers  10  different  formats  on  its 
1 2  stations,  while  6  other  companies  offer  6 
versions  of  adult  contemporary  on  theirs. 

"One  of  the  consequences  of  deregu- 
lation  has  been  more  format  diversity," 
contends  Mark  Fratrik,  a  vice  president  of 
media  consultant  BIA  Financial  Network. 


"I  wasn't  surprised  to  see  that  initially,  but 
I'm  surprised  to  see  it's  still  going  on  after 
five  years." 

>.  But  you  wouldn't  know  that  from  lis- 
tening to  the  howls  of  regulation's  fans,  such 
as  Representative  Howard  Berman  (D- 
Calif.)  and  Senator  Ernest  (Fritz)  Hollings 
(D-S.C).  "These  economic  attributes,  when 
combined  with  media  concentration,  en- 
danger democracy,"  intoned  a  collection  of 
self-appointed  media  watchdog  groups  in 
a  response  to  another  FCC  filing  last  De- 
cember that  would  lift  the  re- 
striction against  combinations 
of  newspapers  and  broadcast 
outfits  in  the  same  market.  As 
with  radio,  the  argument  against 
these  combinations  revolves 
around  the  same  long-standing 
assumption  that  a  reduction  in 
independent  media  owners  re- 
sults in  a  parallel  reduction  in 
the  "diversity  of  viewpoints." 

"Now  they're  ticking  off 
Congress,"  seethes  Gerard  Del 
Colliano,  a  radio  industry 
newsletter  publisher  whose 
legal  scrapes  with  Clear  Chan- 
nel haven't  inhibited  him  from 
shooting  off  his  mouth  about 
the  company  at  any  chance.  'Tf 
they're  not  careful,  there's 
going  to  be  a  movement 
against  consolidation.  And  they 
will  have  deserved  it.  They're 
the  most  arrogant  bunch  of 
people  I've  ever  seen." 

Of  course  Clear  Channel's  shareholders 
probably  see  nothing  wrong  with  a  little 
more  concentration  in  the  radio  industry. 
Though  the  stock  is  off  18%  from  its  52- 
week  high,  shares  have  more  than  tripled 
since  the  beginning  of  1996,  when  Clear 
Channel's  cofounder  L.  Lowry  Mays  took 
advantage  of  die  Telecommunications  Act 
to  gobble  up  a  succession  of  competitors  that 
included  AMFM,  Jacor,  SFX  Entertainment 
and  26%  of  Hispanic  Broadcasting. 

"Clear  Channel  has  been  better,  faster, 
more  nimble  and  prescient  in  how  to 
consolidate  in  the  radio  sector  well  within 
the  boundaries  of  the  FCC,"  says  UBS 
Warburg's  Leland  Westerfield.  "A  lot  of 
what's  being  bandied  around  here  may 
be,  at  best,  sour  grapes."  F 
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Designer AQ/iiliam  MtDonoughJhinks  ttie  time  is  ripe  to  make  the  textile 
industry  more  green*  Is  tlie  world  really  waiting  for  recyclable  carpets? 


BY  KERRY  A.  DOLAN 


THE  WAIT  TO  GET  INTO  THE  SAN 
Francisco  Museum  of  Modern 
Art  on  a  Wednesday  evening  in 
late  February  rivaled  that  of  a 
blockbuster  art  exhibit.  But  the 
capacity  crowd  of  250  architects  and 
designers  had  come  for  the  chance  i 
William  McDonough,  a  design, 
architect. 

McDonough,  51,  is  a  star  of  the 
ronmenta]  design  world.  But  he's     o 


profit-hating  greenie.  He  runs  a  20-person 
consulting  firm,  McDonough  Braungart 
Design  Chemistry  (MBDC),  in  Char- 
lottesville, Va.,  and  he  has  many  a  corpo- 
rate client.  He's  the  one  who  designed  the 
Gap  offices  with  the  rolling,  grassy  roof 
just  south  of  San  Francisco;  the  airy  Her- 
man Miller  furniture  factory  in  Holland, 
Mich.;  and  the  current  eco-friendly  over- 
haul of  Ford  Motor's  Rouge  plant  in  Dear- 
born, Mich.,  among  other  projects. 


Now  McDonough  is  working  with 
corporations  to  make  products  and  mate- 
rials— from  sneakers  to  tires — safer  for 
the  environment.  First  up:  environmen- 
tally friendly  textiles.  He  and  his  partner, 
German  chemist  Michael  Braungart,  44, 
have  joined  with  several  textile  manufac- 
turers to  develop  fabrics,  mainly  for  car- 
pets and  furniture,  that  can  be  recycled  or 
composted  and  are  free  of  potentially 
harmful  chemicals.  Don't  underestimate 
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ENVIRONMENT 


Tread  on  me:  BASF's  recyclable  nylon 
carpet  fiber  covers  this  MishMash  store. 

McDonough  first  suggested  Rohner 

remove  polyester  from  a  fabric  that 

also  contained  wool  and  ramie;  the 

polyester  thwarted  recycling  and 

composting.  Rohner  reworked  the 

makeup  of  the  fabric  to  retain 

durability  and  texture. 


the  demand  for  such  products:  America  is 
full  of  people  who  think  that  landfills  are 
immoral  and  synthetic  dyes  will  kill  you. 
McDonough  has  a  "seal  of  approval"  that 
manufacturers  will  stamp  on  their  prod- 
ucts as  a  marketing  tool. 

Convincing  the  textile  industry  to 
embrace  the  environment  would  seem 
akin  to  asking  a  dying  man  to  dress  nicer. 
Last  year  116  U.S.  mills  closed,  and  even 
firms  serving  the  commercial  interior  and 
office  furniture  market  are  hurting  in  the 
weak  economy.  They've  got  other  things 
on  their  mind.  "Environmentally  intelli- 
gent" textile  design  accounted  for  less 
than  1%  of  all  sales  last  year.  But  pioneers 
in  eco-manufacturing  argue  that  when 
costs  are  roughly  the  same — as  they 
sometimes  are — buyers  will  be  eager  to 
select  the  environmentally  safe  item. 
Indeed,  designers  and  architects  say  their 
clients  have  been  pressing  them  for  such 
products.  Says  Susan  Lyons,  an  executive 
vice  president  of  Designtex,  a  unit  of 
Steelcase:  "We're  in  a  crummy  business 
cycle  right  now,  but  one  area  where  we 
haven't  seen  business  drop  is  with  our 
sustainable  initiative  | environmentally 
friendly  products]." 

McDonough  worked  with  a  Design- 
tex supplier,  a  Swiss  mill  called  Rohner 
Textil,  to  help  produce  Climatex  Lifecy- 
cle,  a  recyclable  fabric  used  for  commer- 
cial   upholstery    and    wall    coverings. 

112       FORBES*    Apr 


Next,  McDonough  wanted  to 
test  the  dyestuffs  Rohner  used  to 
make  sure  they  didn't  contain  car- 
cinogens, mutagens,  toxic  chemi- 
cals or  heavy  metals.  That  re- 
quired getting  the  chemical 
companies  producing  the  dye- 
stuffs  to  open  their  books.  Sixty 
chemical  companies  refused  to 
cooperate,  but  finally  Ciba  Specialty 
Chemicals,  then  known  as  Ciba-Geigy, 
agreed  to  let  its  dyestuffs  be  tested.  Of  the 
1,600  tested,  Braungart  found  only  16  that 
met  his  standards  for  environmental  pu- 
rity. With  these,  Rohner  could  make  any 
color  but  pure  black  (its  chemicals  can 
harm  the  environment).  It  took  nearly  two 
years,  but  Rohner  was  able  to  come  up 
with  Climatex  Lifecycle. 


plants.  This  bears  out  a  McDonough  slo- 
gan: "Waste  equals  food." 

McDonough  isn't  wedded  to  natural 
fabrics.  Last  June  BASF  introduced  a  recy- 
clable nylon  carpet  fiber  called  Savant 
that  earned  the  MBDC  seal  after  the  firm 
was  hired  to  do  chemical  analysis. 

"When  [McDonough]  endorses  it, 
more  people  jump  on  board.  He's  creat- 
ing a  brand,"  says  Ian  Wolstenholme,  a 
sales  and  marketing  manager  for  BASF. 
And  hopefully  demand  as  well.  Savant 
costs  significantly  more  to  produce  than 
other  premium  branded  nylons  (BASF 
won't  say  how  much)  because  of  the 
chemistry  involved;  it  had  to  modify  the 
polymer  and  the  fiber  engineering  in 
order  for  Savant  to  be  stain  resistant.  But 
it  sells  for  about  the  same  as  other  pre- 
mium branded  nylons,  around  $2.30  a 
pound,  and  the  profit  margin  on  Savant  is 
still  better  than  certain  other  residential 
products  BASF  now  sells  and  may  phase 
out.  It's  already  being  used  in  a  dozen 
MishMash  makeup  and  accessories  stores, 
owned  by  the  Limited. 

MBDC  is  working  with  a  number  of 
other  textile  mills,  including  Canada's 
Victor  Innovatex,  Milliken  &  Co.  and 


"McDonough  and  his  team  are  serious 
businessmen.  They're  not  environmental 
philanthropists." 


While  synthetic  upholstery  fabric 
starts  at  $15  a  yard  and  averages  closer  to 
$30,  Climatex  runs  $40  to  $50.  But  it's 
competitive  with  worsted  wool.  Climatex 
accounts  for  a  third  of  Rohner's  approxi- 
mately $8  million  in  revenues.  Okay,  the 
stuff  isn't  all  McDonough  cracks  it  up  to 
be.  He  told  his  San  Francisco  audience 
Climatex  is  "the  fabric  of  choice  for  air- 
lines." So  far  not  a  single  airline  uses  it. 

Rohner  Chief  Executive  Albin  Kalin 
says  the  fabric  has  cut  his  waste  process- 
ing costs.  He  no  longer  has  to  pay  to  send 
trimmings  from  Climatex  to  be  burned  at 
a  Swiss-regulated  incinerator.  Scraps  of 
the  all-natural  product  are  made  into  a 
feltlike  material  and  sold  to  a  gardening 
outfit  lor  use  as  mulch  or  ground  cover. 
Thus  Rohner's  waste  has  become  food  for 


Pendleton  Woolen  Mills,  which  it  has 
commissioned  to  make  a  sample  eco- 
cuddly  baby  blanket.  Nike  is  leaning  on 
McDonough's  firm  as  it  rethinks  the 
materials  going  into  its  shoes.  Other 
McDonough  clients  include  petroleum 
producer  BP,  Ford  Motor  and  office 
furniture  makers  Herman  Miller  and 
Steelcase. 

McDonough  can  come  across  as  a 
spacey  thinker,  posing  questions  like, 
"How  do  we  love  all  the  children  of  all 
species  for  all  time?"  But  beneath  his 
provocative  rhetoric  lies  an  economic 
sensibility.  Says  Timothy  O'Brien,  a  Ford 
vice  president  who's  worked  closely  with 
McDonough:  "Bill  and  his  team  are  seri- 
ous businessmen.  They're  not  environ- 
mental philanthropists."  F 
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They  both  took  care  of 

business. 


Took  care  of  their 

families. 


So  why  will  one 

leave  his  family  with  every 

advantage, 


while  the  other  leaves 


everything  to  chance? 


i  2002  The  Northwestern  Mutual  Life  Insurance  Co.,  Milwaukee,  Wl 


The  difference  is  an  estate  plan  that  will  leave 
more  of  your  assets  where  you  want  them  to  go. 
Northwestern  Mutual  Financial  Representatives 
offer  expert  guidance  in  estate  planning,  as  well 
as  a  network  of  specialists  to  help  get  you  closer  to 
all  your  financial  goals. 


yjsr  Northwestern  Mutual 

FINANCIAL  NETWORK™ 


Are  you  there  yet? 


www.  nmfn.com 


DI-A-GE-O:  SOME  NAME  FOR  A  LIQUOR 
giant,  in  this  case  the  one  formed  by 
the  merger  of  Grand  Metropolitan 
and  Guinness  in  1997.  A  cabbie  en  route 
to  the  company's  London  headquarters 
.  says  it  sounds  like  an  Italian  soccer  player. 

But  this  Diageo  bloke  has  been  ring- 
ing up  the  goals  lately.  With  the  purchase 
of  several  Seagram  brands,  Diageo  now 
claims  a  number  one  or  number  two 
make  in  each  category  in  the  world's 
biggest  spirits  market,  the  U.S.  Its  overall 
29%  global  market  share  of  volume  gives 
Diageo  a  clear  edge  over  the  U.K.'s  Allied 
Domecq  and  Brown-Forman  of  the  U.S. 
in  a  liquor  sector  where  ability  to  scoop 
up  top  labels  is  more  important  than  ever. 

At  a  time  of  disappointing  corporate 
results,  Diageo  said  in  late  February  that 
year-over-year  six-month  sales  had 
grown  9%  (to  what  would  be  $18.4  bil- 
lion annually)  and  earnings  per  share 
were  up  5%.  Such  news,  together  with 
plans  to  dispose  of  the  company's  Burger 
King  fast-food  distraction,  has  pumped 
up  Diageo  shares  10%  since  the  release 
and  38%  from  a  post-Sept.  1 1  low. 

If  47-year-old  Chief  Executive  Paul 
Walsh  has  momentum  after  less  than  two 
years  in  the  job,  he  may  have  two  factors 
to  thank.  The  busiest  barhoppers  are 
flocking  to  the  top  brands  (see  table,  page 
11 6,  for  Diageo  s  share),  not  trading  down, 
as  some  expected  in  a  recession.  And  the 
company  has  scored  early  successes  in 
reaching  out  to  less  seasoned  drinkers 
with  ready-made  cocktails  that  play  off 
those  same  valued  names.  Both  elements 
carry  risk,  though:  Those  top  labels  have 
commanded  some  head-spinning  prices 
to  acquire,  and  the  tempting  of  youthful 

Booze  behemoth  Diageo 
is  using  its  heft  and 
brass  to  extend  the 
drinks  ladder  lower. 

BY  HEIDI  BROWN 


Liquor  Quicker 
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Now  take 
all  your  minutes 
across  America 


Introducing 
The  America's  Choice  Plan. 
Where  your  home  calling  area 
stretches  coast  to  coast. 

It's  one  great  plan  -  perfect  for  all  your 
calling  needs  across  the  country.  You  can  call 
from  anywhere  on  the  America's  Choice 
network  to  anywhere  coast  to  coast  with  no 
roaming  or  long  distance  fees.  And  when  you 
sign  up  for  America's  Choice,  the  network 
covering  over  248  million  people,  you'll  be  a 
part  of  the  largest  wireless  network  in  the 
nation,  connecting  more  people  in  more 
places  than  any  other  provider. 

Just  another  way  we're  working  to  bring 
you  the  best  wireless  network  and  the  best 
values.  So  where  will  you  choose  to  take  your 
minutes  with  America's  Choice? 


Monthly     1 
access 

Monthly  airtime 
minutes 

s35 

300 

«55 

550 

ee  $30-$35.  Early  termination  fee  up  to  $175.  Requires  credit  approval  Cannot  be  combined  with  other  offers.  Usage  rounded  to  next  full  minute.  Unused  allowances 
ost  Subiect  to  taxes  &  other  charges.  See  calling  plan.  Geographic  and  other  restrictions  apply.  Not  available  in  all  markets.  Network  claim  based  on  industry  reports  of  carrier-operated  and  managed  covered  population. 
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customers  invites  an  outcry  that  entry- 
level  products  are  a  ticket  to  alcoholism 
and  other  unhappy  consequences. 

Right  now  Walsh,  a  charmer  with  a 
gruff  Manchester  accent,  seems  most 
concerned  with  enhancing  that  tricky 
corporate  name — and  even  trickier  line 
of  business — in  the  consumer  sector.  "I 
want  Diageo  to  be  an  iconic  company," 
he  says.  "Five  years  ago  you  would  have 
talked  about  Procter  &  Gamble,  Coke  and 
so  forth.  Now  there's  a  vacuum." 

Becoming  that  kind  of  class  act  means, 
among  other  things,  continuing  improve- 
ment in  total  shareholder  return  (appreci- 
ation plus  dividends)  that  until  lately  has 
been  middling,  trailing  Netherlands-based 
Heineken  as  well  as  Allied  Domecq  among 
beverage  makers.  "Our  multiple  is  half  of 
Coke's"  even  now,  Walsh  points  out. 
"There's  still  a  lot  of  room  to  move." 

A  technical  school  grad  with  20  years 
at  Diageo  and  its  Grand  Met  forerunner, 
Walsh  was  top  operations  guy  at  Pillsbury 
as  that  unit  was  being  unloaded  as  part  of 
a  continuing  company  move  out  of  food. 
But  while  there,  he  boosted  operating 
margins  from  7%  to  15%.  He  aims  to 
upgrade  Diageo's,  now  an  undistin- 
guished-in-liquor  21%,  to  perhaps  25%. 

Key  to  doing  that  is  his  portfolio  of 
strong  brands  such  as  Smirnoff  vodka, 
Bailey's  Irish  Cream,  Tanqueray  gin,  lose 
Cuervo  tequila  and  Johnnie  Walker 
Scotch.  Lining  that  up  hasn't  been  cheap, 
though:  Diageo's  purchase  of  a  portion  of 
Seagram's  assets,  in  which  it  got  Crown 
Royal,  the  second-highest-volume  pre- 
mium whiskey  in  the  U.S.,  cost  $5  billion. 

Yet  this  is  a  business  where  only  the 
best  labels  can  get  top  dollar  from  con- 
sumers. "Premium  liquor  growth  is  flat  to 
declining  in  volume  terms,"  says 
Stephanie  Maher,  manager  of  the 
Toronto-based  AGF  World  Opportunities 
Fund,  which  has  about  6%  of  its  assets  in 
Diageo  stock.  "Diageo  has  found  a  way  to 
increase  sales  by  increasing  exposure  of 
the  brand.  There's  a  kind  of  halo  effect." 

For  Diageo,  one  part  of  that  market- 
ing reach  is  getting  uninitiated  imbibers 
to  belly  up  to  a  liquor  choice.  Hem  e  the 
creation  of  Smirnoff  Ice. 

"It's  the  most  successful  product 
launch  in  years,"  says  Brian  Sudano  of 


Diageo  the  Dominator 

- 

HALF  THE  TOP  TEN  LIQUOR  BRANDS  BY  GLOBAL  SALES  ARE  NOW  HELD  BY 
BRITISH-BASED  DIAGEO.  A  POPULAR  LABEL  DRAWS  A  PREMIUM  PRICE. 

BRAND                                   CATEGORY             RETAIL  SALES     MANAGED  BY 

(SMIL) 

STOLICHNAYA 

vodka 

$1,960 

Allied  Domecq 

BACARDI 

rum 

1,820 

Bacardi 

SMIRNOFF 

vodka 

1,815 

Diageo 

HENNESSY 

cognac 

1,725 

Diageo 

ABSOLUT 

vodka 

1,360 

Future  Brands 

JOHNNIE  WALKER  RED 

Scotch  whiskey 

1,315 

Diageo 

JACK  DANIEL'S 

bourbon 

1,265 

Brown-Forman 

J&B 

Scotch  whiskey 

1,150 

Diageo 

BALLANTINE'S 

Scotch  whiskey 

1,145 

Allied  Domecq 

JOHNNIE  WALKER  BLACK 

Scotch  whiskey 

1,120 

Diageo 

Sources:  Impact;  Exane. 

research  and  consulting  firm  Beverage 
Marketing  in  New  York.  The  citrus-fla- 
vored malt  beverage,  here  since  lanuary,  is 
now  ubiquitous  in  clubs  and  convenience 
stores  across  the  U.S.,  where  despite  the 
Smirnoff  logo  it  contains  no  vodka  to 
conform  to  state  sales  restrictions.  In 
Great  Britain,  where  it  is  vodka-based,  the 
product  has  seen  18%  volume  growth  in 
the  last  two  years — and  helped  Smirnoff 
Red  (the  vodka)  see  six-month  volume 
up  26%  from  the  year  earlier. 

The  product  is  stretching  the  idea  of 
when — and  where — to  drink  Smirnoff.  No 
longer  any  need  to  find  a  glass,  ice,  tonic 
and  lime.  It's  fun  on  the  run.  "Diageo  is  try- 
ing to  be  in  consumers'  minds  differently," 
says  Sudano.  "Before,  liquor  companies 
tried  to  push  one  liquor  for  every  occa- 
sion." Diageo  wants  to  fit  any  bill. 

"Smirnoff  is  the  vodka  my  grandfa- 
ther drinks,"  says  Ice  fan  Matthew  Valade, 
31,  at  Brooklyn's  busy  Cafe  on  Clinton. 

"A  new  generation  is  being  intro- 
duced to  Smirnoff,"  says  Sudano.  "When 
you  consider  that  45%  of  those  over  2 1 
years  old  will  be  50  in  ten  years,"  Sudano 
adds,  "you  see  the  longer-term  opportu- 
nity in  introducing  products  like  this." 

But  Smirnoff  Ice  does  more  than  buff 
the  vodka's  image.  It  is  engaging  a  lagging 
product  area  for  Diageo — beer  (Guinness 
volume  has  declined  1%).  The  two  use 
the  same  distribution  channel  in  the  U.S. 

"The  beer  companies  are  scared,"  says 
\G1  's  Maher.  To  that  end,  partnerships 


are  happening  all  over,  such  as  Anheuser- 
Busch's  tie-up  with  Bacardi  to  market 
and  distribute  Bacardi  Silver. 

But  there's  one  more  element  of  the 
Smirnoff  Ice  brand  extension — advertis- 
ing on  TV.  Hard  liquor  basically  has  been 
off  the  airwaves  for  decades,  although 
that  broadcaster  practice  is  shifting.  The 
Smirnoff  malt  beverage  is  an  icebreaker. 

But  it's  been  a  slow  dance.  Diageo  and 
NBC  agreed  that  the  company  would  run 
four  months  of  "public  service  announce- 
ments" first.  There's  a  dual  aim  here. 
"[0]nly  about  one-third  of  the  country 
thinks  drinking  can  be  part  of  a  balanced 
life,"  says  Paul  Clinton,  Diageo's  top  exec- 
utive in  North  America. 

Advocacy  groups  like  the  Center  for 
Science  in  the  Public  Interest  are  out- 
raged at  product  spots  that  feature 
young  adults.  Walsh  is  unmoved.  "Alco- 
hol is  alcohol,  and  whether  it's  beer  or 
Smirnoff  Ice,  it  should  have  a  level  play- 
ing field." 

Smirnoff  Ice  is  only  the  beginning. 
Diageo  has  already  lined  up  premixed, 
malt-based  versions  for  select  products  in 
its  "global  priority  brands."  A  Captain 
Morgan  beverage,  using  the  fastest-grow- 
ing rum  brand  in  the  U.S.,  is  set  to  go. 

The  concoctions  come  out  of  Dia- 
geo's so-called  Innovation  Center,  in  an 
industrial  park  90  minutes  outside  Lon- 
don. But  they  are  as  much  about  market- 
ing as  mixology.  And  this  is  a  company 
that  isn't  hesitant  to  stir  things  up.         F 
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/ww.swissre.com 


For  most  people  the  horizon  is  as  far  as  they  can  see.  But  for  us  it  represents  the  threshold  to 
an  unseen  world  of  new  opportunities.  As  one  of  the  world's  foremost  managers  of  capital  and 
risk,  we  are  constantly  searching  for  solutions  that  lie  beyond  the  obvious.  With  financial  and 
intellectual  reservoirs  of  great  depth  and  breadth  to  draw  from,  we  combine  insight  knowledge 
and  original  thinking  to  create  new  opportunities.  We  do  it  for  ourselves.  We  can  do  it  for  you. 


Solutions  beyond  the  obvious.         Swiss  Re 


PROFILE 


Few  people  have  ever  gone  broke  underestimating 
the  taste  of  the  book-buying  public. 

Certainly  not  Judith  Regan,  by  dyan  macha 


I 
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UDITH  REGAN,  48,  ORDERS  A  DOUBLE  ESPRESSO  WHILE 
commenting  that  she  can't  sleep.  "I  am  hyperaiert  and 
highly  sensitive  to  any  stimulation,"  she  says,  gesticu- 
lating nervously.  She  is  talking  about  her  hypersensi- 
tivities as  a  way  of  explaining  her  instinct  for  picking 
selling  books. 

Gut  feeling  is  what  I  go  on,"  she  says  at  a  fast  clip.  "I  could 
ell  my  husband  cheated  on  me  by  the  way  he  walked  in  the 
ont  door." 
The  instinct  is  working,  at  least  for  book  picking.  In  the  last 
two  vears  Regan's  imprint,  ReganBooks,  a  unit  of  News 
Corp.'s  HarperCollins,  has  put  18  titles  on  the  New 
York  Times  bestseller  list,  a  feat  no  other  small  publish- 
ing house  comes  close  to  matching.  In  recent  weeks 
she'->  had  four  on  the  list:  The  Lost  Son,  by  Bernard 
Kerik;  In  the  Line  of  Duty,  a  collection  of  9/11  photos; 
Family,  bv  Mario  Puzo,  and  most  recently,  Stupid  Wliite 
Men  and  Other  Sorry  Exeuses  tor  the  State  of  the  Nation, 
bv  Michael  Moore. 

ReganBooks  has  had  a  remarkable  run  in  the  seven 
scars  it  has  been  part  of  News  Corp.  In  the  fiscal  year 
ended  June  30,  Regan's  unit  earned  22%  pretax  on  its 
S100  million  in  sales.  This  in  an  industry  where  a  6% 
return  is  the  norm — and  where  a  slump  sent  retail 
book  sales  down  2.6%  last  year  from  a  miserable  2000. 
Regan's  critics  say  it's  no  big  deal  to  sell  lots  of 
books  when  you're  selling — as  they  put  it — exploita- 
tion, opportunism  and  pandering  to  the  lowest  com- 
mon denominator.  She's  been  called  a  "pop  vulture,"  a 
"tabloid-trained  carpetbagger,"  and  once,  "the  demise 
of  Western  civilization. "  Last  year  half  of  her  bestselling 
authors  were  professional  wrestlers. 

Regan  comes  up  with  most  of  her  ideas  herself  and 
often  signs  unknown  authors,  thereby  avoiding  the 
killing  advances  that  better-known  writers  command. 
Insanity  is  what  she  calls  the  $8  million  advance  Warner 
Books  paid  for  Jack  Welch's  autobiography.  Publishers 
usually  sell  to  stores  at  about  half  the  book's  cover  price, 
so  Warner  gets  about  $15  for  each  Welch  book.  With 
720,000  copies  sold  so  far,  an  impressive  amount, 
Warner  would  gross  $10.8  million.  But  because  of  the 
huge  advance  and  marketing  costs,  that  still  doesn't 
guarantee  a  profit  to  the  publisher.  "All  I  can  think  is 
that  the  publisher  wanted  to  have  lunch  with  Welch," 
says  Regan. 

Her  series  on  "The  Zone"  diet  was  written  by  Barry 
Sears,  a  medical  researcher,  not  a  medical  doctor,  whom 
she  personally  had  used  to  treat  her  premenstrual  syn- 
|  drome.  After  her  condition  improved,  she  talked  Sears 
I  into  writing  a  book  and  paid  a  $75,000  advance.  Ten 
I  Zone  books  and  4  million  copies  later,  they've  reached 
S  a  total  of  $52  million  in  retail  sales. 

What  about  her  slam-down  with  the  stars  of  World 
3  Wrestling  Federation?  "Nobody  else  wanted  them.  The 
1  wrestlers  had  a  huge  franchise,  loyal  fans  and  growing 


stardom."  The  nine  WWF  books  she's  published  cost  her  a  few 
hundred  thousand  in  licensing  fees — mere  popcorn  in  publish- 
ing. They  have  sold  3.5  million  copies,  accounting  for  $40  million 
in  retail  sales. 

Regan  was  the  first  publisher  to  turn  out  books  pegged  to 
the  Sept.  1 1  terrorist  attack.  In  a  matter  of  weeks  she  was  selling 
In  the  Line  of  Duty  and  The  Anti-Terror  Checklist,  which  she  com- 
missioned when  she  couldn't  reach  her  daughter  on  Sept.  11. 

Regan  got  heat.  The  New  York  Times  published  a  critical  ar- 
ticle in  which  David  Rosenthal,  publisher  at  Viacom's  Simon  & 
Schuster,  likened  the  selling  of  these  books  to  "setting  up  a  lemon- 
ade stand  at  a  nuclear  blast  site."  Since  then  S&S'  Free  Press  unit 
rushed  out  Holy  War,  Inc.,  by  Peter  Bergan,  and  others  of  a  sim- 
ilar ilk.  Snaps  Regan,  "They're  hypocrites." 

She  began  her  publishing  career  at  the  National  Enquirer, 
then  worked  as  a  TV  producer  at  Entertainment  Tonight  and  Ger- 
aldo — not  exactly  conventional  training  for  literati.  But  there's 
another  side,  she  argues  fiercely.  "Yes,  I  worked  for  a  tabloid,  but 
I  also  have  a  degree  in  literature  from  Vassar  and  did  my  thesis  on 
Shakespeare." 

Her  colorful  personal  life,  including  a  divorce  and  custody 
battle,  are  well  chronicled  in  the  tabloids.  Regan  can  pick  a  fight 
as  quickly  as  she  picks  an  author.  She's  had  several  scuffles  with 
the  police:  "My  ex-husband  hit  me,  and  I  get  arrested,"  she  says. 

She  should  have  been  arrested  for  assigning  an  autobiography 
by  Jenny  McCarthy  called  Jen-X.  This  MTV  hostess,  who  started 
her  career  posing  for  Playboy,  refused  to  work  at  promoting  the 
book.  Regan's  lesson:  "Never  deal  with  airhead  blondes!"  Weeks 
ago  Regan  canceled  another  potential  blonde  bomb — a  tell-all 
book  by  Donald  Trump's  former  wife  Maria  Maples.  Revelations 
about  wild  deals  don't  hurt;  in  mass-market  publishing  there  is 
no  such  thing  as  bad  publicity. 

Regan's  gut  instinct  hasn't  worked  quite  as  brilliantly  in 
other  media.  She  says  four  movies  are  still  in  development. 
Her  two  TV  specials  and  a  miniseries  were  well  received.  Her 
own  TV  show,  Judith  Regan  Tonight,  is  on  Saturday  and  Sun- 
day nights  at  midnight  on  Fox,  drawing  a  modest  350,000 
viewers  recently. 

Maybe  not  the  next  Jay  Leno,  but  she's  not  cowering  before 
her  critics.  Summing  up,  she  says,  "They're  snobs."  F 


Bad  Ending 


Publishing  is  hit-driven;  most  books  lose  money.  Here's  a 
hardcover  priced  at  $25  ($11.75  goes  to  the  publisher)  with 
initial  sales  of  24,000,  of  which  retailers  send  back  36%. 


NET  SALES  (after returns) 


$180,000 


Printing 

Royalty  at  10%  of  net  sales 

Unearned  royalty  (from  $25,000  advance) 

Writeoffs  from  returned  books  (at  $3  each) 

Direct  marketing 

Overhead  (shipping,  warehousing,  sales  commission,  etc.] 


-84,000 
-18,000 
-7,000 
-26,000 
-25,000 
-54,000 


NET  LOSS 

Source:  Albert  N.  Greco,  Fordham  University. 


-$34,000 
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SPECIAL  ADVERTISING  SECTION 


A  Model  of  Stability 

As  countries  worldwide  grapple  with 

difficult  economic  times,  it  is  clear  that  the 

Mexican  economy  is  in  skilled  hands. 

Instead  of  spiraling  into  a  financial  crisis,  Mexico  has 
experienced  a  traditional  business  cycle  that  close- 
ly parallels  the  economic  slowdown  in  the  U.S.,  its 
main  trading  partner.  Even  with  the  downturn,  brack- 
eted by  no  growth  in  2001,  the  Fox  administration's 
proactive  management  of  public  debt  and  the  Cen- 
tral Bank's  sound  monetary  policy  ensured  a 
remarkable  degree  of  financial  and  price  stability.  Of 
special  note  were  inflation  and  interest  rates,  which 
in  2001  declined  to  some  of  their  lowest  levels  in 
decades.  In  addition,  Mexico  retained  its  access  to 
capital  markets,  with  an  excellent  reception  for  gov- 
ernment bonds. 

With  the  recently  approved  Fiscal  Reform,  the  Fox 
administration  now  possesses  an  important  tool  for 
strengthening  public-sector  revenues.  Additionally, 
the  Federal  Budget  Act  for  2002  includes  provisions 
that  guarantee  fiscal  responsibility.  As  a  result,  Mex- 
ican officials  fully  expect  the  country  to  be  in  recov- 
iOde  in  2002.  GDP  is  projected  at  1.7%,  inflation 
5%  and  interest  rates  at  9.7%.  Foreign  direct 
tment  is  expected  to  reach  a  healthy  US$13.5 
1 1   demonstrated  confidence  among 
id  the  commitment  of  government  off i- 
tc  keep  volatility  at  bay,  enhance 
i's  i   nitutions  and  promote  a 
jovery  in  the  coming  months. 


by  Lynn  Morrissey 

The  State  ofNuevo  Leon 

Just  as  Mexico  continues  to  distinguish  itself  from 
other  markets,  Nuevo  Leon  stands  out  as  a  magnet 
for  business  investment.  Strategically  situated  along 
the  Texas  border,  Nuevo  Leon  has  long  been  the 
industrial  and  financial  heart  of  Mexico.  For  more 
than  a  century,  the  stable  and  secure  capital  of 
Monterrey  has  served  as  the  headquarters  to  such 
domestic  industrial  groups  as  Cemex,  Vitro,  Alfa  and 
Femsa.  With  just  4%  of  Mexico's  total  population, 
Nuevo  Leon  accounts  for  an  outstanding  share  of 
national  production  with  major  shares  in  such  sec- 
tors as  cement,  glass,  automotive  parts,  beverages 
and  ceramic  products.  In  addition,  some  of  the 
world's  leading  companies  are  established  in  Nuevo 
Leon,  which  attracts  continual  international  interest. 
In  the  past  five  years,  the  state  has  drawn  10%  of 
all  foreign  direct  investment  entering  Mexico. 

The  key  to  Nuevo  Leon's  powerful  economic  posi- 
tion lies  in  its  highly  skilled  and  motivated  workforce. 
Some  63%  of  the  state's  total  budget  is  committed 
to  education,  and  the  universities  and  technical 
schools  located  here  rank  among  the  best,  not  just 
in  Mexico  but  in  all  of  Latin  America.  In  addition, 
Nuevo  Leon  has  developed  an  advanced  infrastruc- 
ture of  highways,  air  transport,  telecommunications, 
power  and  water  supply  second  to  none  in  North 
America.  It  is  no  surprise  that  Monterrey  consis- 
tently ranks  as  the  best  city  in  all  of  Latin  America 
for  doing  business. 

For  all  these  reasons,  Nuevo  Leon  is  the  right  place 
to  be  to  do  business  in  the  NAFTA  region.  For  more 


The  Voices  of  Mexico 


We  can  hear  you. 

The  whole  world 

is  talking,  encaged 

in  a  global  conversation. 

Mexico  is  proud  to  partake 


IN  THIS  dialogue. 


T. 


We  have  much 
to  contribute... 
Inspired  by  three 


THOUSAND  YEARS 


OF  HISTORY,  REBORN 

WITH  THE  NEW  MILLENNIUM. 

TELMEX,  THE  LARGEST 


AND  MOST  ADVANCED 


telecommunications 
network  in  mexico, 
is  bringing  your  voice 
to  our  people. ..and 
sending  you  ours. 
Can  you  hear  it? 


The  Voice  of  Mexico 


ADVERTISEMENTS 

information,  visit  the  state's  Web  site  at 
www.mexico-business.net. 

TELMEX:  The  Market  Leader 

Telefonos  de  Mexico  (TELMEX)  is  Mexico's 
leading  telecommunications  company, 
with  more  than  13.4  million  lines  in  service, 
1.5  million  data  transmission  lines  and 
913,000  Internet  accounts.  Each  year,  its 
invoices  exceed  US$10  billion,  of  which 
20%  is  reinvested  to  update  the  company's 
services  and  technology.  Since  its  privati- 
zation a  decade  ago,  TELMEX  has  invest- 
ed some  US$26  billion  on  infrastructure, 
including  a  68,000-kilometer  fiber-optic  net- 
work. The  result  is  a  multimedia  network 
with  the  broadest  coverage  in  Mexico. 

TELMEX  shares  are  traded  on  the  stock 
exchanges  of  Mexico,  New  York  and 
Madrid  and  on  Nasdaq.  Thanks  to  its  prin- 
cipal shareholders,  Carso  Global  Telecom 
and  SBC  International  Inc.,  TELMEX  enjoys 
a  strong  competitive  and  financial  edge  in 
the  industry.  Major  business  publications 
have  consistently  rated  TELMEX  among 
the  most  important  corporations  in  Latin 
America,  and  the  Mexican  government 
awarded  TELMEX  the  2000  National  Prize 
for  Technology  for  its  innovative  use  of 
resources  to  benefit  clients. 

TELMEX  is  the  principal  long  distance 
service  provider  in  Mexico.  It  relies  on  such 
infrastructure  as  the  Columbus  II  underwa- 
ter cable,  which  unites  the  American  and 
European  continents,  a  collection  of  29 
other  underwater  cables  for  transmission  of 
information  to  Europe,  Asia  and  Australia, 
and  the  new  Maya  I  cable  systems  that  link 
North,  Central  and  South  America.  In  addi- 
tion, TELMEX  sends  information  to  other 
countries  via  two  satellite  systems,  Intelsat 
and  Imarsat.  Its  national  long  distance  ser- 
vices, including  traffic  to  the  U.S.,  are  trans- 
mitted over  its  own  fiber-optic  network. 

Beyond  this,  TELMEX  is  a  leader  in 
access-based  services,  providing  a  wide 
variety  of  such  services  to  more  than 
845,000  subscribers  with  different  band- 
width needs.  TELMEX  also  provides  pri- 
vate links  with  anywhere  from  9.6  Kr 
to  2  MBPS  in  capacity.  In  the  business 
sector,  these  services  are  complemented 


by  telecommunications  and  information 
systems  services  provided  byTELMEX 
affiliate  Red  Uno.  In  mid-2000,  the  Inter- 
net portal  T1  MSN  was  launched  as  an 
equal  joint  venture  between  TELMEX  and 
Microsoft  Corporation.  This  portal,  which 
has  become  the  leader  in  Latin  America 
with  15.8  million  users  monthly,  offers  a 
wide  variety  of  communication  services 
and  content. 


In  the  U.S.,  TELMEX  USA,  a  wholl 
owned  subsidiary  headquartered  in  Sai' 
Diego,  joined  with  TELMEX  to  introduo 
"Tourism  Opportunities."  This  progran 
involves  developing  strategic  alliance 
with  prominent  tourist  destinations,  hote 
chains,  airlines  and  regional  government" 
in  order  to  develop  infrastructure,  promc 
tions  and  high-quality  products  and  sei- 
vices  that  visitors  can  trust. 


The  Leftist 

Billionaire 

Syndrome 

Why  are  names  like  Soros,  Gates 
and  Rockefeller  associated  with 
jltraliberal  causes?  by  dan  seligman 


GEORGE  SOROS  IS  A  STAR  IN 
vestor,  a  superphilanthropist,  a 
terrific  tennis  player  and  a  dopey 
liberal.  I  learned  all  this  and  a  lot 
more  bv  reading  the  fascinating 
new  book  about  him  by  Michael  T.  Kauf- 
man, also  by  barging  around  in  the  spa- 
cious Web  site  at  soros.org.  In  the  latter 
venue  is  this  credo:  "One  of  the  most 
promising  developments  . . .  has  been  the 
formation  of  state-based,  progressive  coali- 
tions. Around  the  country,  labor,  choice  and 
civil  rights  groups,  among  others,  have 

joined  forces  to  work  towards  reform 

To  ensure  that  money  is  spent  in  areas 
where  it  is  needed,  regional  progressive  al- 
lies must  work  together."  furthering  all  this 
progressivism  have  been  Soros  grants  to 
left-liberal  think  tanks  like  the  Economic 
Policy  Institute  (which  also  gets  money 
from  the  AFL-CIO)  and  the  Center  for  Law 
and  Social  Policy. 

What  makes  so  many  smart  billionaires 
gravitate  to  primitive  liberal  positions  one 
would  normally  associate  with,  say,  a  Ben- 
nington freshman?  Money  guilt.  Lew  H. 
Rockwell,  president  of  the  Ludwig  von 
Mises  Institute,  offered  this  explanation 
during  last  year's  debate  over  repeal  of  the 
estate  tax:  "The  rich  have  always  supported 
the  estate  tax.  Despite  their  wealth,  they 
have  imbibed  the  dominant  culture's  ethic 
of  egalitarianism  and  decided  to  promote  it 
as  a  means  of  expiating  their  alleged  sins." 
My  own  preferred  variant  of  this  argument 
is  that  the  rich  promote  it  for  much  the 


same  reason  they  build 
60-room  mansions: 
Both  manifest  Veble- 
nesque  "conspicuous 
consumption."  Paying 
immense  estate  taxes 
with  no  sweat  is  a  terrific 
way  of  advertising  your 
financial  invulnerability. 
Note  that  even  a  99% 
estate  tax  would  not  be 
too  painful  for  the  fel- 
low with  $1  billion; 
there's  still  $10  million 
left  to  see  his  grandchil- 
dren through  Yale. 

Another  possible  ex- 
planation, arguably  dis- 
cernible in  the  estate  tax 
arguments,  is  that  some  billionaires  leave 
their  brains  behind  when  venturing  into 
the  political  realm.  The  record  of  last  year's 
debate  seems  to  show  that  a  number  of  ex- 
tremely rich,  extremely  smart  people  pub- 
licly identified  themselves  as  estate  tax  fans 
at  the  urging  of  a  bunch  of  loony  leftists 
calling  themselves  United  for  a  Fair  Econ- 
omy (UFE).  The  organization  supports  the 
"living  wage"  (a  kind  of  superminimum 
wage)  and  opposes  globalization.  Its  mem- 
bers include  many  who  have  read  and 


BILLIONAIRES 

But  when  the  list  got  published  in  the 
Times,  another  300  or  so — including  Julian 
Robertson  of  the  Tiger  Fund,  Bill  Joy  of  Sun 
Microsystems  and  (naturally)  actor  Paul 
Newman — hastened  to  add  their  names. 

UFE  is  a  strange  animal.  Its  cofounder 
and  project  coordinator  is  a  chap  named 
Charles  (Chuck)  Collins,  an  Oscar  Mayer 
heir  who  attained  a  certain  fame  in  his  mid- 
twenties  when  he  renounced  his  hot  dog 
inheritance  and  went  to  live  in  a  commune. 
For  giving  away  the  loot,  he  received  the 
"Robin  Hood  Award,"  bestowed  by  like- 
minded  rich  youngsters  who  despised  their 
wealth.  Somewhere  along  the  way,  he  got 
the  idea  of  using  rich  people  to  promote 
left-liberal  causes,  and  in  furtherance  of  this 
idea  developed  a  dirigiste  UFE  subsidiary 
called  Responsible  Wealth,  whose  mem- 
bership is  limited  to  folks  in  the  top  5%  of 
income  distribution. 

Collins  appears  to  be  a  free  spirit  and  a 
public  relations  genius.  During  the  2000 
political  campaigns,  he  briefly  had  the 
media  entranced  with  bold  talk  of  organiz- 
ing a  Million  Billionaire  March  (under  the 
slogan  "Inequality  is  not  growing  fast 
enough"),  which,  fortunately  or  otherwise, 
drew  close  to  nobody. 

Now  in  his  early  40s,  he  is  writing  a 
book  with  William  Gates  Sr.  F 


heeded  the  Global  Activist's  Man- 
ual, heavily  promoted  by  the  UFE. 
News  accounts  at  the  time 
made  it  se'em  that  the  guiding 
spirit  behind  Save  the  Estate  Tax 
was  William  Gates  Sr.,  father  of 
Bill  Jr.  But  Bill  Sr.  was  at  all 
points  surrounded  by  UFE  stal- 
warts, who  organized  the  peti- 
tion drive  to  retain  the  tax,  ulti- 
mately got  120  well-heeled 
signatories  and  gave  the  New 
York  Times  an  exclusive  on  the 
story.  Said  the  petition:  "Repeal- 
ing the  estate  tax  would  enrich 
the  heirs  of  America's  million- 
aires and  billionaires  while  hurt- 
ing families  who  struggle  to 
make  ends  meet."  The  initial  sig- 
natories included  Soros,  Gates 
Sr.,  Steven  Rockefeller,  David 
Rockefeller  Jr.,  flour  heiress 
Katharine  Pillsbury  and  (natu- 
rally) Ben  &  Jerry's  Ben  Cohen. 


George  Soros  wants  "progressives"  to  unite. 


Hot  new  idea  on  the 
Left:  Get  the  rich  to 
promote  your  causes 
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WARBURG  PINCUS 


IN  1998  YOUN  JAE  LEE'S  LIFE  WORK 
was  in  tatters,  a  victim  of  Korea's  fi- 
nancial crisis.  Lee  was  the  world's 
largest  tentmaker,  but  the  IMF  Crisis, 
as  it  is  known  in  Korea,  was  crushing 
his  company.  Like  most  Korean  manufac- 
turers, Lee  had  borrowed  short  term  to  in- 
vest in  such  long-term  assets  as  factories. 


He  faced  a  liquidity  squeeze.  Interest  rates 
were  surging  above  30%,  and  Lee's  Korean 
creditors,  under  pressure  from  the  IMF, 
were  calling  in  loans  early. 

So  Lee  swallowed  his  pride  and 
searched  for  a  foreign  investor.  After  flirt-" 
ing  with  American  International  Group 
(AIG)  and  an  affiliate  of  Calpers,  the  Cali- 


fornia state  pension  fund,  Lee  agreed  to  a 
deal  with  Warburg  Pincus,  the  Manhat- 
tan-based private  equity  partnership.  After 
conducting  nine  months  of  due  diligence 
in  five  countries,  Warburg  Pincus  said  it 
would  invest  $50  million  for  an  85%  stake, 
virtually  wiping  out  Lee's  net  worth. 
Warburg  took  over  the  company  in 


; 


! 


Wal  Mart  is  lent  Guy 


BY  ANDREW  TANZER 


How  Warburg  Pincus  bai   d  out  YOUN  JAE  LEE  and  made  the  Korean  tentmaker  a  global  force. 
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PEOPLE 

LIKE  ME  HERE. 

DON  T  THEY? KK 


KAREN  THINKS 
I SHOULD  STAY 

:x:wuj^<du)^  this  ;r\ 

'S:&k8iS8o£  LOOKS- 

<:^hS2<p  just  like: 

!$I|-(n<Q:uJ  MY  REAL  HAIR. 


<o;2(Dm  Ow 
£?t::>:5S.j 
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>  MENISCUS. 

>  NOW  THATS 
,A  GOOD  WORD. 

MAYBE  I  SHOULD 
JSTAY    TIL  5:30  TO 
'SHOW  MY  DEDICATION. 


IF  I  LEAVE,** 
WILL  IT*a*000 
LOOK  LIKE  I'M* 
JEALOUS?  **** 


WILL  I  HAVE 
TO  FIGURE:' 


OUT  MY-»-»:  NOT  ALLfct 
.iShould-.                         OWN  HEALTH  .CHILD  Ntfc 
»».?EJ£  A  PR°Si*"*  INSURANCE  AGAIN?:  ACTORS|>4 
" GO  BAD      m 

GAEL'S  THE  NEW  HERO.^dothey?"* 
_*Y  DON'T  THEY  JUST;  ,F  ,  DON.  T 
"Z^filVE   HIM  A  CAPE?:  REFILL  THE 
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WARBURG  PINCUS 

April  1999  and  renamed  it  NorthPole.  Lee, 
who  stayed  on  as  chairman  and  chief  ex- 
ecutive, understood  his  firm  needed  radi- 
cal surgery  to  survive.  "This  was  a  guy  who 
was  courageous  and  unselfish  enough  to 
put  the  best  interest  of  the  company  ahead 
of  his  own,"  says  Chang  Sun,  the  Warburg 
Pincus  executive  in  Asia  who  put  the 
NorthPole  deal  together. 

It  was  a  business  worth  saving.  Since 
1999  the  company  has  doubled  sales,  to 
$300  million  in  2002,  and  turned  a  $16 
million  loss  into  a  $20  million  net  profit. 
NorthPole  is  the  dominant  supplier  of 
tents  and  mobile  furniture  for  such  Amer- 
ican mass  merchandisers  as  Wal-Mart, 
Kmart  and  Sears,  and  a  growing  supplier 
to  overseas  retailers  such  as  Carrefour, 
Metro  and  Jusco.  NorthPole's  line  also  in- 
cludes sleeping  bags,  backpacks  and  casual 
luggage. 


products.  The  $50  million  equity  injection 
went  to  reduce  debt.  The  private  equity 
firm  also  used  its  connections  and  guar- 
antees to  raise  $40  million  of  eight-year 
loans  from  Dutch  and  German 
development  banks  to  replace  one-year. 
Korean  bank  loans. 

Sun  saw  Lee's  Korean  holding  com- 
pany as  a  fundamental  obstacle  to  trans- 
parency and  profitability.  The  manufac- 
turing had  been  moved  out  of  Korea,  but 
to  raise  debt  in  the  country  the  holding 
company  needed  to  show  profits.  So  Jin- 
woong  was  getting  most  of  its  raw  mate- 
rials from  the  holding  company,  even 
when  the  prices  were  uncompetitive  and 
bulk  purchases  were  slowing  inventory 
turnover.  The  purchasing  manager  was 
Lee's  brother. 

After  the  Warburg  Pincus  takeover,  Lee 
fired  his  brother.  And  he  let  go  of  his  fac- 


pany  conducts  extensive  market  research 
in  the  U.S.,  the  source  of  82%  of  sales  last . 
year.  This  feeds  back  into  a  steady  stream  i 
of    innovative    products.    An    entire 
portable  furniture  line — from  a  mobile 
armchair  retailing  for  $9.99  to  a  $100  | 
instant  bed- — has  moved  from  the  camp- 
site to  the  lawn  and  garden  and  is  now 
moving  into  the  house.  The  frames  and 
materials  are  adapted  from  those  of  tents 
and  sleeping  bags. 

NorthPole  develops  and  designs  new 
products  each  year  to  be  sold  under  store 
brands  or  the  private  labels  of  its  mass- 
merchandising  customers.  Example:  Wal- 
Mart's  Rome  line  of  luggage  is  owned  and  I 
produced  by  NorthPole. 

Chinese  production  enables  NorthPole 
to  ramp  up  output  quickly  and  churn  out  i 
high-quality  merchandise  at  low  prices.  Lee 
built  his  first  factory  in  Xiamen,  Fujian 


Tee  was  a  guy  who  was  courageous  and  unselfish  enough  to 
put  the  best  interest  of  the  company  ahead  of  his  own." 


The  entrepreneurial  Lee  founded  the 
tentmaker  in  1979.  He  was  so  successful 
that  linwoong,  as  the  company  was  called 
then,  was  soon  butting  up  against  U.S.  tex- 
tile import  quotas,  which  are  imposed  on 
certain  categories  of  tents  and  soft  luggage. 
Then  in  the  late  1980s  factory  wages  in 
South  Korea  went  out  of  control,  doubling 
each  year. 

So  Lee  shifted  his  assembly  work  out 
of  Korea,  first  to  the  quota-free  Domini- 
can Republic,  then  to  China,  Sri  Lanka 
and  Bangladesh.  But  Jinwoong  was  much 
more  than  just  another  low-end  Asian 
original-equipment  manufacturer.  It  had 
a  tradition  of  invention  and  innovation. 
Lee  created  a  mass  market  for  the  light- 
weight portable  folding  chair  in  1998; 
sales  of  this  mobile  furniture  have 
increased  to  more  than  $100  million, 
exceeding  tl  of  tents. 

When  tl  -born,  Wharton- 

educated  Sun  ca  Jling,  he  smelled  po- 
tential. "We  ca  an  operational 
problem,  but  w  a  balance  sheet 
problem  pretty  ea.- 

Warburg  Pincu:  isk  was  to  pay 

down  and  restructtu  !  tie's  debt  so 

that  managers  coul  ling  its 
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tory  manager  in  Sri  Lanka,  who  was  a  high 
school  friend.  Warburg  Pincus  purchased 
only  the  overseas  assets  of  the  Korean 
company,  severed  ties  with  the  holding 
company  and  reincorporated  NorthPole 
in  Hong  Kong. 

Lee  says  that  Warburg  Pincus  quickly 
globalized  NorthPole's  culture,  improved 
inventory  management  and  tightened  fi- 
nancial discipline.  NorthPole  spent  $3  mil- 
lion for  an  SAP  enterprise-resource  plan- 
ning (ERP)  system,  which  helped  to 
produce  accounts  in  two  weeks  instead  of 
nine  months  or  more  as  in  the  past.  Now 
NorthPole  has  access  to  sell-through  in- 
formation direcfiy  from  Wal-Mart,  which 
accounts  for  about  35%  of  its  sales,  allow- 
ing it  to  check  inventories  daily. 

The  ERP  system  has  also  allowed 
NorthPole  to  adopt  standard  cost  ac- 
counting for  the  first  time,  enabling  it  to 
calculate  the  real  cost  of  producing  a  tent. 
Globalizing  procurement  has  helped  to 
triple  inventory  turnover  to  four  to  five 
times  a  year,  raising  NorthPole's  gross 
margins  from  18%  to  25%. 

Spending  on  R&D  has  tripled  to  1.5% 
of  sales.  NorthPole  hired  designers  in 
Copenhagen  and  California.  The  corn- 


province,  in  1988.  Why  Xiamen?  Korea  and 
China  had  no  diplomatic  relations  then, 
and  Xiamen,  one  of  Deng's  four  original 
special  economic  zones,  was  the  only  one 
that  would  issue  Lee  a  visa. 

After  Warburg  Pincus  invested,  North- 
Pole  conducted  a  detailed  cost-and-benefit 
analysis  of  its  China,  Sri  Lanka  and  Bangla- 
desh facilities.  Conclusion:  Wages  were 
highest  in  China,  but  vastly  higher  pro- 
ductivity more  than  made  up  for  the  bet- 
ter pay.  So  NorthPole  is  shifting  more  pro- 
duction to  Xiamen,  which  now  accounts  fluid 
for  70%  of  output. 

Warburg  Pincus  is  already  monetizing 
its  investment.  In  October  Britain's  CDC 
Capital  Partners,  an  emerging  market  pri- 
vate equity  house,  bought  a  13%  stake  in  i!,e' 
NorthPole  for  $30  million,  establishing  a !  *w 
value  of  $230  million  for  the  company  and 
allowing  Warburg  Pincus  to  take  out  $20 
million  of  its  original  investment.  Warburg 
Pincus  retains  a  70%  stake,  valued  at  $161 
million  by  this  transaction,  more  than  five 
times  the  value  of  its  $30  million  invest- 
ment. Lee?  He  has  the  option  to  purchase 
5%  of  NorthPole  at  Warburg  Pincus'  orig-   ; 
inal  investment  price — and  the  satisfaction  ^* 
of  running  a  hot  company.  •" 
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hink  you  can  work  a  free  trip  into  your  business  plan? 


/orld  Business  Class!"  When  you  buy  a  full-fare  roundtrip  World  Business  Class 
cketto  Asia  or  Europe  and  complete  travel  by  May  31,  2002,  you'll  earn  a  free  roundtrip 
aach  ticket  for  travel  within  the  contiguous  48  United  States  or  between  the  contiguous 
I  U.S.  and  Canada,  Europe  or  Asia.  Participants  must  be  WorldPerks"  members  and  must 
•gister  for  the  promotion  prior  to  travel,  but  not  later  than  April  30,  2002.  To  register,  visit 
ww.nwa.com/offers/wbcwinter  or  call  1-888-955-7878  and  enter  registration  extension 
■H8  when  prompted.  Some  restrictions  apply.  For  reservations,  visit  www.nwa.com', 
ill  your  travel  agent  or  call  Northwest  Airlines'  at  1-800-447-4747. 


NORTHWEST 

AIRLINES- 


:RMS  AND  CONDITIONS:  This  offer  is  valid  for  WorldPerks  members  residing  in  the  contiguous  48  United  States  or  Canada.  Customers  who  are  not  yet  WorldPerks  members  can  enroll  online  at 
vw.nwa.com  or  call  1-800-225-2525  to  receive  a  nine-digit  account  nurnber.  There  is  no  cost  to  join.  Passengers  must  register  for  this  promotion  prior  to  departure  and  not  later  than  April  30,  2002. 
issengers  cannot  qualify  for  multiple  WorldPerks  offers  with  the  same  roundtrip.  Passengers  registering  for  promotions  with  overlapping  time  periods  will  be  eligible  for  only  the  first  promotion  for  which 
sy  register  Passengers  must  claim  WorldPerks  miles  on  aualifying  trip  to  earn  award-There  is  a  limit  of  one  award  per  person.  Qualifying  travel  must  occur  after  registration  and  must  be  completed  by 
ay  31  2002  All  trans-Atlantic/trans-Pacific  portions  of  travel  must  be  roundtrip  on  select  paid  fares  booked  in  J  or  C  class  between  the  contiguous  48  United  States/Canada  and  Europe/India/ Africa/ 
ddle  East  Asia.  J-  or  C-class  travel  on  upgraded  fares  is  not  eligible  for  this  promotion.  Qualifying  travel  must  be  on  flights  operated  by  Northwest  Airlines.  KLM  Royal  Dutch  Airlines,  or  on  Northwest 
de-share  flights  5980-5999  operated  by  Air  China.  Roundtrip  travel  must  begin  and  end  in  the  contiguous  48  United  States  or  Canada.  Award  certificates  will  be  mailed  after  qualifying  travel  is  com- 
pleted Mailing  addresses  used  will  be  the  most  current  addresses  in  the  WorldPerks  database.  Please  allow  4-6  weeks  for  delivery.  Award  certificates  are  valid  for  travel  through  November  15. 
BK  2002  Award  Travel  must  begin  and  end  in  the  contiguous  48  United  States/Canada  and  is  valid  in  W  class  only.  Award  Travel  must  be  on  flights  operated  by  Northwest  Airlines,  KLM  Royal 
-  Dutch  Airlines  Mesaba  Airlines,  or  Express  Airlines  I.  See  certificate  for  complete  terms  and  conditions.  Northwest  Airlines  is  not  responsible  for  any  malfunctions  associated  with  telephone 
or  web  registration  that  result  in  late  registration  or  incomplete  information.  This  offer  is  not  retroactive.  Additional  restrictions  may  apply.  ©  2002  Northwest  Airlines,  Inc. 
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In  a  world  where  it's  a  different  kind  of  threat  every  day,  you  need  a  different  kind  of  security. 

New  threats  can  blow  right  through  any  firewall  or  anti-virus  software.  That's  where  we  come  in.  Our  dynamic  protection 
helps  you  conduct  business  safely  in  the  face  of  ever-changing  threats  and  increased  risk.  From  proactive  research  and 
award-winning  software  to  24/7  protection  and  response  services,  our  solutions  detect,  prevent  and  respond  to  online 
attacks  and  misuse.  No  matter  who  you're  up  against.  To  learn  more,  call  800-776-2362.  Or  visit  www.iss.net/ad/forbes. 
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Push  a  cart  down  the  aisles  of 
a  supermarket  and  the 
familiar  brands  practically 
ambush  you.  Maxwell 
House.  Kool-Aid.  Oscar 
Mayer.  Velveeta.  Philadelphia  Cream 
Cheese.  Shake  n  Bake.  Grey  Poupon. 
Cream  of  Wheat.  Ritz.  Jell-O.  Chips 
Ahoy.  Oreos.  In  the  pantheon  of  con- 
venience foods,  Kraft  Foods  probably 
has  more  immortals  than  anyone.  Not 
only  does  it  dominate  the  grocery 
shelves.  Kraft  also  dwarfs  other  compa- 
nies when  it  comes  to  those  bulky  dis- 
plays usually  found  at  the  end  of  an 


grocery  stores  that  can't  push  as  many 
foodstuffs  and,  hence,  won't  get  the 
same  favorable  pricing  that  a  Wal-Mart 
or  Kroger  will.  This  is  a  war  where  bat- 
tles are  fought  over  inches  of  shelf  space 
and  pennies  per  item — and  where  there 
are  many  casualties.  Last  year  720  U.S. 
grocery  stores  of  all  sizes  shut  their 
doors.  Of  608  novel  consumer  pack- 
aged products  introduced  between 
1996  and  1998,  only  290  survived  two 
years,  according  to  Information 
Resources. 

Leading  the  charge  in  this  brutal 
industry  is  Betsy  D.  Holden,  co-chief 


Shelf 

DETERMINATION 

Under  Betsy  Holden,  Kraft  Foods  is  winning  the 
war  of  the  aisles.  And  causing  plenty  of  casualties. 

BY      BRANDON      COPPLE 


aisle;  it  typically  has  eight  to  ten  per 
store.  This  is  ground  zero  for  "in-store 
decision  making,"  as  it's  known  in  the 
trade — and  the  best  chance  of  getting 
into  the  passing  baskets  of  harried 
shoppers. 

Kraft's  size  and  ubiquity  are  great 
for  business — for  the  Northfield,  111.- 
based  foodmaker  and  for  the  largest 
supermarket  chains,  that  is.  Not  so 
great  for  the  little  granola  maker  or 
fruit  popsicle  company  trying  to  edge 
its  way  onto  the  shelves  of  the  big 
supermarket  chains.  Nor  for  smaller 


executive  of  Kraft  since  last  year.  She 
comes  across  more  as  a  soccer  mom  or 
an  elementary  school  teacher  than  as 
the  head  of  a  company  that  last  year 
earned  $2.1  billion  on  $33.9  billion  in 
revenues.  In  an  era  when  many  busi- 
nesswomen would  recoil  at  such  a 
description,  Holden  is  proud  of  it.  As  a 
46-year-old  mother  of  two  soccer-age 
suburban  kids,  Holden  herself  is  Kraft's  » 
target  customer.  And  20  years  ago,  § 
teaching  in  a  fourth-grade  classroom  I 
outside  of  Chicago,  she  learned  how  to  S 
get  those  kids  to  do  what  she  wanted,     t 
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Today  she  gets  the  same  results  with  giant  retailers  like 
Wal-Mart  and  Safeway.  "The  only  difference  is  the  age  of  the 
students,"  she  jokes.  In  fact,  it's  been  easier  to  convince  super- 
markets of  the  benefits  of  carrying  lots  and  lots  of  Kraft  food- 
stuffs, displayed  the  way  Holden  wants  it,  than  it  was  to  teach 
the  virtues  of  multiplication  tables.  By  dint  of  its  powerhouse 
brands  and  marketing  muscle — it  spends  $850  million  a  year 


To  a  small  foodmaker,  this  looks  like  a  fox  guarding  a  hen- 
house. To  Kraft,  it's  the  new  era  of  database-rich  retailing. 

"Everybody's  got  the  knife  to  their  throats,  and  what 
retailers  are  saying  is  "that  Kraft  is  the  go-to  supplier,"  says 
Kenneth  Harris,  an  Evanston,  111.  consultant  with  Cannondale 
Associates,  which. each  year  asks  retailers  to  rank  suppliers; 
in  several  strategic  categories.  Last  year,  for  the  first  time 


AN  IRON  FIST  IN  A  VELVEETA  GLOVE:  BETSY  HOLDEN  WINS  OVER  RETAILERS  WITH  CONSUMER  INSIGHTS  AND  MARKETING  ADVICE 


on  promotion  and  advertising — Kraft  can  present  an 
irrefutable  case  for  mutual  best  interest. 

With  those  advantages,  Holden  and  Kraft  needn't  bully 
retailers  when  they  can  win  them  over  with  consumer  insights 
and  marketing  advice.  Grot  is  are  listening,  and  in  many 
cases  they're  handing  Krat  keys  to  the  storeroom,  giv- 

ing it  power  to  make  decis  out  product  placement, 

promotions  and  pricing — not         for  its  own  category-dom- 
inating brands,  but  also  for  thos      ■.  its  .     npetitors. 
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Kraft  overtook  Procter  &  Gamble  as  the  highest-ranked  sup- 
plier (see  graphic,  p.  142). 

The  symbiotic  arrangement  between  Kraft  and  giant 
retailers  is  redefining  the  way  groceries  are  sold.  It  also  rep- 
resents the  outcome  of  long-standing  arm-wrestling  between 
food  manufacturers  and  retailers  as  each  side  consolidated 
to  gain  an  advantage  against  the  other.  The  five  largest  retail- 
ers' share  of  the  grocery  business  climbed  from  26.5%  in 
1980  to  38%  in  2000.  After  years  of  cowering  before  the 
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260-hp  Acura  CL  Type-S.  Happiness  is  a  new,  crisp-shifting  manual  transmission, 
istant  acceleration  from  a  powerful  3.2-liter  VTEC™  engine.  Race-tuned  suspension.  And  a  leather-trimmed  interior  with 
variable  OnStar8  service.  Sure  beats  video  games,  huh?  Call  1-800-TO-Acura  or  visit  acura.com.    (fyACURA 


HITTING  THE  SALSA 

Steve  Bowling  is  one  of  those  rare  little  guys  who's  made  it  in  the  fodd  business— just  barely. 


BY  LEA  GOLDMAN 

The  roof  of  his  black  Mustang 
desperately  needed  repairs  back 
in  1993.  But  Stephen  Bowling 
had  blown  his  last  $3,500  on  salsa;  20 
cases  were  wedged  in  his  backseat.  On 
rainy  days,  when  he  called  on  grocery 
stores  in  the  Stamford,  Conn,  area,  Hog- 
ging Valley  of  Mexico  fire- roasted  salsa, 
the  cardboard  boxes  got  soggy. 

Bowling  was  determined  to  make 
good  after  a  string  of  failures  in  the  sal- 
vage business  and  as  a  kung  fu  instruc- 
tor and  a  peddler  of  pimiento-and- 
cheese  spread.  This  time  he  did  his 


"You  deal  with  these  things  or  you  don't  exist":  salsa  man  Bowling. 


homework,  researching  salsa  recipes, 
consulting  Mexican  chefs,  giving  taste 
tests  to  patient  friends  and  family  be- 
fore perfecting  the  brew.  But  convinc- 
ing stores  to  stock  the  $4  jars  was  tough. 
He  promised  prompt  delivery,  in-store 
demos  and,  of  course,  free  samples,  giv- 
ing away  some  30%  of  his  initial  400 
cases  to  grocers.  First  year  results:  Bowl- 
ing lost  $6,000  on  sales  of  $9,000.  He 
had  to  work  for  his  cousin's  garage-door 
business  to  keep  chips  on  the  table. 

Then  he  caught  a  break.  While  on 
an  installation  job,  Bowling  met  the  wife 
of  a  supermarket  distributor  and  plied 
her  with  jars  of 
salsa.  Because  the 
distributor,  Mutual 
Biscuit,  had  close 
ties  with  Stop  & 
Shop,  the  grocery 
chain  waived  slot- 
ting fees — pay- 
ments to  retailers  in 
exchange  for  shelf 
space— and  ac- 
v  cepted    Valley    of 

ijliM  Mexico  in  80  or  so 
stores  in  Connecti- 
cut. But  Bowling 
had  just  six  months 
to  prove  the  salsa's 
appeal  or  it  would 
be  canned.  Stop  & 
Shop  insisted  he 
show  up  at  stores  to 
hawk  free  samples. 
Grueling 
though  it  was,  he 


-  did  enough  business  in  1995  to  be  able 
to  shell  out  $3,000  for  two  radio  com- 
mercials— by  Don  Imus  on  his  morning 
show.  The  two-minute  spiel  turned  into 
a  ten-minute  riff  on  how  Bowling 
couldn't  even  afford  serious  airtime. 
"Imus  was  making  fun  of  me,  talking 
about  this  guy  who  sells  salsa  out  of  his 
car,"  Bowling  recalls.  The  commercial 
helped  generate  buzz.  That  year  Valley 
fans  contacted  Shaw's  and  Piggly  Wig- 
gly,  demanding  they  stock  the  salsa. 

Today  Bowling's  concoctions  are  in 
2,000  stores  across  the  Northeast  and 
Southeast.  Instead  of  cash  payments, 
Bowling  pays  for  "free  fill,"  or  the  costs 
the  chains  incur  buying  cases  from  his 
distributors — and  that's  generally  for  a 
few  feet  on  the  bottom  shelf.  He  must 
still  fork  over  complimentary  cases  for 
grand  openings  of  new  stores,  which 
hurts  when  you're  only  producing 
30,000  cases  a  year.  Bowling  managed  a 
tiny  profit  on  $3  million  in  sales  last 
year.  "You  deal  with  these  things,  or  you 
don't  exist,"  he  says,  resignedly. 

As  Bowling  expands,  it  will  only  get 
worse.  By  year-end,  he  hopes  to  have 
Sweet-Peno  jalapeno  slices  and  a  line  of 
breads  in  stores.  But  it  will  cost  him  up 
to  $100,000  for  slotting  fees.  He  will  also 
have  to  enlarge  his  operation  from  a 
one-man  show  that  outsources  every- 
thing from  accounting  and  ordering- 
software  to  jars  and  salsa  production. 
All  this  spells  bank  debt  and  years  of  po- 
tential losses.  He  has,  however,  replaced 
that  leaky  Mustang.  These  days,  Bowling 
tools  around  in  a  1992  BMW  735i.      F 


power  of  brand  giants  like  P&G,  consolidating  retailers  turned 
the  tables,  putting  the  squeeze  on  manufacturers,  demanding 
price  cuts  and  often  extracting  cash  for  shelf  space — the  noto- 
rious slotting  fees. 

Retaliating,  the  food  manufacturers  have  combined  as 
well  (sec  chart,  />.  140).  Kraft  represents  the  recent  consoli- 
dation, under  Philip  Morris,  of  three  foodmaking  giants  that 
even  when  separate  were  powerful  enough  to  cause  hand- 
wringing  among  ant  it  ru  i  Mready  in  their  early- 


20th-century  incarnations,  as  National  Dairy  Products  (later 
Kraft),  National  Biscuit  Co.  (Nabisco)  and  Post  Cereal  (Gen- 
eral Foods),  these  three  were  category  leaders  in  a  position 
to  elbow  smaller  foodmakers  off  the  shelves.  Just  two  of  the 
antitrust  squabbles  in  this  competitive  business:  a  1930s  law- 
suit in  which  Kellogg  claimed  that  Nabisco  was  monopoliz- 
ing the  shredded-wheat  industry;  and  a  long  battle,  begin- 
ning in  1962,  in  which  the  federal  government  claimed  Kraft 
was  giving  price  breaks  to  national  supermarket  chains  that 
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SHOULD  THE  PARENT  LET  GO? 

Kraft's  superior  stock-price  performance  is 
one  reason  for  Philip  Morris  to  set  it  free. 


130  Ratio  scale 


Stock  prices 
indexed  6/15/01=100 


Philip  Morris 
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it  denied  to  little  retailers. 

Why  did  trustbusters  sit  on  their  hands  while  Philip  Mor- 
ris in  1988  added  Kraft  to  its  General  Foods  and  then 
rounded  out  the  line  with  its  purchase  of  Nabisco  in  2000? 
One  reason  is  that  the  consolidation  was  a  defensive  move 
that  simply  evened  the  score  with  the  newly  powerful  retail 
chains. 

Not  everybody  is  waving  merrily  as  the  Kraft  juggernaut 
rumbles  by.  Smaller  rivals  are  getting  crushed.  Although  they 
are  unlikely  to  force  a  breakup  of  the  food  manufacturing 
industry,  antitrust  officials  are  questioning  the  wisdom — and 
the  legality — of  an  arrangement  that  gives  selected  suppliers 
disproportionate  influence  over  shelf  space.  "As  an  antitrust 
matter,  it  seems  rather  strange  that  you'd  have  one  company 
advising  a  store  on  how  to  handle  the  product  of  its 
competitors,"  says  Federal  Trade  Commission  member 
Thomas  Leary. 

Such  collaboration  terrifies  the  little  guy,  who  already  feels 
he's  getting  shafted.  "[Retailers]  might  price  you  out,  or  they 
might  put  you  down  on  the  bottom  shelf  where  nobody  can 
see  you,"  says  Scott  Hannah,  chief  executive  of  Pacific  Valley 
Foods,  a  Bellevue,  Wash,  outfit  that  sells  frozen  vegetables. 

These  fears  may  be  widespread,  but  few  small  companies 
are  willing  to  talk  about  them — even  to  federal  investigators. 
In  October  1999  Senate  Small  Business  Committee  Chair- 
man Christopher  Bom  I  R-Mo.)  asked  the  General  Account- 
ing Office  to  study  slott  tg  lees.  Bond  equipped  the  GAO  with 
a  letter  promising  com  iality  to  anybody  who  came  clean. 
A  year  later  the  GAO's  Li  >yckman  came  back  empty- 
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handed.  "I  have  worked  for  the  GAO  for  31  years  and  this 
is  the  first  time  I  have  had  to  report  to  a  committee  that 
I  have  been  unsuccessful  in  trying  to  carry  out  the  work," 
a  frustrated  Dyckrrian  testified. 

So  how  does  the  system  work?  Specific  pricing  infor- 
mation is  very  .tough  to  come  by — secrecy  shrouds  the 
special  deals  that  salesmen  cut  product  by  product,  region 
by  region,  retailer  by  retailer,  as  they  jockey  for  shelf 
space.  This  much  is  known:  Real  estate  on  the  grocery 
shelves  is  largely  allocated  according  to  clout  and  to 
money  passing  to  the  retailer,  either  in  fees  or  price  dis- 
counts. Established  manufacturers  like  Kraft  still  have  to 
pay  chains  to  take  new  products,  but  they  receive  prefer- 
ential treatment  in  placement  and  display  because  of  their 
ability  to  generate  huge  turnover. 

For  a  new  product  the  standard  price  of  admission  to 
the  shelves  is  a  slotting  fee — up  to  $25,000  per  item  for  a 
regional  cluster  of  stores.  (A  California  food  producer 
says  he  met  with  a  buyer  at  a  chain  grocer  who  demanded 
$250,000  for  ten  stores  and  wouldn't  even  take  a  meeting 
until  he  received  a  $100,000  check.)  Small  manufacturers 
hate  paying  upfront  money;  it  can  put  them  out  of  busi- 
ness before  they've  even  started. 

But  retailers  legitimately  argue  that  they're  taking  a 
risk  by  giving  over  valuable  space  to  an  unproven  prod- 
uct. If  the  product  is  the  winner  that  the  sales  rep  says  it  will 
be,  the  manufacturer  can  earn  back  that  slotting  fee.  Just  how 
much  a  foodmaker  pays  depends  on  several  factors — more  if 
the  retailer  provides  distribution,  less  if  the  product  appears 
to  be  innovative  enough  to  create  incremental  sales  for  the 
store.  The  manufacturer  can  offer  deep  discounts  or  supply 
free  goods  or  services.  Some  retailers,  says  Pacific  Valley's 
Hannah,  are  beginning  to  demand  in-kind  payments  like 
stockroom  labor. 

Increasingly  common  are  what's  called  "free  fills."  A  food 
supplier  sells  its  product  to  a  distributor  for,  say,  $10  a  case. 
The  distributor  marks  up  the  price  25%  to  the  retailer — who 
pays  the  $12.50  but  then  asks  the  manufacturer  to  rebate  the 
$2.50  markup  to  him.  On  that  case  the  food  producer  is  net- 
ting only  $7.50.  "Free  fill,"  sighs  a  New  England  manufac- 
turer with  $1.4  million  in  sales  last  year.  "If  it  was  actually 
free,  it  would  be  a  little  easier  to  swallow." 

Even  P&G  pays  slotting  fees — sometimes  at  higher  rates 
than  tiny  foodmakers.  Why?  "Large  companies  often  pursue 
narrower  product  innovation  strategies,  just  variations  on 
products  they  already  offer,"  says  a  former  executive  at  two 
major  food  companies  who  now  runs  a  small  foodmaker.  If 
Crest,  he  says,  comes  out  with  an  all-in-one  tartar  control 
and  whitening  toothpaste,  and  Colgate  already  has  a  similar 
product  out  there,  why  should  P&G  get  a  free  ride — particu- 
larly if  it's  further  subdividing  an  existing  market? 

Kraft  claims  it  doesn't  pay  for  shelf  space.  It  does  cough 
up  cash  to  promote  new  products,  says  Philip  Pellegrino,  head 
of  sales  and  Betsy  Holden's  chief  lieutenant  in  the  shelf-space 
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crusade.  But  i  ellegrino  insists,  a  slotting  allowance. 

The  biggest  emporium  of  all,  Wal-Mart,  doesn't  charge 
slotting  fees  to  anyone.  It  gets  its  ample  gross  profits  by  insist- 
ing on  better  pricing,  such  as  an  extra  percentage  point  in 
the  standard  discount  for  early  payment.  Here  the  picture  is 
clouded  by  an  arcan  1936  pricing  law,  the  Robinson-Pat- 
man  Act.  Enacted  in  opulist  attack  on  the  then-mighty 
A&l'  chain,  the  law  fori      s  a  manufacturer  from  giving  vol- 


ume discounts  unless  they  are  either  justified  by  cost  differ- 
ences or  are  necessary  to  meet  the  prices  of  a  competitor. 
That  allows  Wal-Mart  to  qualify  for  special  treatment — if, 
for  example,  it  does  more  of  the  warehousing  or  shipping  j 
than  the  next  retailer  or  displays  goods  in  a  different  way  in 
the  store. 

Obviously,  a  giant  retailer  can  pummel  a  tiny  supplier 
with  greater  impunity  than  it  can  a  big  one.  "Wal-Mart  isn't 
able  to  put  the  squeeze  on  suppliers  who  are  dominant  in 
their  market,"  says  University  of  North  Carolina  professor 
Paul  N.  Bloom.  The  large  manufacturer  can  insist  that  cheap 
house  brands  be  kept  further  away  on  the  shelf  from  its  cost- 
lier brands;  the  small  manufacturer  takes  its  lumps.  Robin- 
son-Patman  scarcely  provides  for  such  subtleties. 

Retailers  have  another  way  to  extract  money  from  food 
manufacturers:  Make  them  pay  for  the  advertising  circulars 
that  jam  your  Sunday  paper.  The  reason  you  rarely  see  a  lit- 
tle-known brand  in  these  flyers  is  that  this  sort  of  advertising 
can  be  prohibitively  expensive — up  to  $3,000  for  a  one-inch 
square  color  photo,  depending  on  the  size  of  the  chain  and 
how  many  stores  carry  the  item. 

Nothing  in  this  business  beats  access.  One  of  Kraft's 
biggest  advantages  is  face  time  with  retail  executives,  which 
the  tiny  pasta  or  organic  jam  outfit  can  scarcely  afford.  Pel- 
legrino  spends  three  days  a  week  with  customers.  Holden 
blocks  out  two  days  a  month  for  what  she  calls  "top-to-tif)p" 
discussions  with  chains  like  Wal-Mart  and  Albertson'sAAt 
some  of  those  meetings,  each  of  Kraft's  12  business  units  gets 
30  minutes  in  front  of  the  customer — a  marathon  day.  "We're' 
there  to  listen,"  Pellegrino  says.  Every  division  gets  a  score 
between  one  and  ten  and  walks  away  with  a  list  of  improve- 
ments the  retailer  wants  to  see.  "If  we're  not  the  best  vendor, 
we  want  to  know  who  is,"  says  Holden. 

More  often  than  not,  though,  they  are  the  bestseller.  The 
Cannondale  rankings  prove  it,  but  you  can  see  it  for  your- 
self, in  the  heap  of  Oreo  cookies  or  Ritz  crackers  at  the  end  of 
the  aisle.  You'll  find  Oscar  Mayer  Lunchables  in  a  case  near — 
but  separate  from — the  meat  section.  Down  in  the  freezer 
aisle  DiGiorno  pizza  is  on  prominent  display. 

Disputes  over  display  space  recently  spilled  into  court 
twice,  both  times  in  the  tobacco  business.  One  case,  brought 
by  three  cigarette  companies,  alleges  that  Philip  Morris, 
Kraft's  parent  (it  still  owns  84%),  paid  retailers  to  shove  com- 
petitors' smokes  to  the  sides  and  to  the  bottom  of  displays, 
where  nobody  would  see  them.  Trial  is  set  for  May  20. 

Such  fights  have  intensified  as  cigarette  makers  have  lost 
their  ability  to  advertise.  In  the  food  business  it  hasn't  come 
to  legal  blows  recently,  but  there  have  been  plenty  of  skir- 
mishes along  the  way  to  the  uneasy  truce  that  exists  now,  in 
which  manufacturers  give  marketing  advice  to  retailers. 

The  buddy  relationship  dates  back  to  1985,  when  P&G's 
vice  president  of  sales  cut  a  deal  with  his  biggest  customer, 
Sam  Walton;  the  "channel  partnership"  would  comanage  the 
overlapping  parts  of  their  supply  chain  like  a  vertically  inte- 
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grated  company.  By  1990  P&G  had  a  dozen  full-time  employ- 
ees near  Wal-Mart's  headquarters  in  Bentonville,  Ark.  Mean- 
while, the  industry  was  embracing  a  new  concept  called  "cat- 
egory management."  Put  simply,  it  called  on  retailers  to  plan 
marketing  and  strategy  for  an  entire  group  of  products  rather 
than  brand  by  brand,  as  they  had  traditionally  done. 

Eventually  retailers  began  farming  out  category  manage- 
ment to  their  suppliers.  With  profits  slim,  grocers  didn't  have 
much  to  spend  on  marketing  (they'd  never  been  particularly 
good  at  it  anyway),  and  consumer  tastes  and  habits  were 
changing  fast.  Manufacturers  like  P&G  and  Kraft  had  huge 
marketing  budgets,  managed  by  legions  of  M.B.A.s.  They 
spent  lavishly  trying  to  understand  consumer  preferences 
and  buying  patterns.  As  supermarkets  tapped  into  those 
resources,  the  shift  began.  Mass-market  advertising  began 
giving  way  to  in-store  merchandising;  in  2000, 13%  of  a  food- 
maker's  sales  went  to  in-store  promotions  and  discounting, 
up  from  5%  in  1978. 

Kraft  began  offering  category  management  in  1993,  but  in 


Through  all  this  Holden  was  a  rising  star  at  Kraft.  She 
had  come  to  the  company  in  1982,  already  a  long  way  from 
her  fourth-grade  class  in  Glencoe,  111.  While  there  she  had 
taken  a  side  job  helping  Playskool  develop  toys;  a  brief 
glimpse  of  the  marketing  side  sent  her  into  an  M.B.A.  pro- 
gram at  Northwestern  University's  Kellogg  School  of  Man- 
agement. Two  years  later  she  came  out  of  Kellogg  with  a  hus- 
band, Arthur — a  classmate  and  now  chief  executive  of  a 
Chicago  gene-mapping  outfit  called  First  Genetic  Trust — 
and  a  job  at  General  Foods  in  White  Plains,  N.Y. 

In  her  climb  up  the  corporate  staircase  Holden  served 
two  years  as  brand  manager  for  Miracle  Whip,  another  two 
leading  the  new-product  division.  In  1994  she  was  running 
the  Tombstone  pizza  unit.  And  she  was  riding  a  rocket: 
Kraft's  new  rising-crust  pizza,  DiGiorno,  launched  in  1995, 
blasted  into  the  freezer  section;  today  it  brings  in  $400  mil- 
lion in  annual  sales. 

But  success  was  hardly  a  quick  spin  in  the  microwave. : 
Any  new  product  faces  an  arduous  climb  in  the  freezer  sec- 
tion, the   most  competitive  i 


MORE  AND  MORE  POWERFUL 

Of  the  16,000  foodmakers,  just  20— Philip  Morris,  Coca-Cola  and 
Nestle  among  them— now  account  for  nearly  54%  of  checkout  sales 
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Increasing  dominance  by  the  top  20  among  the  largest  100  food  and 
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those  days  it  had  bigger  problems  to  deal  with.  Kraft  was 
going  to  supermarkets  with  its  nine  different  sales  divisions, 
organized  under  three  different  operating  divisions — Kraft, 
Oscar  Mayer  and  General  Foods.  That  had  to  change.  Retail- 
ers, consolidating  and  gaining  strength,  wouldn't  put  up  with 
multiple  visits  from  different  representatives  of  the  same 
company.  In  1995  Kraft  dramatically  reorganized  its  sales 
force,  centralizing  it,  then  slicing  it  into  teams  of  300  people, 
broken  up  by  customer — not  by  brand.  Now  Kraft  has  one 
customer  manager  for  each  major  chain  in  a  city  or  region. 
While  Kraft  was  shoring  up  its  in-store  connections,  P&G 
was  severing  theirs.  I  >000  in  an  effort  to  cut  costs)  the 
folks  in  Cincinnati  de<  ?liminate  the  retail  sales  force, 

leaving  only  corporate  to  work  with  their  retail 

counterparts.  That  nn  tion  with  Kraft's 

buildup,  set  the  stage  for  i ..   s\  Holden  to  overtake  Procter. 


space  in  the  supermarket.  As 
DiGiorno  rolled  out,  Holden  ( 
rode  with  it — in  trucks  along  j 
with  Kraft  sales  reps.  SheJ 
presided  over  the  pitch  to  store  j 
managers:  Put  DiGiorno  in  the  j 
freezer,  and  it'll  help  you  keep  \ 
your  customers  out  of  Pizza  i 
Hut.  The  lesson  she  learned:  I 
"Customers  are  looking  fori 
innovation,  but  they're  also 
looking  for  some  excitement  inij 
their  stores." 

To  spur  excitement,  Holden 
relied  on  a  direct-delivery  sales 
force  for  DiGiorno — the  only  j 
one  of  its  kind  within  Kraft. 
They  worked  closely  with  store ) 
managers  to  arrange  displays,  monitor  placement,  plan  pro- 
motions and  supervise  extensive  sampling.   In   three  I 
years  Kraft's  share  of  the  frozen  pizza  market  jumped  from 
28%  to  34%. 

Her  blowout  in  pizza  led  Holden  to  the  pinnacle  of  Kraft's  I 
mountaintop — the  cheese  division,  where  she  worked  for 
nearly  three  years,  beginning  in  1995.  While  there  Holden 
perfected  her  pitch  to  retailers.  As  Kraft  used  its  dairy-case 
dominance  to  take  over  marketing  responsibility  in  grocery 
stores,  even  competitors  had  to  admit  it  was  working.  Says 
one:  "Betsy  understood  that  cooperation  builds  categories.  | 
And  she  was  wildly  cooperative." 

That  trait  would  make  her  the  perfect  chief  executive  fori 
Kraft  two  years  later.  But  it  took  a  couple  of  big  breaks  to 
clear  the  way.  The  first  came  in  May  2000,  when  then-chief  | 
Robert  Eckert  unexpectedly  bolted  to  take  over  Mattel. 
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IN  THE  RACE  FOR  BUSINESS,  A 
GULFSTREAM  IS  YOUR  ULTIMATE 

ADVANTAGE 

Benefit  from  the  safety  and  proven  performance  that  only  a  Gulfstream  delivers. 
Depend  upon  our  reputation  for  unprecedented  product  reliability.  Look  forward  to 
unrivaled  quality.  Rely  on  our  award-winning  service  and  product  support.  Take 
comfort  knowing  you  own  a  Gulfstream,  the  aircraft  of  choice  for  business  and  world 
leaders  since  1958. 

Gulfstream  -  bringing  worldwide  business  within  easy  reach. 

To  learn  more  about  the  Gulfstream  fleet  call  Joe  Walker,  Senior  Vice  President, 
Worldwide  sales  at  (912)  965-5555  or  visit  www.gulfstreamsinflight.com. 

'TH E  VVQRl  D  STAN DARf) 

Gulfstream 

A   GEMERAI-    DVNAWIIGS    COIMPANV 

www.gulfstream.com 
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THE  BIGGEST  CHEESE 

Every  year  retailers  rank  foodmakers'  strategies.  In  1997  Procter 
&  Gamble  towered  over  its  rivals.  Last  year  Kraft  became  king. 
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Holden  became  head  of  the  food  division  at  Philip  Morris. 
Then,  in  January  2001,  five  months  before  Kraft's  public 
offering,  Nabisco  chief  lames  Kilts  quit  and  took  a  job  run- 
ning Gillette.  That  cleared  the  path  for  Holden  to  be  named 
Kraft's  co-chief  executive  in  June  2001  (she  shares  the  job 
with  Roger  Deromedi,  who  runs  the  smaller  international 
division). 

Kraft  brands  sit  atop  23  categories,  from  cookies  (Oreo) 
to  synthetic  cheese  (Velveeta).  As  the  dominant  brand,  Kraft 
is  often  appointed  "category  captain"  by  retailers  that  believe 
the  manufacturer  has  the  greatest  resources  and  the  will  to 
exert  them  to  drive  sales  across  the  category.  In  that  role  it  has 
one  assignment:  Make  money  for  the  retailer.  That's  only 
possible  if  you  have  the  means  to  learn  everything  about  the 
category — sales  volume,  shelf-space  allotments,  placement, 
pricing,  retailer  costs.  Those  costs  can  include  the  price  paid 
for  competitors'  products,  collected  from  third  parties  and 
fed  to  Kraft's  sa1-  s  division. 

Kraft  gets  its  sales  data  from  industry  number  crunchers 
Information  Resources  and  ACNielsen.  Unless  it's  talking  to 
Wal-Mart,  which  last  year  stopped  providing  its  sales  num- 
bers to  Information  Resources,  figuring  it  could  get  all  the 
analysis  it  needed  Iron  ers  or  its  own  sophisticated 

systems.  That  move  roc.  idustry:  It  was  a  shot  across 

IRfs  bow  and  a  signal  to  urers  that  the  stakes  arc 


getting  higher  in  the  informa- 
tion game. 

Kraft  is  ready  to  play.  Once 
they  get  the  numbers  from  their 
customers,  Pellegrino's  sales 
reps     open     their     laptops. 
A  Kraft-developed  application 
called   Three-Step   Category 
Builder  lets  them  tear  a  cate- 
gory apart,  analyze  all  the  data 
and  create  a  management  plan 
in  two  days — a  process  that 
used  to  take  200  hours.  The 
software  then  distills  the  plan 
into  a  few  simple  charts.  "It 
shouldn't  take  more  than  15  j 
minutes    to    explain,"    says 
Christopher  Hogan,  technology 
chief  in  Kraft's  sales  division. 
The  plan  will  tell  the  retailer 
which  products  to  move  to  eye 
level,  where  to  position  its 
house  brands  (the  most  prof- 
itable products  in  the  store)  and 
what  to  charge  for  each  brand. 
As  Pellegrino  says:  "You  get  to 
make  the  lineup" — or  even  rec- 
I    ommend  jettisoning  slow-sell- 
ing brands  altogether. 
The  cozy  relationship  between  giant  foodmakers  and 
retailers  has  put  the  FTC  on  alert.  A  February  2001  report  on 
slotting  allowances  (a  practice  the  agency  has  been  crusading 
against  for  years)  detailed  four  potential  antitrust  problems 
with  category  captains:  access  to  competitive  information, 
exclusion  of  competitors'  products,  collusion  among  retail- 
ers that  share  a  category  captain  and  collusion  among 
manufacturers. 

"The  practice  raises  questions  about  whether  the  big  dog 
not  only  eats  first,  but  also  decides  who  gets  the  table 
scraps,"  says  Senator  Bond.  Leary,  the  FTC  commissioner, 
remembers  that  while  working  as  a  private  antitrust  lawyer 
he  had  a  client  who  claimed  it  had  been  disadvantaged  by 
the  recommendation  of  a  competing  category  captain  (he 
won't  name  names).  Now  the  onetime  adviser  to  General 
Motors  finds  the  category-captain  structure  highly  suspi- 
cious. "I  would've  been  amazed  if  I  thought  anybody  at  GM 
would  be  advising  auto  dealers  about  how  to  price  and  pro- 
mote Fords,"  he  says. 

The  technological  and  economic  forces  that  drive  con- 
solidation— and  propelled  Kraft  to  where  it  is  today — seem 
destined  to  continue.  But  the  populist  reaction  won't  go  away 
either.  Holden's  shelf  wars  are  just  beginning.  F 


Additional  reporting  by  Lea  Goldman. 
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Heller  Ehrman     Conventional  Thinking 


truer  symbol  of  the  archetypal  lawyer  exists;  may  it  stand  up  and  be  known. 
Heller  Ehrman  you  won't  find  heavily  starched  attorneys  thinkjop  equally  rigid 
I'jghts.  Instead,  you'll  find  teams  pf  spirited  individualists Jodkng, .beyond  the 
?ected  to  the  exceptional,  where  the  extraordinary  soiyiidns  are  found,   ,     .^ 
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Challenging  the  laws  of  convention. 
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When  you  attract  the  best  talent,  you  can  offer  smarter  solutions. 


FORTUNE 

100  BEST 

COMPANIES 


For  the  fourth  year  in  a  row,  Ernst  &  Young  has  been  named 
one  of  FORTUNE"  magazine's  "100  Best  Companies  to  Work  For." 

Our  enticing  work  environment  draws  top  talent  which  means  we 
can  offer  smarter  solutions  for  your  business.  And  by  empowering 
our  people  with  award-winning  technology,  greater  professional 
development  and  proven  tools  to  help  integrate  work  and  life,  we  help 
them  to  succeed.  Which  leads  to  your  success,  too.  How  sweet  it  is. 
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Ernst   Young 


From  thought  to  finish.1 
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state— and  the  biggest 
companies  in  each 
state— by  our  four  rank- 
ing criteria:  sales,  profits, 
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Sign  of 
The  Times 


BY     SCOTT     DECARLO 

Our  34th  annual  500s  directory  is  a  report 
card  on  the  2001  financial  performance  of 
America's  biggest  corporations.  No  surprise 
that  the  grades  were  pretty  awful  last  year. 
How  bad  were  they?  For  example,  consider 
that  the  aggregate  net  income  of  the  500 
most  profitable  U.S.  firms  declined  23%. 
That's  the  worst  performance  since  1992, 
when  profits  were  off  10%.  Our  Super  500 
list  is  based  on  the  individual  rankings  of 
the  824  firms  that  made  one  or  more  of  our 
lists:  sales,  profits,  assets  and  market  value. 


Winners    and    Losers 


r 


Grand    To t a  I  s 


The  bear  market  in  2000  for  the  Forbes  Market  Value  500 
indicated  bad  times  were  coming.  Last  year  the  Sales  and 
Profits  500s  posted  their  weakest  returns  since  1992. 


CATEGORY 


2001 
TOTAL 


CHANGE  15-YEAR 

OVER  GROWTH 

2000  RATE1 


Sales  500 


$7.1  trillion 


1.1% 


6.8% 


Profits  500 


380  billion 


-23.4 


8.6 


Assets  500 


19.5  trillion 


9.0 


8.5 


Market  Value  500 


10.8  trillion 


0.8 


15.7 


Total  employment  of 
824  companies 


25.8  million 


3.6 


1.4 


Making    the    BOOs    Cut 

A  tough  year  for  business  meant  the  cutoffs  for  making  one  of 
the  Forbes  500  lists  were  generally  lower  than  in  2000.  But 
since  1991,  profits  and  market  value  minimums  are  up  sharply. 


Sales 


(SMIL) 


1991 


$1,585 


Merisel 


2001 


2,760 


International  Multifoods 


Profits 


1991 


58.8 


Cisco  Systems 


2001 


117.2 


Eaton  Vance 


Assets 


1991 


2,632 


Multibank  Financial1 


2001 


4,638 


Goodrich 


Market  Value 


1991 


1,345 


Huntington  Bancshares 


2001 


3,443 


Calpine 


'Acquired  by  BankBoston  on  July  7, 1993. 


Thanks  to  its  January  2001  merger,  AOL  Time  Warner  shows  the  best  gains  in  revenues  and  assets.  Among  the  big  losers  is 
Verizon  Communications,  which  shows  a  95%  decline  in  profits.  AES,  Juniper  Networks  and  Qwest  took  big  hits  in  market  value. 


WINNERS 

LOSERS 

Sales 

AOL  Time  Warner 

396% 

Applied  Materials 

-41% 

Calpine 

233 

Northwestern 

-41 

AdvancePCS 

175 

Computer  Associates  Intl 

-41 

Host  Marriott 

167 

ServiceMaster 

-40 

Allegheny  Energy 

159 

Gateway 

-37 

Profits 

Chiron 

2,015% 

Verizon  Communications 

-95% 

Sherwin-Williams 

1,542 

Comcast 

-89 

Fox  Entertainment 

1,174 

Intel 

-88 

Wachovia 

1,073 

General  Motors 

-87 

WINNERS 


LOSERS 


Progressive 


792 


Applied  Materials 


-86 


Assets 


AOL  Time  Warner    1,826%       JDS  Uniphase 


-64% 


Annaly  Mtge  Mgmt      279  VeriSign 


-61 


AmerisourceBergen    270  Lucent  Technologies 


-40 


General  Mills 


250 


Level  3  Communications  -38 


Valero  Energy 


237 


Avnet 


-33 


Market  Value 


Network  Associates    282%       AES 


-81% 


DR  Horton 


193 


Juniper  Networks 


-76 


MeadWestvaco 


189 


Qwest  Communications     -75 


AmerisourceBergen    172 


Tellabs 


-75 


AutoZone 


145 


Calpine 


-73 
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YOU  MOTOR  SALE-: 


SUPER 


VALUE    STOCKS 


The  Hunt  for  Value 

The  market  has  shown  signs  of  a  recovery  lately,  but  this  may  not  be  the  time 
for  investors  to  abandon  value  stocks  such  as  these  Super  500  members. 

BY    ANDREW    T.    GILLIES    AND    TRICIA    MCGINNIS 


THE  S&P  500  PRICE  INDEX  IS 
back  to  spring  200 1  levels  after 
posting  a  19%  decline  in  oper- 
ating earnings  (excluding  write- 
offs) last  year.  In  2002  the  S&P 
is  now  expected  to  generate  profits,  again 
before  writeoffs,  of  $52.82  a  share,  a  16% 
increase  over  200 1 .  But  in  a  market  that 
remains  steeped  in  uncertainty,  value 
stocks  should  not  be  ignored. 

We  sifted  through  the  Forbes  Super 
500 — America's  biggest  corporations 
based  on  their  composite  scores  for  sales, 


profits,  assets  and  market  value — in 
search  of  companies  that  appear  under- 
valued both  on  an  absolute  basis  and  rel- 
ative to  their  industry  peers.  The  follow- 
ing tables  highlight  some  potential 
bargains  within  the  Super  500. 

Owens-Illinois,  for  example,  is  a 
Toledo-based  manufacturer  of  glass  and 
plastic  packaging  for  food  and  pharma- 
ceuticals. The  stock,  suffering  from  the 
double  whammy  of  an  ugly  overall  stock 
market  and  asbestos-litigation  fears,  fell 
below  $4  this  fall.  Owens-Illinois  has  since 


staged  a  dramatic  rally,  but  still  looks 
undervalued  against  both  its  historical 
performance  as  well  as  its  industry  com- 
petitors in  the  Forbes  Super  500. 

At  a  recent  $15,  Owens-Illinois  shares 
change  hands  at  just  1.3  times  book  value. 
The  multiple  falls  well  below  3.8,  the  aver- 
age price-to-book  ratio  of  Forbes  Super 
500  packaging  and  container  companies. 
The  stock  also  looks  a  bit  cheap  on  a  price- 
to-sales  basis,  trading  at  0.4  times  trailing 
revenues  versus  a  five-year  average  multi- 
ple of  0.6  and  a  sector  average  of  1.1.  Ana- 


PBHM^Cheap    on    Many    Counts 

These  20  Forbes  Super  500  companies  beat  their  sector  averages  in  at  least  four  of  five  ratios:  return  on 
means  higher);  and  price-to-sales,  price-to-book,  price-to-cash-flow  and  price-to-earnings  (where  better 

equity  (where  better 
means  lower). 

PRICE  TO  SALES 

PRICE/BOOK  VALUE 

PRICE/CASHFLOW1 

MARKET  VALUE 

(SMIL) 

COMPANY                                   REGENT  PRICE 

COMPANY       SECTOR 

COMPANY         SECTOR 

COMPANY 

SECTOR 

Archer  Daniels                      $13.97 

0.4            1.3 

1.4              6.6 

7.3 

13.0 

$9,144 

Automatic  Data                      55.87 

4.9            5.9 

7.4               8.2 

21.8 

24.2 

34,655 

Bank  One                                40.45 

1.9            3.7 

2.3              2.7 

20.0 

27.9 

47,204 

Becton  Dickinson                    36.56 

2.5            5.2 

4.1              7.7 

11.2 

25.5 

9,457 

Cooper  Industries                  40.50 

0.9            1.0 

1.9              2.1 

9.0 

8.5 

3,801 

Fannie  Mae                            80.00 

1.6           3.6 

5.1              5.2 

7.7 

9.9 

79,779 

Goodrich                                 32.00 

0.8            1.0 

2.4              3.2 

2.7 

11.7 

3,255 

Halliburton                              16.75 

0.6            2.4 

1.6              3.2 

3.9 

15.4 

7,297 

HealthSouth                          13.40 

1.2            1.3 

1.3              3.9 

6.9 

15.1 

5,257 

Hewlett-Packard                    20.11 

0.9            1.2 

2.8              4.6 

7.8 

16.3 

39,071 

Lehman  Bros  Holding             63.49 

0.7            2.1 

2.0              2.6 

2.4 

9.4 

15,047 

Occidental  Petroleum             28.58 

0.8            1.2 

1.8              2.0 

3.6 

4.3 

10,699 

Old  Republic  Intl                     32.00 

1.6            2.6 

1.4              1.8 

7.2 

11.6 

3,807 

Owens-Illinois                         15.22 

0.4            1.1 

1.3              3.8 

6.4 

9.9 

2,232 

PPG  Industries                       53.80 

1.1            1.5 

3.0              3.5 

8.7 

9.3 

9,067 

Principal  Financial                  25.02 

1.0            1.3 

1.3              1.4 

2.2 

5.8 

9,028 

Reliant  Energy                        24.95 

0.2            0.8 

1.1              1.7 

3.2 

6.8 

7,388 

Sempra  Energy                       24.10 

0.6            1.1 

1.8              1.6 

6.6 

7.4 

5,006 

Smithfield  Foods                     24.58 

0.4            1.3 

2.1              6.6 

9.4 

13.0 

2,691 

Xcel  Energy                           25.50 

0.6            0.8 

1.4              1.7 

4.9 

6.8 

9,321 

Stock  prices  as  of  Mar.  13.  'Cash  flow  defined  as  the  sum  of  income  after  taxes  plus  preferred 
Sources:  Forbes  statistics;  Market  Guide  and  FT  Interactive  Data  via  FactSet  Research  Systen 

dividends,  general  partner  distributi 
s. 

ons,  depreciation,  depletion  and  am 

ortization. 
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Imagine 

Free  Weekends 

Worldwide 

with  Starwood  Preferred  Guest 


Turn  a  few  short  business  trips  into  two  free  weekends 
at  750  of  the  world's  best  hotels  and  resorts. 


NIGHTS  REWARD 

2  Free  Friday  Nights 
2  Free  Saturday  Nights 


2  FREE  WEEKENDS 


Visit  spg.com  or  call  1-877 -STARWOOD  to  enroll  in  Starwood  Preferred  Guest8  and  to  register. 
Be  sure  to  mention  registration  code  WKDFBS.  Earn  Free  Weekends  Worldwide5"  now  through  June  30,  2002. 


West  in 


Sheraton 

.  HESORT8 


Four  Points 

Sheraton 


The  Luxury  Collection 


W 


HOTELS 


Earn  500  bonus  Starpoints  every  time  you  book  online. 

SPG.COM 


Offer  valid  for  members  of  Starwood  Preferred  Guest  only.  You  must  register  for  this  promotion  by  visiting  www.spg.com,  or  by  calling  1-877-STARWOOD.  Five  and/or  ten  eligible  nights  must  take  place  from 
3/1/02  through  6/30/02  Five  and/or  ten  eligible  nights  do  not  need  to  be  consecutive.  After  stay  criteria  has  been  met.  you  may  redeem  Free  Fridays  and  Free  Saturdays  from  4/1/02  through  3/31/02 
at  participating  properties  worldwide.  For  reservations,  vsit  www.spg.com.  or  call  1-877-STARWOOD  Redemption  applies  to  standard  guestrooms  only.  Free  Weekends  Worldwide  awards  are  subject  to  availability  and 
'  additional  restrictions  may  apply.  Please  visit  www.spg.com  for  a  complete  list  of  non-participating  redemption  hotels,  as  not  all  St.  Regis  hotels  are  participating.  500  bonus  Starpoints  for  each  online  reservation 
*mji!  be  added  to  your  Starwood  Preferred  Guest  account  within  30  days  of  check  out  date.  For  complete  terms  and  conditions  of  the  Starwood  Preferred  Guest  program  and  the  Free  Weekends  Worldwide 
promotion,  please  visit  www.spg.com  or  call  1-877-STARWOOD.  FW.FSAD  05/02-20168 
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^— J  Te  m 

o  t  i  n  sl 

Dividen 

ds 

In  a  market  posting  double-digit  annual  g 

ains,  a  few  percentage  points  of  dividend 

yield  hardly  seem 

mportant.  This  market 

is  another  story.  These  companies  have  at 

least  4%  annualized  five-year  dividend  growth  and 

are  not  weighed  down  by  high  debt. 

12-M0 

CURRENT 

5 -YEAR 

LONG-TERM 

RECENT 

PRICE 

REVENUE 

DIVIDEND 

DIVIDEND 

DEBT/TOTAL 

COMPANY 

PRICE 

CHANGE 

(SMIL) 

YIELD 

GROWTH 

CAPITALIZATION 

Alltel 

$57.20 

5% 

$7,599 

2.4% 

5% 

41% 

Avery  Dennison 

58.90 

11 

3,803 

2.2 

15 

35 

Clorox 

42.69 

36 

3,911 

2.0 

10 

26 

Genuine  Parts 

37.00 

40 

8,221 

2.9 

5 

26 

Honeywell 

39.84 

-6 

23,652 

1.9 

14 

24 

Kimberly-Clark 

63.41 

-8 

14,524 

1.9 

4 

23 

Masco 

28.59 

19 

8,358 

1.9 

6 

47 

Sherwin-Williams 

28.45 

10 

5,066 

2.1 

11 

24 

VF 

43.80 

24 

5,519 

2.2 

5 

29 

Vulcan  Materials 

47.84 

3 

3,020 

1.9 

10 

35 

Stock  prices  as  of  Mar.  Ic 

Sources:  Bloomberg  Financial  Markets;  FT  Interactive  Data  and  Market  Guide  via  FactSet  Research  Systems. 

_   Tho     Eft 

eal  m  akej* 

'S     P/E 

Theoretically,  the  enterprise  value  represents  the  starting  point  for  bidding  in  a  take- 

over. Enterprise  value  equals  market  value  plus  debt,  minus  cash.  The  enterprise 

multiple  is  the  enterprise  value  divided  by  operating  income.  We  define  operating 

income  as  earnings  before  interest,  taxes,  depreciation  and  amortization. 

STOCK  PRICE 

ENTERPRISE 

CHANGE  FROM 

SECTOR 

COMPANY 

RECENT    52-WEEK  HIGH 

P/E 

VALUE        MULTIPLE 

MULTIPLE 

Albertson's 

$31.69         -14% 

26 

$18,352             7 

8 

Allied  Waste  Inds 

13.66         -31 

NM 

13,369             7 

13 

Boeing 

49.22         -30 

14 

51,101             8 

11 

Hilton  Hotels 

13.24         -10 

29 

10,712           11 

16 

Jones  Apparel  Group 

35.85         -25 

20 

5,415             9 

11 

Lennar 

56.75           -6 

9 

4,976             6 

8 

Lincoln  National 

51.74           -4 

17 

8,265             8 

14 

Murphy  Oil 

87.54           -4 

12 

4,758             6 

8 

SBC  Communications 

38.80         -18 

18 

164,373             8 

14 

Torchmark 

40.42           -7 

13 

5,825             9 

14 

Stock  prices  as  of  Mar.  13.  NM:  Not  meaningful.  Sources:  Forbes  statistics;  FT  Interactive  Data  via  FactSet  Research  Systems. 

lysts  reporting  to  Thomson  Financial/IBES 
expect  Owens-Illinois  will  earn  $1.95  a 
share  this  year;  the  stock  now  trades  for 
just  8  times  that  number. 

Even  some  of  the  top-ranking  com- 
panies, like  SBC  Communications  and 
Boeing,  are  cheap  when  measured  by 
enterprise  multiple.  And  while  airlines 
have  suffered  their  share  of  difficulties 
since  the  start  of  the  economic  downturn, 
Continental  Airlines  looks  undervalued 
with  a  price-to-sales  ratio  of  0.2.  F 


Weathering  the  Storm 


Over  the  past  two  years  value  stocks 
have  held  their  own,  while  growth 
stocks  have  tumbled. 
120  S&P  Barra  Value  Index 


50 


S&P  Barra  Growth  Index 


, , i | i r— 
3/13/00 

Source:  FT  Interactive  Data  via  FactSet 
Research  Systems. 


3/13/02 


For  additional  bargains  in  the  Forbes 
Super  500  (as  well  as  additional  details 
on  America's  biggest  companies  ranked 
by  sales,  profits,  assets  and  market 
value),  go  to  www.forbes.com/500value. 


PLEASE  TURN  TO 
FOR  A  SPECIAL  FOLD 


NEXT  PAGE 


9 


The  table  below  foe 

Ba  rga i  ns 

:uses  on  ten  stocks  that  look  cheap  when  measured  by  their  latest  12-month  price-to-sales  ratios  versus  their 

industry  averages. 

Information  technology  services 

companv 

Unisys  seems  attractive,  with 

a  PSR  of  only  0.7,  compared  with  6.2 

for  the  computer  services  industry 

as  a  whole.  (For  more  on 

Unisys,  see  the  gatefold  starting  on  p.  159.) 

RECENT 

12  M0  PRICE 

2002  EPS 

2002  P/E 

3  TO  5  YEAR 

MARKET  VALUE 

REVENUE 

PRICE/ 

COMPANY 

PRICE 

CHANGE 

ESTIMATE 

ESTIMATE 

EST  EPS  GROWTH 

(SMIL) 

(SMIL) 

SALES 

Caremark  Rx 

$18.94 

50% 

$1.00 

19 

25% 

$4,286 

$5,614 

0.8 

Continental  Airlines 

32.25 

-24 

-0.69 

NM 

9 

2,051 

8,969 

0.2 

Humana 

13.17 

1 

1.19 

11 

13 

2,223 

10,076 

0.2 

Johnson  Controls 

91.41 

39 

5.93 

15 

12 

8,012 

18,791 

0.4 

KB  Home 

44.50 

62 

5.68 

8 

13 

1,924 

4,574 

0.4 

Office  Depot 

19.11 

111 

1.01 

19 

13 

5,792 

11,154 

0.5. 

Sears,  Roebuck 

52.65 

36 

4.80 

11 

10 

16,901 

41,078 

0.4 

Tyson  Foods 

12.42 

-7 

1.14 

11 

9 

4,396 

14,873 

0.3 

Unisys 

12.35 

-16 

0.70 

18 

16 

3,958 

6,018 

0.7 

Whirlpool 

78.27 

43 

6.02 

13 

10 

5,217 

10,343 

0.5 

Stock  prices  as  of  Mar.  13.  NM:  Not  meaningful.  Sources:  Bloomberg  Financial  Markets:  FT  Interactive  Data  and  Market  Guide  via 

FactSet  Research  Systems. 
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THERE  ARE 
THOSE  WHO  DO. 


Which  one  are  you?  If  you're  the  kind  of  person  who's  willing  to  put  it  all  on  the  line  to  pursue 
your  goal,  there's  AIG.  The  organization  with  more  ways  to  manage  risk  and  more  financial 
solutions  than  anyone  else.  Everything  from  business  insurance  for  growing  companies  to 
accident  and  health  coverage  to  retirement  savings  plans.  All  to  help  you  act  boldly  in  business 
and  in  life.  So  the  next  time  you're  facing  an  uphill  challenge,  contact  AIG. 
THE  GREATEST  RISK  IS  NOT  TAKING  ONE. 


AIG 


WWW.AIG.COM 


INSURANCE,  FINANCIAL  SERVICES  AND  THE  FREEDOM  TO  DARE. 


Insuuni  !■  jikl  si'ivuts  pmvuliHl  by  members 


lational  Group.  Irtc .  70  Pine  Street.  Dept  A.  New  York.  NY  10270. 


BB   y 


Incorporated  in  1906  as  the  ike 
I  U  X  renamed  Xerox  in  1961.  Initi 
dominated  copier  market  and 
growth  stock.  Xerox  PARC  lalra 
Ethernet  and  the  interface  laj 
by  Apple.  But  Xerox  never  em 
mass  PC  market.  Core  busin« 
challenged— first  by  IBM  and 
later  by  Japanese  rivals. 


Burroughs/ 
Unisys 


Invents  the  first  adding  machine  in 
1885,  offers  mainframes  in  1946. 
Michael  Blumenthai,  former  trea- 
sury secretary,  takes  over  in  1979 
and  phases  out  adr  ng  machines 
and  calculators. 
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Di  viden 

ds 

In  a  market  posting  double-digit  annual 

gains,  a  few  percentage 

points  of  dividend 

yield  hardly  seem 

mportant.  This  market  is  another  story.  These 

companies  have  at 

least  4%  annualized  five-year  dividend  growth  and 

are  not  weighed  down  by  high  debt. 
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PRICE 
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DIVIDEND 

DIVIDEND 

DEBT/TOTAL 

COMPANY 

PRICE 

CHANGE 

(SMIL) 

YIELD 

GROWTH 

CAPITALIZATION 

Alltel 

$57.20 

5% 

$7,599 

2.4% 

5% 

41% 

Avery  Dennison 

58.90 

11 

3,803 

2.2 

15 

35 

Clorox 

42.69 

36 

3,911 

2.0 

10 

26 

Genuine  Parts 

37.00 

40 

8,221 

2.9 

5 

26 

Honeywell 

39.84 

-6 

23,652 

1.9 

14 

24 

Kimberly-Clark 

63.41 

-8 

14,524 

1.9 

4 

23 

Masco 

28.59 

19 

8,358 

1.9 

6 

47 

Sherwin-Williams 

28.45 

10 

5,066 

2.1 

11 

24 

VF 

43.80 

24 

5,519 

2.2 

5 

29 

Vulcan  Materials 

47.84 

3 

3,020 

1.9 

10 

35 

Stock  prices  as  of  Mar.  II 

Sources:  Bloomberg  Financial  Markets;  FT  Interactive  Data  and  Market  Guide  via  FactSet  Research  Systems. 
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r  bidding  in  a  take- 

over.  Enterprise  value  equals  market  value  plus  debt,  minus  cash. 

The  enterprise 

multiple  is  the  enterprise  value  divided  by  operating  income.  We  define  operating 

income  as  earnings  before  interest,  taxes,  depreciation  and  amortization. 
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ENTERPRISE 
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SECTOR 

COMPANY 
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P/E 

VALUE 

MULTIPLE 

MULTIPLE 
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17 
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Stock  prices  as  of  Mar.  13.  NM:  Not  meaningful.  Sources:  Forbes  statistics;  FT  Interactive  Data  via  FactSet  Research  Systems. 

lysts  reporting  to  Thomson  Financial/IBES 
expect  Owens-Illinois  will  earn  $1.95  a 
share  this  year;  the  stock  now  trades  for 
just"8  times  that  number. 

Even  some  of  the  top-ranking  com- 
panies, like  SBC  Communications  and 
Boeing,  are  cheap  when  measured  by 
enterprise  multiple.  And  while  airlines 
have  suffered  their  share  of  difficulties 
since  the  start  of  the  economic  downturn, 
Continental  Airlines  looks  undervalued 
with  a  price-to-sales  ratio  of  0.2.  F 


Weathering  the  Storm 


Over  the  past  two  years  value  stocks 
have  held  their  own,  while  growth 
stocks  have  tumbled. 
120  S&P  Barra  Value  Index 
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S&P  Barra  Growth  Index 
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Source:  FT  Interactive  Data  via  FactSet 
Research  Systems. 
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For  additional  bargains  in  the  Forbes 
Super  500  (as  well  as  additional  details 
on  America's  biggest  companies  ranked 
by  sales,  profits,  assets  and  market 
value),  go  to  www.forbes.com/500value. 
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Stock  prices  as  of  Mar.  13. 

NM:  Not  meaningful.  Sources:  Bloomberg  Financial  Markets;  FT  Interactive  Data  and  Market  Guide  via 

FactSet  Research  Systems. 
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The  Sweep  of  Techi 


Tracking  the  30  largest  technology  companies  of  1977  and  influential  newcomers. 
For  an  interactive  version,  visit  us  online  at  www.forbes.com/500sTimeline. 


1  y  /  /  One  of  Edwin  Land's  last 
inventions:  Polavision— an  instant 
motion  picture  system— was  no  match 
for  video  cameras  and  VCRs. 


^ 


APPLE 

1977  Incorporated.  Steven  Jobs  and 

Steve  Wozniak  unveil  Apple  II. 

1980  Company  goes  public  in  $99  million 

offering  at  $5.50  (split);  stock  no  longer  near 

previous  peaks,  now  $24.49. 

1984  Debuts  the  Macintosh,  priced  at 

$2,495  ($4,362  in  2002  dollars) 

1985  Cofounder  Jobs  pushed  out. 

Nasdaq 
Composite  Index 

(RATIO  SCALE  OF  MONTHLY  CLOSES) 


EEQ2 

1U  j  1  Company  struggled 
and  cut  pay  10%;  exited  most 
memory  chips  in  early  1980s 
to  focus  on  microprocessors. 


IHttHIJttlil'l.'.HZhH 

1979  Introduces  TI-00/4A  home 
computer  for  $1,400  ($3,662  today). 
Sells  1  million  by  1983,  but  loses 
$145  million  that  year  when  market 
quickly  shifts  to  IBM  compatibles. 


77  '78 

Source.  FT  Interactive  via  FactSet  Research  Systems. 


1 9  8 1  On  Aug.  12  introduces  the  IBM  I 
memory,  4.77  MHz  Intel  8088  microprocei 
parts  and  Microsoft's  DOS  operating  systen 
priced  at  $1,565  ($3,212  in  current  dollar 


XEROX 


1981  Releases  198/ 

Memorywriter  type-  10-serie 

writer,  capturing  20%  truly  new 

of  electric  typewriter  1960s,  I 

market,  but  PC-based  company 

word  processors  soon  able  mar 
dominate. 


'81 


In  25  years  of  high  tech,  Through  boom  and  bust,  innovation  has  driven  wealth  creation. 
From  1977  to  the  peak  Mar.  10,  2000  the  Nasdaq  index  rose  an  average  of  19%  a  year; 
by  March  2002,  even  after  a  devastating  correction,  the  average  rise  for  all  those  years 
was  12%.  Of  the  30  highest-valued  tech  giants  back  then,  19  are  still  around.  It  wi!!  be  up 
to  them,  and  a  raft  of  upstarts,  to  fuel  the  next  rebound.  By  Monte  Burke 


1989  Introduces  1 
80486,  first  PC  chip  \ 
over  a  million  transistor  sta 


MICROSOFT 


Ku  A  One  of  the  30  largest  techs  in 
1977,  with  roots  going  back  to  1919. 
NBC  and  what's  left  is  sold  in 
June  1986  to  GE  for  $6.4  billion. 

W33SSnSSS3S3KM 


1985  First  release  of  Windows  1.0,  a 

weak  product  and  poor  seller. 
Goes  public  at  $0.15  a  share  (split)  in 

1986  with  $61  million  IPO,  which 
makes  Bill  Gates  worth  $315  million. 
He  hits  billionaire  status  within  a  year. 


1986  Merges  with 
Sperry  in  $4.8  billion  deal- 
largest  in  the  industry  at  the 
time— to  form  Unisys. 


1988  Fires  2,000  in 
$275  million  restructuring. 


P:M*^MM 


1988  Shamrock 
Holdings  attempts 
hostile  takeover.  Com- 
pany reorganizes. 
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84 


'85 


'86 


'87 


'88 
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IBM 


Incorporated  in  1911  as 
Computing-Tabulating 
Recording  Co.,  renamed 
International  Business 
Machines  in  1924.  By 
1977  IBM  is  a  Wall 
Street  darling. 


Intel 


Founded  in  1968  by 
microprocessor 
inventors  Robert 
Noyce  and  Gordon 
Moore,  went  public 
in  1971.  The  8088 
chip  powers  first 
IBM  PC  in  1981. 
Since  then  Intel 
chips  command  lion's 
share  of  PC  market. 


Incorporated  in  1906  as  the  ike 
I  0  X  renamed  Xerox  in  1961.  Initi 
dominated  copier  market  and 
growth  stock.  Xerox  PARC  laira 
Ethernet  and  the  interface  lal 
by  Apple.  But  Xerox  never  em 
mass  PC  market.  Core  busine 
challenged-first  by  IBM  and 
later  by  Japanese  rivals. 


Burroughs/ 
Unisys 


Invents  the  first  adding  machine  in 
1885,  offers  mainframes  in  1946. 
Michael  Blumenthai,  former  trea- 
sury secretary,  takes  over  in  1979 
and  phases  out  adr  ng  machines 
and  calculators. 


canap 

19         Introduces  th 
80486,  first  PC  chip  wit4*n* 
over  a  million  transistor! 
Dto$E 


MICROSOFT 


1985  First  release  of  Windows  1.0,  a 

weak  product  and  poor  seller. 
Goes  public  at  $0.15  a  share  (split)  in 

1986  with  $61  million  IPO,  which 
makes  Bill  Gates  worth  $315  million. 
He  hits  billionaire  status  within  a  year. 


KL»  A  One  of  the  30  largest  techs  in 
1977,  with  roots  going  back  to  1919. 
NBC  and  what's  left  is  sold  in 
June  1986  to  GE  for  $6.4  billion. 
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1986  Merges  with 
Sperry  in  $4.8  billion  deal- 
largest  in  the  industry  at  the 
time— to  form  Unisys. 


1988  Shamrock 
Holdings  attempts 
hostile  takeover.  Com- 
pany reorganizes. 


iSperr 
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IBM 


Incorporated  in  1911  as 
Computing-Tabulating 
Recording  Co.,  renamed 
International  Business 
Machines  in  1924.  By 
1977  IBM  is  a  Wall 
Street  darling. 


Intel 


Founded  in  1968  by 
microprocessor 
inventors  Robert 
Noyce  and  Gordon 
Moore,  went  public 
In  1971.  The  8088 
chip  powers  first 
IBM  PC  in  1981. 
Since  then  Intel 
chips  command  lion's 
share  of  PC  market. 


1992  Announces  plan  to  cut  25,000  workers. 


199  O  Board  fires  John  F.  Akers 
before  he  could  implement  turnaround 
plan  and  hires  Louis  V.  Gerstner  Jr.,  for- 
mer head  of  RJR  Nabisco.  In  1993  IBM 
loses  $8  billion,  but  by  1999  IBM  stock 
rises  from  $13  to  $139. 


1189  Rebounds,  with 
i',4  million  in  profits.  Stock 
i>  from  $4.85  in  October 

.0  to  $63  94  in  May  1999 


99U  Inability  to  integrate  Burroughs 
d  Sperry  leads  to  loss  of  $2.5  billion 
tween  1989  and  1991  Stock  drops 
i.m  $50  in  1987  to  $1.75  in  1990. 


u 


C1S.CQ    SYSTEMS 

1990  IPO  for  $51  million;  now 

the  4th-most-valuable  tech  firm, 

worth  $120  billion. 

'91 


INTEL 


First  Pentium.  Initial 
chip  has  3.1  million  transistors. 


Digital 
Equipment 

in  1992  rolls  out  fast 
superscalar  64-bit  RISC 
chip,  but  it  fails  to  save 
the  company. 
Compaq  Computer 
buys  firm  in  1998 

■  J.]»J;MI.M 


MICROSOFT  

1990  Windows  3.0,  first  well- 
received  version  of  Windows. 
1995  August,  rolls  out 
Windows  95,  pays  Rolling 
Stones  $10  million  for  rights  to 
"Start  Me  Up,"  and  sells  10  mil- 
lion copies  in  first  5  months. 


1  JU<1  Revenues 
stagnate  at  $2.15 
billion;  by  1998  they 
fall  to  $1.98  billion. 
Diversifies  into  long- 
life  alkaline  batteries 
and  new  line  of 
polarized  glasses, 
but  flops. 


'92 
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1993  New  head, 

James  Unruh,  leads  turn- 

Bl    i 

around  by  emphasizing 

*mtf           ^^^ 

services.  Unisys  posts 

■  Jul    fc 

profit  of  $565  million. 
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1997  Lawr 

bach  takes  over 
company  on  ren 
service  busines 
electronic  secui 
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OX 


Incorporated  in  1906  as  the  Haloid  Co., 
renamed  Xerox  in  1961.  Initially 
dominated  copier  market  and  was  hot 
growth  stock.  Xerox  PARC  labs  invented 
Ethernet  and  the  interface  later  adopted 
by  Apple.  But  Xerox  never  entered  the 
mass  PC  market.  Core  business  severely 
challenged— first  by  IBM  and  Kodak  and 
later  by  Japanese  rivals. 


Texas  Instruments 


Founded  in  1930  as  Geophysical  Service, 
becomes  Tl  in  1951,  develops  first 
integrated  circuit  in  1958.  Helps  pioneer 
digital  calculators  in  1967,  introduces  $20 
digital  watch  in  1976,  but  never  becomes  a 
hi        ce  in  consumer  electronics. 
In  1982  intioduces  single-chip 
dif..       iignal  processor  (DSP),  by  2001 
cr  has  44%  market  share  and  $1.7 

bi»  ISP  revenues. 


P( 


laroid 


Incorporated  1933  and,  like 
Xerox,  a  member  of  the 
1972  Nifty  Fifty.  Edwin 
Land's  instant  print  camera 
company  languished  for 
past  two  decades. 
New  death  knell: 
digital  photography. 


Burroughs/ 
Unisys 


Invents  the  first  adding  machine  in 
1885,  offers  mainframes  in  1946. 
Michael  Blumenthal,  former  trea- 
sury secretary,  takes  over  in  1979 
and  phases  out  adding  machines 
and  calculators. 
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You'll  be  surprised  by  what  a  Renaissance  hotel  is  and  isn't.  It  isn't  dull, 
predictable  or  typical.  It  is  expressive  design,  award-winning  restaurants  and 
savvy,  intuitive  service.  After  one  stay,  your  preconceptions  of  a  hotel  may 
never  be  the  same.  For  reservations  at  any  of  the  over  120  Renaissance  locations, 
call  your  travel  agent  or  1-800-H0TELS-1  or  visit  renaissancehotels.com 


RENAISSANCE' HOTELS 

With  our  compliments,  a  $50  certificate.  Renaissance 

In  appreciation  of  our  guests,  present  your  ticket  from  any  of  our  airline  partners  listed  below  at  check-in  and  receive  participates  in  the 

a  $50  certificate  toward  your  next  two-night  stay  at  any  Renaissance  hotel. This  offer  is  good  through  June  30*  Marriott  Rewards*  program. 

AmericanAirlines    A  Delta    fUMlTED 

'Not  applicable  for  groups  of  10  or  more  cne  certificate  issued  per  stay,  must  be  used  for  future  2-night  stay,  use  of  certificate  not  combinable  with  other  offers.  Airline  travel  must  take  place  wil 
days  pnor  to  arrival.  American  Airlines'  is  a  registered  trademark  of  American  Airlines,  Inc. 


1987  Rolls  out  PS/2  computers  with 
superior  Micro  Channel  data  pathway,  but 
clone  makers  balk  and  refuse  to  license  it. 
IBM  loses  traction  in  PC  market. 


19  Introduces  th 
80486,  first  PC  chip  wit 
over  a  million  transistor: 


RCA  One  of  the  30  largest  techs  in 
1977,  with  roots  going  back  to  1919. 
NBC  and  what's  left  is  sold  in 
June  1986  to  GE  for  $6.4  billion. 


MICROSOFT 
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1985  First  release  of  Windows  1.0,  a 

weak  product  and  poor  seller. 
Goes  public  at  $0.15  a  share  (split)  in 

1986  with  $61  million  IPO,  which 
makes  Bill  Gates  worth  $315  million. 
He  hits  billionaire  status  within  a  year. 


'85 


1986  Merges  with 
Sperry  in  $4.8  billion  deal- 
largest  in  the  industry  at  the 
time— to  form  Unisys. 


1988  Fires  2,000  in 
$275  million  restructuring. 
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1988  Shamrock 
Holdings  attempts 
hostile  takeover.  Com- 
pany reorganizes. 
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IBM 


Incorporated  in  1911  as 
Computing-Tabulating 
Recording  Co.,  renamed 
International  Business 
Machines  in  1924.  By 
1977  IBM  is  a  Wall 
Street  darling. 


Intel 


Founded  in  1968  by 
microprocessor 
inventors  Robert 
Noyce  and  Gordon 
Moore,  went  public 
in  1971.  The  8088 
chip  powers  first 
IBM  PC  in  1981. 
Since  then  Intel 
chips  command  lion's 
share  of  PC  market. 
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AND  THOSE  WHO 
WOULDACOULDASHOULDA. 


SUPER 


o 


TECHNOLOGY    LEADERS,.  1977 


Aftermath 


The  year  1977  was  the  lull  before  the  storm,  a  time  when  the  it  ranks  seventh,  with  a  market  value  of  $210  billion,  a  startling 
digital  watch  and  the  handheld  calculator  were  leading-edge  symbol  of  how  vital  technology  has  become  to  the  U.S.  econ-i 
consumer  technology.  Hobbyists  tinkered  away  with  crude  omy  and  investors  in  25  years.  In  1977  the  30  biggest  U.S.  corn- 
microcomputers  in  basements  and  garages.  Apple  incorporated  on  puter,  software,  data  services,  electronics  and  telecommunica- 
Jan.  3  that  year,  and  Tandy  Corp.  debuted  the  TRS-80  Model  I  PC.  tions  companies  had  a  total  market  value  of  $149  billion  ($452 
Intel,  with  a  market  value  of  $596  million,  was  ranked  302  billion  in  2002  dollars).  In  2002 — even  after  the  tech  melt 
among  the  500  most  valuable  U.S.  corporations  in  1977.  Today  down — the  30  most  valuable  tech  stocks  are  worth  $1.6  trillion. 


$298.7  Martin  Marietta  Merged  with  Lockheed  to  form  Lockheed  Martin  199i 


$285.5  Litton  Industries  Acquired  by  Northrop  Grumman  2001 


I  $197.8  Hewlett-Packard  Spun  off  Agilent  Technologies  2000;  may  merge  with  Compaq 
$193.2  NCR  Acquired  by  AT&T  1991;  spun  off  1996 


$151.6  Texas  Instruments 


$145.9  Honeywell  Merged  with  AlliedSignal  1999  but  failed  to  merge  into  General  Electric  2001 


$119.8  Westinghouse  Electric  Renamed  CBS  1997;  acquired  by  Viacom  in  2000 
$119.0  RCA  Acquired  by  General  Electric  1986 


I  $113.2  Emerson  Electric  Spun  offESCO  Electronics  1990,  later  renamed  ESCO  Technologies 
$110.5  AMP  Acquired  by  Tyco  International  1999 


$102.9  Raytheon 

$102.2  Schlumberger  Spun  off  Sedco  Forex  1999 


The  30  technology  StOCkS  with  the  richest 
market  value  in  1977  show  a  25-year  annualized  price 
return  of  12.9%  versus  9.9%  for  the  S&P  500.  The 
biggest  winner:  Intel,  where  a  $10,000  investment  in 
1977  is  now  worth  $3.8  million,  an  annualized  gain  of 
26.6%.  The  key  to  investment  success— even  in  technol- 
ogy—is diversification.  Only  II  of  the  30  outperformed 
the  market;  without  Intel  the  remaining  29  stocks  lagged 
the  S&P  500  by  almost  a  percentage  point  a  year. 

Research:  Fei  Mei  Chan.  Shlomo  Z.  Reifman.  Jody  Yen 


$88.9  Motorola 

$86.2  Minn  Mining  &  Mfg  Spun  off  Imation  1996 
$77.3  ITT  Spun  off  Rayonier  1994 
$71.0  Textron 
$61.4  IBM 
$55.7  TRW 

$55.0  General  Tel  &  Elec  Merged  with  Bell  Atlantic;  new  company  named  Verizon  Communications  2000 
$54.0  American  Tel  &  Tel   Spun  off  a  total  of  ten  companies 
$43.6  Tektronix 

^H  $32.1  Gould  Acquired  by  Nippon  Mining  for  $1.1  billion  1988 
M  $11.0  Eastman  Kodak  Spun  off  Eastman  Chemical  1994 
M  $10.6  Xerox 

■  $8.0  Sperry  Rand  Acquired  by  Burroughs  (Unisys)  1986 
I  $4.1  Digital  Equipment  Acquired  by  Compaq  Computer  1998 
I  $4.0  Burroughs  Acquired  Sperry,  changed  name  to  Unisys  1986 
$0.1  Polaroid  Filed  foi  bankruptcy  protection  2001;  stock  currently  trades  over-the-counter  for  9  cents 
$0  Zenith  Declared  bankruptcy  and  acquired  by  LG  Electronics  1999;  shareholders  suffered  a  total  loss 


GATEFOLD  CREDITS.  IBM:  GASL. 
GASLIGHT  ANTIQUES  (AD).  XEI  I 
C0RBIS  /  ilFTTMANN  (LAND),  I 
MICR0S0F1    DOUG  WILSON  /  CC 
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You'll  be  surprised  by  what  a  Renaissance  hotel  is  and  isn't.  It  isn't  dull, 
predictable  or  typical.  It  is  expressive  design,  award-winning  restaurants  and 
savvy,  intuitive  service.  After  one  stay,  your  preconceptions  of  a  hotel  may 
never  be  the  same.  For  reservations  at  any  of  the  over  120  Renaissance  locations, 
call  your  travel  agent  or  1-800-H0TELS-1  or  visit  renaissancehotels.com 


RENAISSANCE' HOTELS 


With  our  compliments,  a  $50  certificate.  Renaissance 

In  appreciation  of  our  guests,  present  your  ticket  from  any  of  our  airline  partners  listed  below  at  check-in  and  receive  participates  in  the 

a  $50  certificate  toward  your  next  two-night  stay  at  any  Renaissance  hotel. This  offer  is  good  through  June  30*  Marriott  Rewards"  program. 


American  Airlines    A  Delta 


UNITED 


'Not  applicable  for  groups  of  10  or  more  one  certificate  issued  per  stay,  must  be  used  for  future  2-mght  stay,  use  of  certificate  not  combmable  with  other  offers.  Airline  travel  must  take  place  within  three 
days  pnor  to  arrival.  American  Airlines'  is  a  registered  trademark  of  American  Airlines,  Inc. 


Accounting 


Faux  Forma 

Companies  and  analysts  claim  that  pro  forma  earnings 

represent  true  performance.  But  just  because  a  charge  is 

labeled  "nonrecurring"  doesn't  mean  it  can  be  ignored. 

BY  SCOTT  DECARLO  AND  MICHAEL  MAIELLO 


CORPORATE  MANAGERS  WOULD 
like  investors  to  believe  that 
some  losses  don't  matter.  The 
analysts  on  Wall  Street  and  the 
financial  media  tend  to  agree. 
Unfortunately  the  end  result  is  a  financial 
Tower  of  Babel,  where  companies,  analysts 
and  investors  are  often  not  talking  about 
the  same  revenue  and  profit  figures. 

Of  late,  companies  have  been  playing 
new  tricks  with  an  old  tool — "pro  forma" 
results.  Sometimes  these  massaged  num- 
bers are  called  pro  forma,  other  times 
"adjusted"  or  "ongoing"  results.  But 
whatever  they  are  called,  the  figures  have 
become  a  rug  under  which  all  manner  of 
corporate  mistakes  are  swept. 

By  definition  pro  forma  earnings  are 
supposed  to  show  hypothetical  results. 
Proper  usage:  When  two  companies 
merge,  the  pro  forma  data  give  share- 
holders a  point  of  comparison  from  one 
year  to  the  next.  By  that  measure  a  $1  bil- 


lion (sales)  company  buying  a  $500  mil- 
lion company  would  not  be  reporting  a 
50%  sales  increase  as  a  result.  On  a  com- 
parable pro  forma  basis,  sales  might  be 
flat  or  down. 

From  that  innocent  purpose  has  blos- 
somed an  entire  science  of  dressing  up 
profit  and  loss  statements  and  calling  the 
results  pro  forma.  Says  Laura  Unger,  a 
former  member  of  the  Securities  & 
Exchange  Commission:  "It's  a  tool  com- 
panies have  invented  to  disseminate  an 
idealized  version  of  their  performance. 
You  don't  really  know  what  you're  get- 
ting, except  that  it's  what  the  company 
wants  you  to  know." 

So  who  are  the  worst  offenders  in  the 
P&L  doctoring  game?  We  searched 
through  the  824  companies  that  made  it 
onto  the  Forbes  500s,  and  found  that 
26%  show  a  second  set  of  earnings  figures 
in  addition  to  their  "official"  results.  Only 
a  handful  had  large  mergers  that  would 


m^m  How    Much    Di 

d    Thev    Rea 

illv    Earn? 

Over  a  quarter  of  the  Forbes  500s  companies  reported  a  second  set  of  so-called 

profit  figures  in  their  latest  financial  results.  These  ten  companies  show  significant 

discrepancies  between  their  actual  earnings  and  adjusted  results. 

2001  DILUTED  EPS 

$  DIFFERENCE  BETWEEN 

RECENT 

ACTUAL  AND 

COMPANY                                            PRICE 

ACTUAL        PRO  FORMA 

PRO  FORMA 

Level  3  Communications       $3.95 

-16.20          -1.24 

$14.96 

Broadcom                              40.24          -10.79          -0.34 

10.45 

Safeco                                    33.03            -7.73            0.02 

7.75 

Corning                                    8.00            -5.89            0.17 

6.06 

CMS  Energy                          22.44 

-4.17            1.41 

5.58 

Whirlpool                               78.27 

0.19            5.45 

5.26 

Federated  Dept  Stores           43.55            -1.33            3.03 

4.36 

Lockheed  Martin                    56.98            -2.34            1.46 

3.80 

NStar                                     44.50 

-0.05            3.22 

3.27 

El  Paso                                   44.40 

0.23            3.31 

3.08 

Prices  as  of  Mar.  13.  Sources:  Company  press  releases;  FT  Interactive  Data  via  FactSet  Research  Systems. 

justify  using  pro  forma 
comparisons  in  the  old 
sense.  Others  set  aside  a 
myriad  of  costs,  sometimes 
to  dramatic  effect. 

Broadcom,  for  exam- 
ple, reported  a  pro  forma 
loss  of  $85.8  million  for 
2001,  but  when  costs  for 
"acquisition-related 
expenses,  payroll  taxes  on 
certain  stock  option  exercises"  and  other 
cash  and  noncash  expenses  like  "loss  on 
strategic  investments"  are  factored  in, 
the  company  lost  $2.7  billion.  The  pro 
forma  loss  of  34  cents  a  share  sits  on  an 
actual  loss  per  share  of  $10.79. 

Though  pro  forma  numbers  are  filed 
with  the  SEC  in  official  earnings  state- 
ments, they  aren't  audited.  In  short,  com- 
panies are  left  with  a  lot  of  leeway.  Finan- 
cial firm  Marsh  &  McLennan  reported 
earnings  of  $4.24  a  share  in  the  second 
paragraph  of  its  press  release,  and  in  the 
next  paragraph  described  "several  one- 
time items"  that  reduced  earnings  to 
$3.39.  A  footnote  to  the  release,  describ- 
ing the  performance  of  the  firm's  Putnam 
investment  management  group,  explains 
one  of  those  one-time  items:  a  $222  mil- 
lion pretax  charge  for  Putnam  invest- 
ments in  financial  concerns  in  Italy.  All 
that  this  earnings  release  offers  about  the 
nature  of  the  investment  is  that  the  losses 
were  in  "a  nonpublicly  traded  entity  and 
a  publicly  traded  security  of  a  related 
company." 

Park  Place  Entertainment,  a  casino 
operator,  adjusted  its  net  income  after 
writing  down  the  value  of  its  Las  Vegas 
Hilton  and  writing  off  bonds  from  the 
Aladdin  Hotel  &  Casino.  The  adjustment 
also  took  into  consideration  losses 
incurred  selling  the  Flamingo  Reno. 
Adding  back  the  $118  million  in  charges 
turned  an  8-cents-a-share  loss  into  31 
cents  in  "adjusted  net  income." 

The  table  lists  ten  Forbes  500s 
companies  with  significant  discrep- 
ancies between  official  and  idealized 
earnings.  For  a  larger  list,  go  to 
www.forbes.com/proforma.  F 
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Washington,  D.C. 


Opening  in  Columbus,  Spring  2002 


Miami  Beach 


New  York 
Est.  1977 


New  Orleans 


Las  Vegas 


Philadelphia 


"A  steakhouse  to  end  all  arguments." 

-  NY  Times 

"The  quintessential  New  York  City  steakhouse." 

-  Gourmet 

"...perhaps  the  best  sirloin  of  my  life..." 

-  Chicago  Tribune 


Smith&Wollensky. 

The  Smith  &  Wollensky  Restaurant  Group,  Inc. 

is  a  publicly  traded  company.  NASDAQ  symbol  SWRG. 

www.smithandwollensky.com 


SUPER 


ojM 


SALES 

The  Forbes  Sales  500  rang  up 
$7.1  trillion  in  total  revenues.  With 
a  1%  increase,  this  group  just 
kept  pace  with  inflation.  Wal- 
Mart  Stores,  up  14%,  knocked 
ExxonMobil  out  of  first  place. 


01 

1 

2 
3 

00 

COMPANY 

SALES 
(SMIL) 

% 
CHANGE 

2 

Wal-Mart  Stores 

217,799 

13.8 

1 

ExxonMobil 

187,510 

-9.0 

3 

General  Motors 

177,260 

-4.0 

4 

4 

Ford  Motor 

162,412 

-4.5 

5 
6 

7 
8 

5 

General  Electric 

125,913 

-3.0 

6 

Citigroup 

112,022 

0.2 
-11.4 

* 

ChevronTexaco 

97,863 

8 

IBM 

85,866 

-2.9 

9 

11 

Philip  Morris  Cos 

72,994 

15.4 

10 
11 
12 
13 
14 

10 

Verizon  Commun 

67,190 

3.8 

21 

American  Intl  Group 

62,402 

35.7 

138 

American  Electric 

61,257 

66.9 

19 

Duke  Energy 

59,503 

21.7 

15 

Boeing 

58,198 

13.4 

15 

29 

El  Paso 

57,475 

16.7 

16 
17 
18 
19 
20 
21 
22 
23 
24 
25 

22 

Home  Depot 

53,553 

17.1 

13 

Bank  of  America 

53,116 

-8.1 

* 

AT&T 

52,550 

-5.4 

25 

Fannie  Mae 

50,803 

15.2 

12 

JP  Morgan  Chase 

50,429 

-16.0 

18 

Kroger 

50,098 

2.2 

30 

McKesson 

48,419 

21.3 

28 

Merck 

47,716 

18.2 

54 

Reliant  Energy 

46,226 

57.6 

14 

SBC  Communications 

45,908 

-10.8 

////////// 
tun  urn 
tun  inn 
1 1 1 1 1 ii  1 1 1 
1 1 1 1 1  1 1 1  ii 
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00 


17 


23 


53 


42 


27 


58 


35 


31 


24 


232 


36 


37 


34 


39 


50 


45 


26 


55 


52 


41 


43 


44 


142 


46 


40 


t  Not  ranked  in  2000    To  view  the  complete  Sales  500  list,  visit  the  Forbes  500s  center  at  www.forbes.com/500s. 


COMPANY 


Hewlett-Packard 


Morgan  Stanley  DW 


Dynegy 


Cardinal  Health 


Sears,  Roebuck 


Aquila 


Target 


Procter  &  Gamble 


Merrill  Lynch 


AOL  Time  Warner 


Albertson's 


Berkshire  Hathaway 


Kmart 


Costco  Wholesale 


Freddie  Mac 


Safeway 


Compaq  Computer 


Johnson  &  Johnson 


Pfizer 


JC  Penney 


Conoco 


MetLife 


Mirant 


Dell  Computer 


SALES 
(SMIL) 


44,211 
43,727 
42,242 
41,676 


41,078 
40,377 


Goldman  Sachs  Group 


39,888 
39,262 
38,757 
38,234 
37,931 
37,668 
36,910 
36,703 
36,173 
34,301 
33,554 
33,004 
32,259 
32,004 
31,993 
31,928 
31.502 
31,168 
31,138 


% 
CHANGE 


-10.7 


-3.7 


43.5 


33.4 


0.3 


39.4 


-0.8 


-13.6 
396.4 


3.2 


10.9 
1.1 


9.8 


20.7 

7.3 

-20.8 

13.3 


9.1 

0.5 

0.1 

0.6 

136.6 

-2.3 

-5.6 
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D2002  Porsche  Cars  Norn  America,  ire  Porsche  recommends  seat  belt  usage  and  observance  of  all  traffic  laws  at  all  times. 


For  three  years  it's  been  shrouded  in  secrecy 
and  the  dust  of  four  continents. 


Four  million  kilometers  under  camouflage  and  code  names.  Through  environments  harsher  than  a  vehicle  could 
see  in  two  lifetimes.  Crippling  heat.  Brutal  cold.  Torrential  rains.  It's  not  the  fastest  way  to  build  an  SUV,  but  it's  the 
only  way  to  build  a  Porsche.  The  Cayenne.  Coming  soon.  Learn  more  at  1-800-PORSCHE  or  porsche.com. 


Cayenne.  The  next  Porsche. 


- 


mi  mi 
1 1  i  i  M  I  l 
M  t  1    *  1  Ift 

MM    I  I  I  I 


PROFITS 

After  rising  10%  in  2000,  this  year's  500 
most  profitable  firms  suffered  a  23% 
drop  in  total  profits,  the  worst  in  the 
34-year  history  of  the  Forbes  500s. 


00 


28 


12 


11 


14 


23 


20 


16 


21 


44 


46 


52 


17 


26 


42 


29 


54 


36 


61 


* 


51 


24 


37 


13 


35 


68 


45 


65 


71 


15 


38 


75 


84 


63 


56 


73 


66 


60 


40 


113 

64 


COMPANY 


ExxonMobil 


Citigroup 


General  Electric 


Philip  Morris  Cos 


Pfizer 


IBM 


Merck 


SBC  Communications 


Bank  of  America 


Wal-Mart  Stores 


Microsoft 


Fannie  Mae 


Johnson  &  Johnson 


American  Intl  Group 


Bristol-Myers  Squibb 


Freddie  Mac 


du  Pont  de  Nemours 


Coca-Cola 


ChevronTexaco 


Morgan  Stanley  DW 


Wells  Fargo 


Home  Depot 


Procter  &  Gamble 


Boeing 


Eli  Lilly  and  Co 


Washington  Mutual 


Bank  One 


PepsiCo 


BellSouth 


United  Parcel  Service 


Oracle 


Goldman  Sachs  Group 


Wyeth 


Duke  Energy 


Schering-Plough 


PROFITS  % 

($MIL)  CHANGE 


United  Technologies 


Household  Intl 


JP  Morgan  Chase 


US  Bancorp 


Anheuser-Busch  Cos 


MBNA 


Phillips  Petroleum 


McDonald's 


Wachovia 


Sara  Lee 


Kimberly-Clark 


Conoco 


Abbott  Laboratories 


Pharmacia 

Minn  Mining  &Mfg 


15,105.0 
14,284.0 


14,128.0 
8,566.0 
7,788.0 


7,723.0 


7,281.8 
7,260.0 


6,792.0 


6,671.0 


6,082.0 
6,066.7 
5,668.0 
5,499.0 
5,245.0 
4,373.0 
4,328.0 
3,979.0 


-5.5 


5.7 


10.9 


0.7 


109.0 


-4.6 


6.7 
-8.9 


-9.6 


6.0 


-39.2 


37.4 


18.1 


-2.4 


11.3 


72.2 


87.0 
82.8 


3,931.0    I    -49.1 
3,610.0     ~33lT 
3,423.0 
3,044.0 
2,976.0       -17.7 


-15.0 
17.9 


2,826.0         32.8 


,809.4 
,732.0 
682.0 
662.0 
570.0 
425.0 
423.0 
310.0 


-8.1 


285.3 
994.0 
943.0 
938.0 
923.5 
719.0 
706.5 
704.5 
694.3 
643.0 
636.6 
619.0 
616.0 
609.9 
596.0 
550.4 
512.0 
430.0 


_43.9^ 
D-P 
21.9^ 


-39.1 


-17.3 
-63.4 

-24.7 
D-P 


12.3 

-19.8 


7.2 

13.1 


-70.0 
-40.7 


9.9 


29.1 


-11.8 
-17.2 


500.0* 


-0.7 

-10.6 
-16.1 
-44.4 
59.7 
-23.0 


*  Not  ranked  in  2000.  D-P:  Deficit  to  profit.  To  view  the  complete  Profit  Value  500  list, 
visit  the  Forbes  500s  center  at  www.forbes.com/500s. 
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FOR   400  YEARS,  EVERY   LEAF  AND   STONE   HAS  TOLD  A  STORY. 
THE   OTANI   GARDEN.  GINZA   LINE   TO  AKASAKA. 

SQ   FROM   LOS  ANGELES   TO    TOKYO.    DAILY. 


-AGE    PLUS'  MEMBERS   HAVE   ACTUA 


ES  EARNED  ON  SINGAPORE  AIRLINES  QUALIFY  TOWARDS  PREMIER  STATUS         WWW, SINGAPOREAIR.COM/USA 


A  great  way  to  fly 

SIIIGAPORE  AIRLIflES 


"JOE  MEMBEF      W     ^ 


^JG.  KONG  AMSTERDAM 


SEOUL 


FRANKFURT 


TAIPEI 


AND    OVER    60    MAJOR    CITIES 


r^  A*  J 


01 

00 

COMPANY 

ASSETS 
(SMIL) 

% 
CHANGE 

1 

1 

Citigroup 

1,051,450 

16.5 

2 

3 

Fannie  Mae 

799,791 

18.5 

3 

2 

JP  Morgan  Chase 

693,575 

-3.0 

4 

4 

Bank  of  America 

621,764 

-3.2 

5 

5 

Freddie  Mac 

617,340 

34.4 

6 

6 

General  Electric 

495,023 

13.3 

7 

7 

Morgan  Stanley  DW 

482,628 

13.1 

8 

10 

American  Intl  Group 

468,675 

58.7 

9 

8 

Merrill  Lynch 

419,419 

3.0 

10 
11 
12 

16 

Wachovia 

330,452 

30.0 

9 

General  Motors 

323,969 

6.9 

11 

Goldman  Sachs  Group 

312,218 

7.8 

13 

13 

Wells  Fargo 

307,569 

12.9 

14 
15 

* 

Prudential  Financial 

293,030 

7.4 

12 

Ford  Motor 

276,543 

-2.8 

16 

14 

Bank  One 

268,954 

-0.1 

17 

15 

MetLife 

256,898 

0.7 

18 

18 

Lehman  Bros  Holding 

247,816 

10.3 

19 

19 

Washington  Mutual 

242,506 

24.5 

20 

274 

AOL  Time  Warner 

208,559 

500.0+ 

21 

20 

FleetBoston  Finl 

203,638 

13.4 

22 

22 

Bear  Stearns  Cos 

185,530 

8.4 

23 

21 

Hartford  Finl  Service 

181,238 

5.7 

24 

23 

US  Bancorp 

171,390 

3.9 

25 

24 

Verizon  Commun 

170,795 

3.7 

26 

* 

AT&T 

165,282 

-4.6 

27 

27 

Berkshire  Hathaway 

162,752 

19.9 

28 

25 

American  Express 

151,100 

-2.2 

29 

26 

ExxonMobil 

143,174 

-3.9 

30 

29 

Allstate 

109,175 

4.2 

31 

36 

National  City 

105,817 

19.5 

32 

30 

SunTrust  Banks 

104,741 

1.2 

33 

31 

Lincoln  National 

98,001 

-1.8 

34 

33 

SBC  Communications 

96,322 

-2.4 

35 

35 

Nationwide  Financial 

91,961 

-1.3 

36 

* 

WorldCom  Group 

91,901 

7.0 

37 

34 

Cigna 

91,589 

-3.7 

38 

40 

Viacom 

91,583 

11.1 

39 

38 

John  Hancock  Financial 

91,144 

4.3 

40 

44 

Household  Intl 

89,416 

16.6 

41 
42 
43 
44 
45 
46 
47 
48 

* 

Principal  Financial 

88,351 

4.7 

37 

IBM 

88,313 

0.0 

41 

Philip  Morris  Cos 

84,968 

7.5 

42 

Wal-Mart  Stores 

83,375 

6.7 

43 

Bank  of  New  York 

81,028 

5.1 

39 

KeyCorp 

80,938 

-7.3 

* 

ChevronTexaco 

77,572 

-0.1 

47 

Loews 

75,251 

6.2 

49 

46 

Qwest  Communications 

73,671 

0.2 

50 

67 

Fifth  Third  Bancorp 

71,026 

54.9 

*Not  r; 
Forbes 

nkedin20 
500s  cente 

DO    NA:  Not  available.  To  view  the  comp 
at  www.forbes.com/500s. 

ete  Assets  500  1 

st,  visit  the 

ASSETS 

Citigroup  became  the  world's  first 
corporation  to  exceed  $1  trillion  in 
assets.  With  assets  of  $1.1  trillion,  first-j 
ranked  Citigroup  accounts  for  5%  of 
the  total  for  the  Forbes  Assets  500, 
whose  aggregate  assets,  $20  trillion, 
are  up  9%  over  the  previous  year. 
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IOHNSTON&  Murphy 


■V '  -; 


NEAREST  STORE  CALL  I  800  445  8218  OK  VISIT  yvWW.)OI|NSTONMURPHY.COM 


MARKET 
VALUE 


Despite  a  bear  market  in  2001,  this  year's  list 
of  America's  most  valuable  companies  is  worth 
$10.8  trillion,  a  1%  gain  over  last  year. 
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^E 

00 

COMPANY 

MARKET  VALUE 
(SMIL) 

% 
CHANGE 

1 

General  Electric 

397,425 

-2.2 

2 

Microsoft 

336,285 

16.7 

3 

ExxonMobil 

293,604 

2.5 

6 

Wal-Mart  Stores 

276,006 

30.9 

4 

Pfizer 

251,394 

2.1 

5 

Citigroup 

249,474 

10.6 

7 

Intel 

210,072 

7.6 

14 

Johnson  &  Johnson 

194,717 

50.1 

8 

American  Intl  Group 

193,333 

-2.6 

10 

IBM 

184,022 

10.1 

11 

Merck 

146,296 

-11.9 

13 

SBC  Communications 

130,058 

-8.5 

15 

Verizon  Commun 

130,037 

2.6 

12 

Cisco  Systems 

119,780 

-18.7 

16 

Coca-Cola 

119,142 

0.5 

9 

AOL  Time  Warner 

116,371 

22.2 

20 

Home  Depot 

113,636 

17.5 

18 

Philip  Morris  Cos 

112,633 

6.3 

23 

Procter  &  Gamble 

110,457 

27.6 

19 

Berkshire  Hathaway 

109,099 

8.5 

26 

Bank  of  America 

105,331 

26.7 

* 

ChevronTexaco 

95,449 

0.1 

17 

Bristol-Myers  Squibb 

95,098 

-17.3 

22 

Eli  Lilly  and  Co 

89,348 

3.2 

35 

PepsiCo 

86,727 

35.1 

^t^b 

00 

COMPANY 

MARKET  VALUE 
(SMIL) 

% 
CHANGE 

33 

Viacom 

86,433 

26.4 

32 

Abbott  Laboratories 

86,391 

20.7 

27 

Wells  Fargo 

84,097 

5.3 

30 

Wyeth 

83,592 

11.8 

Km 

31 

Fannie  Mae 

79,779 

7.0 

21 

Oracle 

76,356 

-14.9 

29 

BellSouth 

72,689 

-4.5 

38 

Dell  Computer 

69,861 

10.0 

24 

JP  Morgan  Chase 

69,799 

-17.3 

36 

United  Parcel  Service 

66,911 

4.3 

34 

Amgen 

62,721 

-7.4 

37 

Morgan  Stanley  DW 

60,942 

-4.3 

45 

Texas  Instruments 

56,184 

2.8 

* 

AT&T 

55,651 

-34.0 

3£L 

Pharmacia 

55,263 

-10.8 

^^r 

46 

Medtronic 

54,244 

-0.1 

F  '- 

49 

American  Express 

53,866 

5.6 

48 

Schering-Plough 

49,107 

-6.1 

84 

Wachovia 

48,896 

59.4 

44 

Walt  Disney 

47,863 

-15.1 

50 

General  Motors 

473841 

-2.6     I 

60 

Bank  One 

47,204 

19.4 

E^i 

54 

El  du  Pont  de  Nemours 

47,092 

3.7 

56 

Minn  Mining  &Mfg 

46,624 

9.5 

57 

Merrill  Lynch 

45,904 

7.8 

•  Not  ranked  in  2000.  'Includes  Class  H  stock.  To  view  the  complete  Market  Value  500  list,  visit  the  Forbes  500s  center  at  www.lorbes.com/500s. 
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JUNE  7, 1941:  THE  THEORY  THAT  AN  ARMY  TRAVELS 
ON  ITS  STOMACH  IS  DRASTICALLY  REVISED. 

On  that  fateful  day.  a  truly  essential  piece  of  military  equipment  was  delivered  to  the  U.S.  Army— the  Willys 
MA.  The  legendary  4x4  so  vital  to  the  war  effort  that  General  Dwight  D.  Eisenhower  proclaimed  that  we  could 
not  have  won  the  war  without  it.  Today  that  same  heroic  capability  lives  on  in  its  descendants:  Jeep  Wrangler, 
Jeep  Grand  Cherokee,  and  the  all-new  Jeep  Liberty.  The  only  4x4s  with  over  60  years  of  off-road  leadership. 
The  only  4x4s  routinely  tested  on  one  of  the  world's  toughest  off-road  courses— the  Rubicon  Trail.  The  only 
4x4s  that  can  talk  about  freedom  because  they  actually  helped  fight  for  it. 


Jeep 


THERE'S   ONLY  ONE 


.    K 


For  more  information,  call  l-gOO-925-JEEP  or  visit  jeep.com.  Jeep  is  a  registered  trademark  of  DaimlerChry 

■  .  2;  •    : 


SUPER 


RANKINGS 


Tied  at  the  top  of  this  year's  Forbes  Super  500  list  of  the  biggest  corporations 
in  America:  Citigroup  and  General  Electric.  An  alphabetical  index  of  the 
Super  500  starts  on  page  198. 
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2001  RANK 


MARKET 
SALES    PROFITS    ASSETS    VALUE 


COMPANY 


SALES 
(SMIL) 


PROFITS 
(SMIL) 


ASSETS 
(SMIL) 


MARKET 
VALUE 
(SMIL) 


ENTERPRISE 
VALUE 
(SMIL) 


OPERATING 
INCOME 
(SMIL) 


1 
1 

3 
4 
5 
6 
7 
8 

6 

2 

1 

6 

Citigroup 

112,022 

14,284.0 

1,051,450 

249,474 

378,939 

29,528 

5 

3 

6 

1 

General  Electric 

125,913 

14,128.0 

495,023 

397,425 

635,570 

33,610 

2 

1 

29 

3 

ExxonMobil 

187,510 

15,105.0 

143,174 

293,604 

317,043 

18,097      1 

11 

14 

8 

9 

American  International  Group 

62,402 

5,499.0 

468,675 

193,333 

275,031 

19,208      2 

17 

9 

4 

21 

Bank  of  America 

53,116 

6,792.0 

621,764 

105,331 

216,529 

17,345 

1 

10 

44 

4 

Wal-Mart  Stores 

217,799 

6,671.0 

83,375 

276.006 

298,094 

13,354 

19 

12 

2 

30 

Fannie  Mae 

50,803 

6,066.7 

799,791 

79,779 

844,031 

43,774 

8 

6 

42 

10 

International  Business  Machines 

85,866 

7,723.0 

88,313 

184,022 

206,436 

14,115 

9 

9 

4 

43 

18 

Philip  Morris  Cos 

72,994 

8,566.0 

84,968 

112,633 

143.533 

18,089 

10 
11 
12 
12 
14 
15 
16 

25 

8 

34 

12 

SBC  Communications 

45,908 

7,260.0 

96,322 

130,058 

164,373 

19,965 

27 

20 

7 

37 

Morgan  Stanley  Dean  Witter  &  Co 

43,727 

3,610.0 

482,628 

60,942 

241,172 

8,457 

7 

19 

47 

22 

ChevronTexaco 

97,863 

3,931.0 

77,572 

95.449 

116,132 

16,677- 

20 

38 

3 

34 

JP  Morgan  Chase  &  Co 

50,429 

1,719.0 

693,575 

69,799 

250,170 

10,648 

40 

16 

5 

51 

Freddie  Mac 

36,173 

4,373.0 

617,340 

44,940 

613,099 

24,492 

23 

7 

73 

11 

Merck 

47,716 

7,281.8 

44,007 

146,296 

159.367 

11,192 

61 

21 

13 

28 

Wells  Fargo 

26,891 

3,423.0 

307,569 

84,097 

140,975 

9,989 

17 
18 

62 

11 

54 

2 

Microsoft 

26.847 

6.082.0 

65,387 

336.285 

331,029 

13;111 

44 

5 

82 

5 

Pfizer 

32.259 

7,788.0 

39,153 

251,394 

259,684 

12,147 

50 

32 

12 

54 

Goldman  Sachs  Group 

31,138 

2,310.0 

312.218 

41,801 

115,223 

6,250 

Enterp 
♦  Not  on 

43 

13 

85 

8 

Johnson  &  Johnson 

33,004 

5,668.0 

38,488 

194,717 

194,234 

9,490 

'Ise  value: 
500  list. 

Sum  of  ma 

ket  value  c 

f  common 

liquidation  value  of  preferred  and  all  debt,  m 

nus  cash  and  e 

quivalents. 
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OWLY  TUBER  BECOMES  LUXURY  VODKA. 

k  STORY  OF  REDEMPTION.  For  the  humble  Stobrawa  potato,  it  is  a 
orious  tale.  In  a  tiny  distillery  in  the  countryside  of  Poland,  the  world's  only  luxury  potato  vodka  is  created.  Chopin 
handcrafted  in  the  Old  WorJd  way/according  to  a  tradition  that  dates  back  five  centuries,  and  distilled  four  times. 


UDS     ONLY     LUXURY     POTATO     VODKA 


SUPER 

M  K 

I 

SUI 

Ml 

2 

2 
2 
2 
2 

2 
2 
2 
2 
2 
2 
3 
3 
3 
3 
3 
3 
3 
3 

_2001  RANK 

RANKINGS 

COMPANY 

SALES 
(SMIL) 

PROFITS 

(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 
(SMIL) 

ENTERPRISE 
VALUE 
(SMIL) 

operating 
income' 

(SMIL) 

1  SALES 

PROFITS    ASSETS 

MARKET 
VALUE 

33 

23 

78 

19 

Procter  &  Gamble 

39,262 

2,976.0 

41,372 

110,457 

124,920 

6,951 

72 

27 

16 

47 

Bank  One 

24,527 

2,682.0 

268,954 

47,204 

86,845 

7,201 

14 

24 

66 

59 

Boeing 

58,198 

2.826.Q 

48,343 

39,292 

51,101 

6,467 

83 

44 

10 

44 

Wachovia1 

22,396 

1,619.0 

330,452 

48,896 

100,320 

5,282 

37 

101 

27 

20 

Berkshire  Hathaway 

37,668 

795.0 

162,752 

109,099 

146,064 

2,754 

10 

137 

25 

13 

Verizon  Communications 

67,190 

590.0 

170,795 

130,037 

232,076 

25,539 

16 

22 

131 

17 

Home  Depot 

53,553 

3,044.0 

26,394 

113,636 

112,593 

5,686 

73 

29 

59 

32 

BellSouth 

24,130 

2,570.0 

52,046 

72,689 

95,656 

11,481 

13 

34 

61 

86 

Duke  Energy 

59,503 

1,994.0 

50,463 

29,067 

50,585 

3,553 

3 

134 

11 

46 

General  Motors 

177,260 

601.0 

323,969 

47,3842 

199,808 

23,016 

63 

60 

71 

7 

Intel 

26,539 

1,291.0 

44,395 

210,072 

204,506 

8,923 

76 

59 

28 

42 

American  Express 

23.969 

1,311.0 

151,100 

53,866 

86,501 

1,996 

71 

17 

80 

48 

El  du  Pont  de  Nemours 

24,726 

4,328.0 

40,319 

47,092 

53,494 

3,486 

116 

39 

24 

53 

US  Bancorp 

16,381 

1,706.5 

171,390 

42,957 

77,049 

5,477 

34 

140 

9 

50 

Merrill  Lynch 

38,757 

573.0 

419,419 

45,904 

206,853 

8,864 

108 

26 

19 

84 

Washington  Mutual 

17,692 

2,732.0 

242,506 

29,510 

141,463 

6,730 

53 

65 

30 

92 

Allstate 

28,865 

1,167.0 

109,175 

26,223 

30,218 

1,831 

51 

30 

142 

35 

United  Parcel  Service 

30,646 

2,425.0 

24,636 

66,911 

73,930 

5,358 

99 

84 

21 

61 

FleetBoston  Financial 

19,133 

931.0 

203,638 

38,253 

66,802 

4,572 

4 
A 
A 
A 
A 
A 
A 
A 
A 
A 

98 

15 

143 

23 

Bristol-Myers  Squibb 

19,423 

5,245.0 

24,635 

95,098 

100,715 

6,838 

60 

28 

167 

25 

PepsiCo 

26,935 

2,662.0 

21,695 

86,727 

90,571 

5,490 

91 

52 

36 

102 

WorldCom  Group 

21,348 

1,407.0 

91,901 

21,894 

50,480 

7,170 

56 

36 

129 

64 

United  Technologies 

27,897 

1,938.0 

26,969 

34,922 

39,302 

4,138 

95 

18 

161 

15 

Coca-Cola 

20,092 

3,979.0 

22,417 

119,142 

122,836 

6,155 

32 

55 

149 

58 

Target 

39,888 

1,374.0 

24,154 

39,593 

49,239 

3,759 

26 

110 

104 

60 

Hewlett-Packard 

44,211 

712.0 

33,588 

39,071 

39,209 

2,974 

138 

37 

40 

90 

Household  International 

13,916 

1,923.5 

89,416 

26,662 

96,397 

6,459 

74 

42 

100 

95 

Phillips  Petroleum 

24,050 

1,643.0 

35,000 

23,826 

36,993 

5,084 

12 

77 

68 

157 

American  Electric  Power 

61,257 

1,003.0 

47,281 

14,488 

30,128 

3,799 

62 

18 

151 

Lehman  Brothers  Holdings 

22,392 

1,255.0 

247,816 

15,047 

162,141 

3,891 

En 

84 

46 

47 

125 

119 

Conoco 

31,993 

1,596.0 

27,904 

17,994 

32,177 

4,508 

47 

175 

17 

101 

MetLife 

31,928 

473.0 

256,898 

22,448 

21,740 

1,177 

30 

107 

72 

134 

Sears,  Roebuck 

41,078 

735.0 

44,317 

16,901 

41,472 

4,520 

117 

48 

154 

27 

Abbott  Laboratories 

16,285 

1,550.4 

23,296 

86,391 

93,022 

3,062 

135 

33 

156 

29 

Wyeth3 

14,129 

2,285.3 

22,968 

83,592 

92,887 

4,299 

181 

41 

69 

73 

MBNA 

10,145 

1,694.3 

45,448 

32,290 

40,006 

4,697 

81 

91 

122 

71 

Alcoa 

22,859 

908.0 

28,355 

32,489 

40,535 

3,535 

100 

78 

37 

164 

Cigna 

19,115 

989.0 

91,589 

13,636 

13,380 

1,741 

49 

63 

234 

33 

Dell  Computer 

31,168 

1,246.0 

13,535 

69,861 

66,740 

2,511 

55 

96 

76 

162 

TXU 

27,927 

831.0 

42,315 

13,724 

39,242 

3,506 

128 

43 

159 

62 

McDonald's 

14,870 

1,636.6 

22,535 

35,732 

45,261 

4,041- 

141 

49 

164 

40 

Pharmacia 

13.837 

1,512.0 

22.377 

55,263 

57,514 

3,099 

29 

79 

210 

81 

Cardinal  Health 

41.676 

975.9 

16,047 

30,000 

32,779 

2,044 

21 

73 

181 

125 

Kroger 

50,098 

1,042.7 

19,087 

17,639 

26,728 

3,567 

207 

53 

31 

116 

National  City 

9,093 

1,388.1 

105,817 

18,664 

46,578 

3,302 

41 

61 

201 

104 

Safeway 

34,301 

1,284.4 

16,727 

21,722 

28,504 

3,528 

70 

236 

62 

45 

Walt  Disney 

24.884 

316.0 

50,462 

47,863 

65,774 

4,098 

125 

51 

101 

136 

Exelon 

15,140 

1,416.0 

34,821 

16,617 

36,006 

5,196 

« 

93 

100 

112 

110 

Caterpillar 

20,450 

805.0 

30,657 

19,745 

36,293 

3,137 

i 
i 
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INTRODUCING 

Points  never  expire. 

THE  NEW 

No  blackout  dates. 

PRIORITY  CLUB' 
REWARDS. 

Transfer  points 
between  accounts. 

Fastest  way  to 
Elite  status. 


(The  travel  rewards  program  for  people  who  don't 
have  time  for  a  travel  rewards  program.) 


3.200  locations  to 
earn  and  redeem. 


EASIER  TO  EARN 

Tons  of  places  to  earn  points.  Quick  Elite  status. 

And  valuable  promotions.  Nothing  to  it. 

EASIER  TO  ACCESS 

Experience  unrivaled  customer  service,  check  your  account 

and  browse  our  rewards  catalog.  All  online.  All  the  time. 

EASIER  TO  REDEEM 

No  point  expiration  or  blackout  dates,  and  a  simple 
reward-night  structure.  Can  you  say  hassle-free? 

EASIER  TO  GET  WHAT  YOU  WANT 

With  so  many  rewards  options,  when  you  cash  in  points, 
you'll  really  cash  in.  Don't  see  what  you  want?  We'll  find 
it  for  you.  no  problem. 


EARN  DOUBLE  POINTS  OR  DOUBLE  MILES 
WITH  PRIORITY  CLUB  REWARDS  AND  VISA." 

To  register,  visit  priorityclub  com/doublerewards  or  call  1-888-560-5660. 
When  prompted,  enter  your  Priority  Club  member  number  and  promotion 
code  5500  To  qualify,  stays  must  occur  between  April  1  and  May  31.  200' 


It's  easier.  Enjoy." 

Must  be  a  Priority  Club  member.  U.S.  resident,  and  must  register  member  number  in  advance  to  participate  in  this  promotion.  Bonus  points  or  miles  will  be  awarded  on  every  qual- 
ifying stay  when  you  book  and  pay  with  a  Visa  card,  beginning  with  the  second  qualifying  stay  between  4/1/02  and  5/31/02  at  participating  hotels  throughout  the  U.S.  Please 
allow  six  to  eight  weeks  following  the  end  of  the  promotion  for  bonus  points  or  miles  to  be  credited  to  your  account.  You  must  be  a  miles  collector  with  a  preferred  alliance  in  order 
to  collect  miles  For  a  list  of  participating  airlines,  further  offer  details,  and  Priority  Club  terms  and  conditions,  visit  priontyclub.com/doublerewards  or  call  1-888-211-9874.  A  stay 
is  defined  as  one  night  or  consecutive  nights  at  the  same  hotel,  regardless  of  frequency  of  check-in/check-out.  A  stay  is  qualified  when  paying  qualifying  rates,  which  include  most 
business  and  leisure  rates.  Only  one  member  per  room  per  stay  will  be  awarded  the  applicable  bonus  points  or  miles.  No  retroactive  points  or  miles  will  be  awarded  for  stays  prior 
t»  registration  Subject  to  standard  Priority  Club  program  terms  and  conditions.  ©2002  Six  Continents  Hotels.  Inc  All  rights  reserved.  Most  hotels  are  independently  owned  and/or 
operated  Priority  Club  is  a  service  mark  of  Six  Continents  Hotels,  Inc 


The 

Six  Continents5"  Hotels 

Family  of  Brands: 


INTER-CONTINENTAL. 


UMoa> 


EXPRESS 


priorityclub.com 


Advertisement 


NewRoads  Outsourcing  Advantage  SeriJ 


If  we've  done 

our  job  properly, 

the  ultimate 

customer  will 

never  know  that 

NewRoads 

was  involved. 

Antony  H.  Lee, 
Founder  and  Executive 
Chairman,  NewRoads 


A 


NEWROADS 

Delivering  Outsourced  Value  for  One-to-One  Direct  Marketer] 


EBnffl 


35 


The  meteoric  growth  of  the  Internet  as  a  major 
sales  channel  has  essentially  turned  every  large 
company  in  the  world  into  a  direct  marketer. 
Branded  manufacturers,  e-tailers,  bricks-and- 
mortar  retailers  and  cataloguers  can  now  inter- 
act directly  with  customers  in  ways  that  cut 
across  their  previous  channels  and  supply 
chains.  While  this  one-to-one  customer  link  rep- 
resents an  extraordinary  opportunity  it  also  has 
created  a  tremendous  scramble  to  build  or  out- 
source the  services  and  infrastructure  that  can 
help  companies  make  the  most  of  these  new 
customer  relationships. 

"The  challenge  for  companies  getting  into  direct 
marketing  or  expanding  their  direct  marketing 
efforts  is  that  they  lack  the  critical  infrastruc- 
ture and  the  years  of  fulfillment  and  customer 
service  expertise  that  it  takes  not  only  to  get  the 
product  to  the  customer,  but  also  to  do  so  in  a 
way  that  enhances  the  customer  experience  on 
behalf  of  the  brand,"  says  Antony  H.  Lee,  founder 
and  executive  chairman  of  NewRoads,  a  busi- 
ness process  outsourcer  of  fulfillment  services 
that  enable  retailers  and  manufacturers  to  deliv- 
er their  products  more  efficiently  to  their  cus- 
tomers. "That's  what  we  offer,  and  if  we've  done 
our  job  properly,  the  ultimate  customer  will  never 
know  that  NewRoads  was  involved." 

NewRoads  was  built  from  the  ground  up  to 
provide  end-to-end  outsourced  solutions  capa- 
ble of  supporting  multiple  direct  channels.  Its 
services  include  logistics  and  distribution,  mar- 
keting and  commerce  fulfillment,  sales  and 
marketing  support,  customer-care  services, 
application  technology  services,  and  logistics 
and  distribution  management.  In  2001,  the 
company  ranked  37th  among  America's  500 
fastest-growing  privately  held  companies,  as 
defined  by  Inc  magazine. 


For  fast-growing  businesses  like  the  Amer 
can  division  of  the  global  cosmetic  innovate 
CCB-Paris,  NewRoads  handles  every  aspect! 
the  customer  relationship  —  from  telephon 
and  e-mail  order-taking  to  credit  card  and  orde 
processing,  from  inventory  management  an 
warehousing  to  processing  merchandis: 
returns.  Founded  in  1987  in  Paris,  CCB-Paris  (L 
Club  des  Createurs  de  Beaute)  is  a  partnership 
between  LOreal,  the  world's  largest  cosmetic 
company,  and  3  Suisses  International,  a  to 
global  direct  marketer,  that  offers  through  cat 
logs  and  the  Internet  over  300  products  create 
by  seven  of  France's  most  famous  names 
beauty.  The  company  expanded  its  existing  inte 
national  catalog  in  Europe  and  Japan  to  the  U. 
in  1997  and  launched  the  U.S.  Web  site  in  199 

"We  now  have  150,000  customers  in  the  U 
and  are  growing  at  about  60%  this  year,"  sa\ 
Olivier  Allender,  general  manager  at  CCB-Pari 
"In  two  or  three  years,  we  should  have  abo 
500,000  customers  here  and  perhaps  double  th 
in  six  or  seven  years.  A  major  factor  in  selectir 
NewRoads  was  its  ability  to  grow  with  us  at  th 
pace  that  we  hope  to  expand  our  business,  whi 
maintaining  the  same  quality  of  customer  exp 
rience.  We  also  have  some  special  needs 
terms  of  the  incentives  and  promotions  th 
beauty  consumers  expect.  NewRoads  unde 
stands  our  business  and  the  elements  that  mal 
consumers  buy  from  us  again  and  again." 


For  more  information, 

call  NewRoads  at  203-625-9899  x114 

or  visit  www.newroads.com. 

• , 

II  NEWROADS  II  ■  I 
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NewRoads  is  the  most  reliable  provider  of 
outsourced  direct-to-customer  fulfillment 
and  customer  care  solutions.  Our  extensive 
and  deep-rooted  knowledge  base  nourishes 
a  range  of  solutions  that  branch  across  the 
entire  one-to-one  direct  commerce  landscape. 
That  is  why  NewRoads  stands  by  itself  in 
terms  of  the  scale  and  business  process 
expertise  it  brings  to  customer  care,  fulfillment 


and  distribution  outsourcing  solutions. 
For  a  suite  of  best-in-class  solutions  that 
maximize  cost  efficiencies,  optimize  oper- 
ations infrastructure  and  deliver  your 
products  while  enhancing  your  customer's 
brand  experience,  call  us  or  visit  our  website. 
You'll  find  out  why  NewRoads  is  by  far 
the  best  path  to  any  point  in  the  direct 
commerce  landscape. 


JOAIDSIIBI 

vfness  Process  Outsourcing 


75  Holly  Hill  Laiie^  G 


6.6-830  •  203.625.9899  ext.  1 14  •  www.newroads.com 
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2001  RANK 

RANKINGS 

COMPANY 

SALES 
(SMIL) 

PROFITS 

(SMIL) 

ASSETS 

(SMIL) 

MARKET 
VALUE 
(SMIL) 

ENTERPRISE 
VALUE 
(SMIL) 

OPERATING 

SALES    PROFITS 

ASSETS 

MARKET 
VALUE 

INCOME' 
(SMIL) 

69 
71 
72 
73 
73 
75 
76 
77 
78 
79 

162 

25 

204 

24 

Eli  Lilly  and  Co 

11,543 

2,809.4 

16,434 

89,348 

90,126 

4,185 

221 

56 

32 

113 

SunTrust  Banks 

8,435 

1,369.2 

104,741 

19,189 

37,696 

2,834 

89 

54 

205 

82 

Electronic  Data  Systems 

21,543 

1,387.0. 

16,353 

29,975 

35,030 

3,707 

255 

57 

45 

79 

Bank  of  New  York 

7,192 

1,343.0 

81,028 

30,666 

25,114 

2,600 

124 

145 

23 

144 

Hartford  Financial  Services 

15,147 

549.0 

181,238 

16,139 

19,794 

426 

119  i 

50 

221 

49 

Minnesota  Mining  &  Mfg 

16,079 

1,430.0 

14,606 

46,624 

49,897 

3.866 

273  1 

69 

50 

57 

Fifth  Third  Bancorp 

6,506 

1,100.6 

71,026 

39,597 

52,480 

2,340 

87 

75 

230 

66 

Lowe's  Cos 

22,111 

1,023.3 

13,736 

34,116 

37,515 

2,332 

132 

46 

220 

69 

Kimberly-Clark 

14,524 

1,609.9 

15,008 

33,037 

38,145 

3,162 

106 

71 

189 

103 

HCA 

17,953 

1,068.0 

17,645 

21,737 

30,418 

3,263 

80 
81 
82 
83 
84 
85 
85 

154 

40 

228 

52 

Anheuser-Busch  Cos 

12,912 

1,704.5 

13,862 

43,931 

51,040 

3,540 

179 

67 

116 

118 

Southern  Co 

10,155 

1,120.0 

29,824 

18,044 

36,184 

3,749 

28 

120 

140 

205 

Dynegy 

42,242 

645.9 

24,874 

10,643 

19,112 

1,424 

160 

82 

109 

153 

Union  Pacific 

11,973 

966.0 

31,551 

14,882 

32,231 

3,246 

129 

85 

214 

88 

Emerson  Electric 

14,855 

929.1 

15,498 

26,854 

32,303 

2,742 

24] 

86 

118 

290 

Reliant  Energy 

46,226 

918.9 

29,000 

7,388 

20,762 

2,980 

78  | 

89 

251 

100 

UnitedHealth  Group 

23,454 

913.0 

12,486 

22,758 

22,802 

1,831 

87 
88 
89 
90 
91 

190 

35 

257 

43 

Schering-Plough 

9,802 

1,943.0 

12,174 

49,107 

47,370 

3,248    : 

66 

88 

316 

56 

Walgreen 

25,568 

913.1 

9,697 

40,567 

41,369 

1,702 

80 

70 

97 

280 

PG&E 

22,959 

1,090.0 

35,862 

7,613 

18,255 

3,901 

105 

45 

236 

143 

Sara  Lee 

18,043 

1,616.0 

13,486 

16,156 

22,735 

2,012 

169 

93 

83 

192 

Williams  Cos 

10,726 

835.4 

38,906 

11,507 

28,801 

3,389 

183 

31 

295 

31 

Oracle 

10,093 

2,423.0 

10,375 

76,356 

74,501 

3,971 

92 
93 
94 
95 
96 
97 
98 

282 

81 

51 

127 

BB&T 

6,228 

973.6 

70,870 

17,523 

33,661 

2,210 

196 

114 

89 

154 

Aflac 

9,598 

687.0 

37,860 

14,866 

15,221 

1,081 

57 

116 

197 

184 

ConAgra  Foods 

27,807 

659.2 

17,063 

12,140 

20,146 

2,053 

202 

132 

39 

188 

John  Hancock  Financial  Services 

9,361 

611.5 

91,144 

11,741 

11,990 

1,231 

39 

130 

282 

114 

Costco  Wholesale 

36,703 

618.2 

10,889 

19,034 

19,439 

1,365 

172 

147 

102 

145 

Dominion  Resources 

10,558 

544.0 

34,369 

16,081 

36,383 

3,212 

99 
100 
101 
101 
103 
103 
105 
105 
107 
108 
109 
110 
111 
112 
113 
114 
115 
116 
116 
118 

35 

* 

20 

16 

AOL  Time  Warner 

38,234 

-4,921.0 

208,559 

116,371 

153,343 

9,906 

36 

161 

211 

173 

Albertson's 

37,931 

501.2 

15,967 

12,893 

18,352 

2,805 

18 

* 

26 

39 

AT&T 

52,550 

-4,131.0 

165,282 

55,651 

134,984 

15,622 

130 

102 

120 

232 

Xcel  Energy 

14,811 

784.7 

28,735 

9,321 

27,732 

2,776 

258 

76 

190 

65 

Automatic  Data  Processing 

7,036 

1,005.1 

17,621 

34,655 

33,661 

1,934 

187 

80 

239 

83 

Marsh  &  McLennan  Cos 

9,943 

974.0 

13,293 

29,727 

32,281 

2,679 

94 

136 

232 

130 

FedEx 

20,127 

590.9 

13,691 

17,238 

19,606 

2,308 

137 

64 

188 

203 

Occidental  Petroleum 

13,985 

1,186.0 

17,850 

10,699 

18,580 

3,534 

208 

129 

145 

111 

Fox  Entertainment  Group 

9,034 

624.0 

24,307 

19,676 

25,653 

1,058 

4 

* 

15 

77 

Ford  Motor 

162,412 

-5,453.0 

276,543 

30,952 

201,985 

10,844 

151 

104 

237 

106 

Tenet  Healthcare 

12,936 

765.0 

13,423 

20,647 

25,486 

2,494 

303 

125 

52 

121 

State  Street 

5,637 

6280 

69,896 

17.864 

3.766 

1,023 

274 

92 

166 

74 

First  Data 

6,427 

874.6 

21,912 

32,078 

34,450 

2,166 

215 

127 

22 

248 

Bear  Stearns  Cos 

8,701 

625.0 

185,530 

8,813 

74,776 

2,255 

211 

191 

105 

122 

Cendant 

8,950 

423.0 

33,452 

17,833 

22,369 

2,204 

164 

160 

177 

129 

Waste  Management  Holdings 

11,322 

503.0 

19,490 

17,239 

25,873 

3,034 

Pl59 

83 

278 

117 

General  Dynamics 

12,163 

943.0 

11,069 

18,288 

19,770 

1,756 

206 

106 

141 

189 

Burlington  Northern  Santa  Fe 

9.208 

737.0 

24,721 

11,604 

24,960 

2,664 

260 

196 

53 

133 

PNC  Financial  Services  Group 

6,921 

412.0 

69,575 

16,980 

25,903 

1,335 

79 

* 

38 

26 

Viacom 

23,223 

-219.6 

91,583 

86,433 

99,107 

4,547 

Enterp 
•Not  on 

rise  value:  Sun 
500  list. 

i  of  mat 

ket  value  c 
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*         2001  RANK 

RANKINGS 

MARKET        ENTERPRISE      OPERATING 
SALES            PROFITS           ASSETS            VALUE             VALUE            INCOME 
COMPANY                                                       (SMIL)             (SMIL)             (SMIL)              (SMIL)              (SMIL)             (SMIL) 

UPER 

IIW 

MARKET 
SALES    PROFITS    ASSETS    VALUE 

L19 
L20 

234       118         90       207      FirstEnergy 

7,999 

654.9 

37,400 

10,598 

NA 

2,673 

192       306         88          70      Comcast 

9,674 

225.6 

38,132 

32,606 

51,109 

2,702 

121 
L22 
L23 
L24 

L25 

275 
194 

133         33       222      Lincoln  National 

6,399 

605.8 

98,001 

9,672 

8,265 

1,100 

108      133       229 

Entergy 

9,621 

727.0 

25,910 

9,410 

21,965 

2,314 

380         58      103       128      Mellon  Financial 

4,055 

1,318.0 

34,360 

17,463 

20,868 

1,123 

254       121       123       174      Capital  One  Financial 

7,254 

642.0 

28,184 

12,862 

21,485 

1,705 

189       105 

136       244      Public  Service  Enterprise  Group 

9,815 

763.0 

25,397 

9,018 

25,666 

2,513 

126 
127 

15 

• 

67         96      El  Paso 

57,475 

67.0 

48,171 

23,640 

47,975 

4.035 

243         72 

248        123      Alltel 

7,599 

1,047.5 

12,609 

17,780 

22,348 

2,925 

L28 
129 

145       190      169       183      Northrop  Grumman 

13,558 

427.0 

21,081 

12.235 

18,798 

1,649 

232 

90      308          63      Gillette 

8,084 

910.0 

10,041 

35,011 

38,874 

2,179 

i: 

to 

59           •         14       120      Prudential  Financial 

27,178 

-153.8 

293,030 

17,875 

12,021 

361 

i: 

ii 

242      126      196       131      General  Mills 

7,621 

625.4 

17,124 

17,117 

26,767 

1,446 

132 
133 
134 
134 

131 

220      185       163      Weyerhaeuser 

14,545 

354.0 

18,293 

13,703 

21,961 

1,766 

163         74         94       371      Edison  International 

11.436 

1.034.9 

36,890 

5,317 

27,598 

3,736 

54       209       208        238       Marathon  Oil1 

28,615 

385.0 

16,129 

9,097 

15,375 

4,203 

133       112       260        204 

May  Department  Stores 

14,175 

7060 

11,920 

10,695 

16,157 

2,052 

i: 

16 

103           *         95          14 

Cisco  Systems 

18,290 

-2,294.0 

36,704 

119,780 

114,461 

673 

i: 

16 

205          99       312          97      Illinois  Tool  Works 

9.293 

805.7 

9,822 

23,257 

24,615 

1,692 

136 

214       216         41       242      Principal  Financial  Group 

8,818 

369.5 

88,351 

9,028 

11,189 

680 

Enterprise  value  Sum  of  market  value  of  common,  liquidation  value  of  preferred  and  all  debt,  minus  cash  and  equivalents. 
Not  on  500  list     Formerly  USX-Marathon  NA  Not  available 

ZtfPLOVtt  zzrtirriov  'o-z 


GIVE  YOUR  EMPLOYEES  TEN-YEAR 
SERVICE  AWARDS,  NINE  YEARS  EARLY. 

Smart  companies  find  creative  ways  to  retain  employees,  no 
matter  how  the  Dow  ebbs  and  flows.  Like  plush  cotton  polos, 
exceptional  outerwear,  and  luggage  that  lasts. 

We  set  the  standard  in  outfitting  you  and  your  business. 
Call  today  for  a  catalog  of  business  gifts  and  apparel,  or  for 
fresh  ideas  on  keeping  up  morale. 


Lightweight 
Microfiber  Windshirt 


JANDS^ENQ 


BUSINESS 
OUTFITTERS 


1  -800-990-5428    landsend.com/business 
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2001  RANK 

RANKINGS 

COMPANY 

SALES 

(SMIL) 

PROFITS 

(SMIL) 

ASSETS 

(SMIL) 

MARKET 
VALUE 
(SMIL) 

ENTERPRISE 
VALUE 
(SMIL) 

OPERATING 

SALES 

PROFITS 

MARKET 
ASSETS    VALUE 

INQOME ' 

(SMIL) 

139 
140 
141 
141 
143 
144 
145 
146 

352 

97 

56 

215 

Golden  West  Financial 

4,446 

818.8 

58,586 

10,143 

28,862 

1,415 

240 

115 

298 

68 

Baxter  International 

7,663 

664.0 

10,343 

33,269 

35,592 

1,934 

276 

95 

242 

109 

Gannett 

6,344 

831.2. 

13,096 

20,068 

25,510 

2,034 

199 

139 

75 

309 

UnumProvident 

9,410 

582.1 

42,443 

6,785 

9,127 

1,156 

285 

94 

303 

41 

Medtronic 

6,137 

833.1 

10,146 

54,244 

56,307 

2,342 

90 

188 

216 

236 

Archer  Daniels  Midland 

21,534 

430.9 

15,195 

9,144 

13,422 

1,491 

364 

111 

60 

197 

Comerica 

4,197 

709.6 

50,732 

11,062 

16,626 

1,664 

218 

103 

191 

223 

FPL  Group 

8,475 

781.0 

17,463 

9,618 

18,164 

2,410 

146 
148 
149 
150 
151 
152 
153 
154 
155 
156 
157 
158 
159 
160 
161 
162 
163 
163 
165 
166 
167 
167 
169 
170 
171 
172 
173 
174 
175 
176 
177 
178 
178 
180 
180 

52 

* 

106 

76 

Motorola 

30,004 

-3,937.0 

33,398 

!  31,338 

35,198 

774 

198 

66 

398 

80 

Colgate-Palmolive 

9,428 

1,146.6 

6,985 

!  30,123 

34,216 

2,171 

58 

* 

98 

87 

Dow  Chemical 

27,805 

-417.0 

35,515 

i  29,036 

42,052 

2,884 

48 

142 

157 

402 

Mirant 

31,502 

563.0 

22,754 

4,821 

13,204 

1,533 

193 

113 

199 

249 

Consolidated  Edison 

9,634 

695.8 

16,971 

8,785 

17,569 

2,118 

219 

148 

172 

219 

Progress  Energy 

8,461 

541.6 

20,740 

9,928 

21,877 

2,368 

146 

87 

215 

312 

Amerada  Hess 

13,413 

914.0 

15,369 

6,701 

13,456 

2,641 

64 

* 

92 

105 

International  Paper 

26,363 

-1,188.0 

37,158 

20,889 

40,135 

3,305 

82 

123 

458 

112 

Sysco 

22,553 

636.0 

5,579 

19,416 

20,754 

1,363 

85 

195 

337 

176 

CVS 

22,241 

413.2 

8,628 

12,802 

13,934 

1,091 

75 

* 

126 

93 

Lockheed  Martin 

23,990 

-1,010.0 

27,654 

25,264 

32,855 

1,366 

77 

* 

147 

72 

Honeywell 

23,652 

-99.0 

24,226 

32,468 

37,220 

1,085 

97 

* 

49 

158 

Qwest  Communications  Intl 

19,743 

-3,945.0 

73,671 

14,468 

41,052 

7,401 

42 

* 

151 

115 

Compaq  Computer 

33,554 

-563.0 

23,689 

18,700 

17,118 

1,856       i 

144 

* 

77 

94 

AT&T  Wireless  Services 

13,610 

-887.0 

41,722 

24,594 

32,345 

3,100 

150 

98 

279 

292 

Halliburton 

12,939 

808.0 

10,966 

7,297 

8,576 

1,508 

104 

199 

380 

146 

Best  Buy 

18,079 

409.7 

7,502 

15,932 

15,467 

924 

102 

164 

290 

273 

Johnson  Controls 

18,791 

495.7 

10,500 

8,012 

10,405 

1,509 

263 

159 

285 

124 

Omnicom  Group 

6,889 

506.1 

10,635 

17,671 

19,952 

1,179 

186 

182 

306 

159 

HJ  Heinz 

9,995 

440.3 

10,092 

14,203 

19,922 

1,351 

112 

* 

48 

181 

Loews 

16,866 

-535.8 

75,251 

12.3201 

21,634 

-1,789 

92 

* 

114 

135 

Lucent  Technologies 

20,527 

-16,185.0 

30,199 

16,841 

18,969 

-5,809 

213 

171 

296 

168 

Kellogg 

8,853 

482.0 

10,369 

13,312 

20,245 

1,640 

428 

210 

58 

156 

USA  Education 

3,515 

384.0 

52,874 

14,634 

61,076 

1,251 

414 

144 

63 

240 

SouthTrust 

3,742 

554.5 

48,755 

9,072 

19,288 

994 

450 

169 

81 

171 

Northern  Trust 

3,262 

487.5 

39,665 

13,119 

10,787 

995 

126 

141 

223 

386 

Valero  Energy 

14,988 

563.6 

14,504 

5,044 

10,166 

1,254 

381 

157 

70 

276 

Regions  Financial 

4,038 

508.9 

45,383 

7,841 

14,688 

964 

235 

* 

65 

85 

Clear  Channel  Communications 

7,970 

-1,144.0 

48,390 

29,213 

45,486 

1,916 

195 

135 

426 

141 

NIKE 

9,604 

593.6 

6,193 

16,269 

17,033 

1,233 

250 

407 

46 

195 

KeyCorp 

7,352 

1570 

80,938 

11,199 

33,434 

1,785 

292 

242 

313 

55 

Applied  Materials 

5,980 

305.5 

9,810 

40,577 

40,103 

951 

111 

* 

130 

160 

Raytheon 

16,867 

-687.0 

26,502 

14,079 

22,594 

1,488      ! 

3 

383 

68 

416 

36 

Amgen 

4,016 

1,119.7 

6,443 

62,721 

62,355 

2,003 

284 

214 

178 

227 

Norfolk  Southern 

6,170 

374.5 

19,418 

9,451 

20,007 

1,534 

182 
183 

464 

124 

134 

182 

Equity  Office  Properties 

3,130 

629.72 

25,808 

12,304 

26,699 

2,008 

296 

150 

91 

370 

Countrywide  Credit  Industries 

5,861 

537.5 

37,217 

5,338 

32,947 

1,497 

184 

136 

* 

195 

78 

Sun  Microsystems 

14,059 

-563.0 

17,153 

30,795 

31,376 

487 

185 

247 

197 

275 

194 

Progressive 

7,488 

411.4 

11,122 

11.461 

12,545 

721 

186 
187 

110 

* 

148 

155 

Sprint  FON 

16,924 

-146.0 

24,164 

14,852 

21,584 

4,238 

230 

253 

171 

267 

CSX 

8,110 

293.0 

20,823 

8,225 

18,817 

1,639 

Enterp 
#  Not  on 

ise  value: 
500  list.   ' 

Sum  of  ma 
ncludes  C< 

'ket  value  of  common 
irolina  Group  stock. 2 

liquidation  value  of  preferred  and  all  debt,  m 
REITs  are  not  taxed  at  the  corporate  level. 

inus  cash  and  e 

quivalents. 
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MARKET                                                                    SALES            PROFITS           ASSETS            VALUE             VALUE            INCOME 
SAL£S    PROFITS    ASSETS     VALUE      COMPANY                                                       (SMIL)             (SMIL)             ($MIL)              ($MIL)              ($MIL)              ($MIL) 

L88 

271       131       293        231      Unocal 

6,664 

616.0 

10,425 

9,347 

13,731 

2,440 

L89 
L89 
L91 
192 
L93 
L94 
L95 
196 
197 
L97 
199 
200 
201 
202 
203 
204 
205 
205 
207 

436       152         84       270      AmSouth  Bancorp 

3,383 

536.3 

38,600 

8,081 

15,013 

956 

308       156      329       149      Southwest  Airlines 

5,555 

511.1 

8,997 

15,297 

15,917 

992 

153       181      254       362      Cinergy 

12,923 

442.3 

12,300 

5,486 

12,074 

1,320 

237       232 
216       185 

180       304      DTE  Energy 

7,849 

328.1 

19,228 

7,008 

17,524 

1,759 

218       340      RJ  Reynolds  Tobacco  Holdings 

8,585 

435.0 

15,050 

6,004 

7,384 

1,409 

239       339      163       235      Aon 

7,676 

203.0 

22,386 

9,294 

11,656 

957 

227          * 

212          38      Texas  Instruments 

8,201 

-201.0 

15,779 

56,184 

57,333 

1,246 

65          * 

183       230      Delphi1 

26,088 

-370.0 

18,602 

9,356 

11,952 

1,668 

22       497 

247       214      McKesson2 

48,419 

117.7 

12,789 

10,164 

11,302 

554 

320       205 

265       190      USA  Networks 

5,285 

392.8 

11,703 

11,566 

16,438 

1,597 

204       266 

93       419      AES 

9,327 

273.0 

37,000 

4,531 

30,009 

3,041 

246       165 

480          98      Kohl's 

7,489 

495,7 

4,930 

23,108 

24,227 

1,017 

233       154 

217       390      Sempra  Energy 

8,029 

518.0 

15,156 

5,006 

10,300 

1,572 

444       151      119       286      Jefferson-Pilot 

3,332 

537.4 

28,996 

7,533 

8,456 

812 

67           * 

74       363      Aetna 

25,191 

-279.6 

43,255 

5,486 

5,789 

267 

156      194 

382       275      WellPoint  Health  Networks 

12,429 

414.7 

7,472 

7,907 

8,215 

922 

148          * 

162       198      Deere  &  Co 

13,110 

-158.5 

22,406 

11,061 

21,562 

1,276 

321           * 

79       108      Charles  Schwab 

5,281 

78.0 

40,464 

20,255 

17,156 

1,942 

180       292 

326       212      Marriott  International 

10,152 

236.0 

9,107 

10,527 

12,568 

918 

Enterp 
Not  on 

•ise  value:  Sum  of  market  value  of  common,  liquidation  value  of  preferred  and  all  debt,  minus  cash  and  equivalents. 
500  list    Formerly  Delphi  Automotive  Systems,  formerly  McKesson  HBOC 

ZrfPWtt  MOTIVATION  'D? 


RECOGNIZE  YOUR  EMPLOYEES 
WITH  A  BRAND  THEY  RECOGNIZE. 

We  know  what  you're  thinking:  employee  gifts  in  a  year  like  this? 
The  big-ticket  perks  may  have  been  redlined,  but  there  are  still 
affordable  ways  to  remind  people  they're  valued  -  a  message 
worth  delivering  in  any  economy. 

We  set  the  standard  in  outfitting  you  and  your  business. 
Call  for  a  catalog  of  business  gifts  and  apparel,  or  for  a  fresh 
idea  about  thanking  employees  for  their  extra  effort. 


Soft  Cotton 
Twinset 


JANDgENJ) 


BUSINESS 
OUTFITTERS 


1  -800-990-5428    landsend.com/business 
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2001  RANK 

RANKINGS 

COMPANY 

SALES 
(SMIL) 

PROFITS 

(SMIL) 

ASSETS 

(SMIL) 

MARKET 
VALUE 
(SMIL) 

ENTERPRISE 
VALUE 
(SMIL) 

operating 
income' 

(SMIL) 

SALES 

PROFITS 

ASSETS 

MARKET 
VALUE 

208 
209 
210 
211 
212 
213 
214 
214 
216 
217 
218 
219 
219 
221 
222 
223 
224 
224 
226 
227 
228 
229 
230 
231 
232 
233 
234 
235 
236 
237 
238 
239 
240 
241 
241 
243 
243 
245 
246 
247 
248 
249 
250 
251 
252 
253 
254 

212 

* 

86 

220 

St  Paul  Cos 

8,943 

-1,088.4 

38,321 

9,802 

12,785 

-1,251 

228 

207 

344 

241 

PPG  Industries 

8,169 

387.0 

8,452 

9,067 

11,932 

1,287 

306 

168 

356 

191 

Air  Products  &  Chemicals 

5,592 

491.0. 

8,039 

11,544 

14,797 

1,269 

113 

* 

124 

287 

Xerox 

16,502 

-331.0 

28,033 

7,462 

21,933 

1,197 

69 

* 

132 

324 

Georgia-Pacific  Group 

25,016 

-476.0 

26,364 

6,426 

21,318 

2,544 

244 

119 

168 

500 

Calpine 

7,590 

652.6 

21,326 

3,443 

16,998 

1,477 

177 

178 

273 

407 

Allegheny  Energy 

10,379 

448.9 

11,168 

4,739 

10,673 

727 

238 

* 

117 

179 

Chubb 

7,754 

111.5 

29,449 

12,475 

13,999 

82 

489 

162 

87 

301 

Charter  One  Financial 

2,852 

500.7 

38,175 

7,013 

15,661 

863 

171 

163 

* 

209 

TJX  Cos 

10,709 

500.4 

3,596 

10,563 

10,774 

1,104 

457 

192 

35 

364 

Nationwide  Financial  Services 

3,179 

419.9 

91,961 

5,475 

6,407 

618 

265 

146 

436 

202 

Campbell  Soup 

6,867 

548.0 

6,049 

10,708 

14,787 

1,337 

120 

* 

150 

278 

Coca-Cola  Enterprises 

15,700 

-19.0 

23,719 

7,658 

23,879 

1,954 

31 

261 

258 

* 

Aquila1 

40,377 

279.4 

11,948 

3,396 

6,864 

782 

191 

* 

165 

200 

Sprint  PCS 

9,725 

-1,249.0 

22,190 

10,955 

28,067 

1,513 

301 

203 

297 

259 

Rohm  and  Haas 

5,666 

398.0 

10,351 

8,527 

12,632 

973 

359 

198 

57 

450 

Golden  State  Bancorp 

4,320 

410.9 

56,491 

4,104 

30,607 

1,017 

224 

345 

325 

170 

Masco 

8,358 

198.5 

9,183 

13,124 

16,700 

1,309 

86 

400 

281 

298 

AmerisourceBergen2 

22,202 

165.5 

10,933 

7,187 

9,371 

422 

462 

180 

107 

318 

Union  Planters 

3,144 

443.6 

33,198 

6,516 

11,324 

945 

158 

397 

209 

308 

Textron 

12,321 

166.0 

16,052 

6,838 

13,238 

1,461 

484 

172 

96 

323 

UnionBanCal 

2,912 

481.4 

36,039 

6,427 

6,558 

826 

45 

* 

184 

346 

JC  Penney 

32,004 

98.0 

18,431 

5,804 

11,764 

1,469 

315 

183 

409 

177 

Baker  Hughes 

5,382 

438.7 

6,676 

12,734 

14,594 

1,077 

223 

* 

200 

161 

Anadarko  Petroleum 

8,369 

-176.0 

16,771 

14,059 

22,273 

3,456 

371 

155 

351 

217 

Pitney  Bowes 

4,122 

514.3 

8,318 

10,001 

14,845 

1,046 

121 

* 

219 

261 

Federated  Department  Stores 

15,651 

-266.0 

15,044 

8,347 

13,927 

2,015 

326 

187 

367 

224 

Praxair 

5,158 

432.0 

7,715 

9,600 

13,111 

1,333 

* 

138 

207 

260 

MBIA 

1,138 

583.2 

16,200 

8,427 

9,992 

861 

* 

212 

110 

288 

M&T  Bank 

2,579 

378.1 

31,450 

7,452 

12,953 

838 

378 

* 

138 

99 

Cox  Communications 

4,059 

33.0 

25,061 

23,000 

37,261 

1,413 

197 

326 

193 

406 

NiSource 

9,459 

212.2 

17,374 

4,760 

14,974 

1,660 

147 

* 

238 

243 

Eastman  Kodak 

13,234 

76.0 

13,362 

9,019 

11,936 

1.923 

* 

* 

64 

67 

Liberty  Media3 

2,059 

-6,669.0 

48,669 

34,023 

47,013 

245 

201 

153 

495 

284 

Limited 

9,363 

518.9 

4,719 

7,544 

6,746 

1,024 

445 

143 

288 

265 

Burlington  Resources 

3,326 

558.0 

10,582 

8,269 

13,893 

1,999 

220 

243 

365 

313 

Pepsi  Bottling  Group 

8,443 

305.0 

7,857 

6,686 

11,152 

1,190 

165 

399 

338 

246 

Computer  Sciences 

11,277 

165.6 

8,602 

8,879 

11,221 

1,318 

101 

* 

108 

442 

AMR 

18,963 

-1,762.0 

32,841 

4,241 

14,614 

-456 

257 

* 

311 

89 

EMC 

7,091 

-507.7 

9,890 

26,804 

24,748 

375 

404 

117 

322 

316 

Cablevision-NY  Group 

3,832 

657.7 

9,299 

6,632 

14,766 

761. 

115 

* 

224 

320 

TRW 

16.383 

68.0 

14,444 

6,473 

12,633 

1,360     1 

293 

189 

* 

178 

Avon  Products 

5.952 

430,3 

2.985 

12,518 

13,724 

909 

114 

* 

250 

297 

Solectron 

16,419 

-364.6 

12,504 

7,222 

9,791 

1,028 

348 

173 

294 

351 

Ameren 

4,506 

475.4 

10,401 

5,714 

11,280 

1,387 

96 

296 

354 

421 

AutoNation 

19,989 

2323 

8,065 

4,497 

5,878 

667 

175 

227 

424 

344 

Anthem 

10.445 

342.2 

6,277 

5,841 

6.328 

733 

255 
255 

261 

274 

387 

250 

Newell  Rubbermaid 

6,909 

264,6 

7,266 

8,740 

11,500 

966 

170 

273 

* 

228 

Staples 

10,719 

265.0 

4,093 

9.433 

9,400 

743 
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♦  Not  on 

se  value: 
500  list.  '1 

5um  of  ma 
"ormerly  U 

ket  value  c 
iliCorp  Un 

t  common 
ted.  2Forn 

liquidation  value  of  preferred  and  all  debt,  m 
erly  AmeriSource  Health.  3Formerly  AT&T  Lit 

nus  cash  and  e 
jerty  Media  Gro 

quivalents. 
up. 

186 

F    O    R 

B    E    S 

■    April 

5,  2002 

SURGEON  GENERAL  WARNING:  Tobacco 
Smoke  Increases  The  Risk  Of  Lung  Cancer 
And  Heart  Disease,  Even  In  Nonsmokers. 
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www.cigarworld.com 


America's  Sound. 
America's  Cigar. 

irVith  every  spontaneous  riff,  the  improvisations 
railed  jazz  redefine  music  in  the  subtlest  ways. 
4nd  with  every  lingering  puff,  the  cigars  named 
Macanudo  redefine  pleasure  in  the  smoothest  ways. 
*>lo  wonder  Macanudo  inspires  the  passion  it  takes 
to  make  it  America's  best-selling  premium  cigar. 


MACANUDQ! 

An  American  Passion 


Imported  from  the  Dominican  Republic  in  four  distinctive  tastes. 
MACANUDO  CAFE  /  MACANUDO  ROBUST  /  MACANUDO  MADURO  /  MACANUDO  VINTAGE 
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2001  RANK 

RANKINGS 

COMPANY 

SALES 

(SMIL) 

PROFITS 

(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 

(SMIL) 

ENTERPRISE 
VALUE 
(SMIL) 

OPERATING 
INCOME' 
(SMIL) 

SALES 

PROFITS 

MARKET 
ASSETS    VALUE 

257 
258 
259 
260 
261 
262 
263 
264 

* 

238 

202 

239 

Synovus  Financial 

2,069 

311.6 

16,658 

9,091 

11,031 

619 

* 

228 

128 

325 

Marshall  &  llsley 

2,712 

337.9 

27,254 

6,426 

12,313 

601 

259 

166 

* 

263 

Tricon  Global  Restaurants 

6,953 

492.Q 

4,388 

8,342 

10,480 

1,220 

4i8 

158 

280 

337 

Kerr-McGee 

3,638 

506.7 

10,961 

6,114 

11,875 

1,768 

340 

213 

472 

172 

McGraw-Hill  Cos 

4,646 

377.3 

5,161 

12,959 

14,153 

1,044 

140 

* 

374 

186 

Gap 

13,848 

-7.8 

7,591 

12,065 

13,032 

1,094 

* 

174 

256 

277 

Equity  Residential  Properties 

2,171 

474.41 

12,236 

7,763 

15,057 

1,255 

127 

356 

292 

434 

Tyson  Foods 

14,873 

188.0 

10,443 

4,396 

9,277 

899 

265 
266 
267 
268 
269 
270 
271 
272 
273 

323 

* 

222 

167 

Tribune 

5,253 

111.1 

14,505 

13,531 

19,964 

1,244 

268 

* 

266 

180 

Interpublic  Group  of  Cos 

6,727 

-505.3 

11,538 

12,405 

14,474 

810 

496 

109 

331 

281 

Apache 

2,791 

723.4 

8,934 

7,597 

11,545 

2,162 

139 

* 

153 

431 

Delta  Air  Lines 

13,879 

-1,216.0 

23,605 

4,406 

12,516 

166 

252 

* 

341 

137 

Agilent  Technologies 

7,274 

-241.0 

8,558 

16,555 

15,517 

-698 

38 

* 

198 

* 

Kmart 

36.910 

-95.0 

17,007 

887 

6,080 

1,217 

426 

184 

* 

138 

Harley-Davidson 

3.545 

437.7 

3,118 

16,532 

16,708 

840 

272 

311 

264 

405 

KeySpan 

6,633 

224.3 

11,790 

4,762 

11,224 

1,360 

118 

* 

137 

* 

UAL 

16,138 

-2,137.0 

25,197 

915 

11,314 

-411 

274 

* 

186 

255 

330 

Ambac  Financial  Group 

725 

432.9 

12,265 

6,260 

12,860 

613 

275 
276 
277 
278 
279 
280 
280 
282 
283 
284 
285 
285 
287 
288 
289 
290 
291 
292 
293 
294 
295 
296 
297 
298 
299 

* 

229 

194 

350 

North  Fork  Bancorporation 

1,219 

331.5 

17,232 

5,730 

9,316 

566 

245 

215 

336 

482 

Centex 

7,537 

371.0 

8,661 

3,665 

8,887 

778 

231 

* 

55 

* 

Conseco 

8,108 

-423.1 

61,392 

1,229 

12,349 

2,092 

253 

* 

152 

384 

Nextel  Communications 

7,261 

-1,367.0 

23,660 

5,053 

21,628 

1,960 

134 

* 

235 

422 

Goodyear  Tire  &  Rubber 

14,147 

-203.6 

13,513 

4,496 

7,893 

916 

405 

176 

489 

226 

Becton  Dickinson 

3,829 

464.4 

4,763 

9,457 

10,692 

962 

318 

208 

468 

302 

Fortune  Brands 

5,318 

386.0 

5,301 

7,010 

8,351 

908 

* 

256 

146 

394 

Zions  Bancorporation 

2,011 

290.2 

24,304 

4,968 

7,460 

612 

226 

250 

* 

322 

Genuine  Parts 

8,221 

297.1 

4,207 

6,431 

7,345 

656      j) 

157 

203 

440 

* 

Sunoco 

12,322 

398.0 

5,932 

3,166 

5,119 

954      - 

280 

* 

246 

283 

Corning 

6,272 

-5,498.0 

12,793 

7,559 

11,586 

805      i 

* 

177 

433 

199 

Franklin  Resources 

2,409 

453.8 

6,090 

11,049 

10,853 

732       1 

* 

244 

111 

455 

Popular 

2,561 

303.9 

30,731 

4,031 

14,226 

665 

299 

388 

249 

376 

PPL 

5,725 

169.0 

12,574 

5,248 

12,389 

1,761 

298 

332 

429 

254 

Apple  Computer 

5,731 

208.0 

6,122 

8,654 

7,285 

213 

266 

* 

115 

444 

Safeco 

6,863 

-987.1 

30,093 

4,220 

5,890 

-2       1 

* 

231 

173 

426 

First  Tennessee  National 

2.459 

329.6 

20,617 

4,479 

7,659 

666 

312 

218 

304 

* 

Owens-Illinois 

5,427 

360.7 

10,107 

2,232 

8,555 

1,059 

264 

272 

299 

* 

Northeast  Utilities 

6,874 

2659 

10,241 

2,466 

8,749 

1,080 

333 

240 

* 

268 

Mattel 

4,804 

310.9 

4.541 

8,219 

8,872 

881 

* 

170 

* 

175 

Guidant 

2,708 

484.0 

2,792 

12,802 

13,296 

967 

* 

309 

179 

359 

National  Commerce  Financial 

1,548 

225.3 

19,274 

5.547 

8,686 

424       . 

241 

200 

411 

* 

Ashland 

7,652 

404.5 

6,623 

3,125 

4,910 

285 

* 

206 

253 

396 

Torchmark 

2,707 

3877 

12,428 

4.944 

5,825 

646 

149 

* 

206 

+ 

CMS  Energy 

12,977 

-516.0 

10,338 

2,988 

13,398 

831       , 

299 
299 
299 
303 
304 
305 

251 

388 

371 

347 

Eaton 

7299 

169.0 

7.646 

5,793 

8,343 

797 

* 

259 

229 

3G8 

Simon  Property  Group 

2.049 

282. 31 

13,811 

5.424 

15,884 

1,334       " 

390 

421 

252 

294 

Starwood  Hotels  &  Resorts 

3.967 

151.0 

12.461 

7,290 

14,147 

1,191       * 

166 

343 

+ 
488 
227 

348 

Office  Depot 

11.154 

201.0 

4,332 

5,792 

5.929 

559       ft 

410 

249 

* 

213 

Danaher 

3,782 

2977 

4.820 

10,363 

10,848 

750       „ 

142 

* 

WorldCom  MCI  Group 

13,831 

-23.0 

13,889 

954 

7,322 

1,403         , 
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Think.  Think  again! 

For  Puzzle  Solution:  www.legalinnovators.com 


DICKSTEIN  SHAPIRO  MORIN  &  OSHINSKY's  Corporate  and 
Finance  Group  meets  the  ever-changing  needs  of  its  business  clients 
with  sophisticated  analysis  and  advice.  Utilizing  the  talents  of  more 
than  100  attorneys  in  Washington,  DC  and  New  York,  our  firm  turns 
obstacles  into  opportunities  for  clients  doing  business  in  today's 
global  markets. 


DICKSTEIN 
SHAPIRO 
MORINe^ 

OSHINSKY 


Legal  Innovators 

Washington,  DC*  New  York,  NY 
(202)  785-9700  •  (212)  835-1400 


&2002  Dickstein  Shapiro  Monn  crOshinsky  up    All  Rights  Reserved. 
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RANKINGS 

COMPANY 

SALES 

(SMIL) 

PROFITS 

(SMIL) 

ASSETS 

(SMIL) 

MARKET 
VALUE 
(SMIL) 

ENTERPRISE 
VALUE 
(SMIL) 

OPERATING 

INCOME 
(SMIL) 

SALES 

PROFITS 

ASSETS 

MARKET 
VALUE 

306 
307 
308 
309 
310 
310 
312 
312 
314 
315 
316 

399 

255 

* 

218 

Clorox 

3,911 

291.0 

,3,753 

9,939 

10,766 

885 

248 

251 

487 

391 

American  Standard  Cos 

7,465 

295.0 

4,831 

5,005 

7,221 

877 

286 

376 

362 

356 

Paccar 

6,089 

173.6 

7,914 

5,617 

8.530 

672 

294 

300 

459 

328 

Parker  Hannifin 

5,940 

230.5  * 

5,549 

6,325 

7,999 

697 

* 

348 

226 

310 

Cincinnati  Financial 

2,561 

193.0 

13,959 

6,748 

9,265 

285 

350 

282 

* 

252 

Dover 

4,460 

248.5 

4,602 

8,681 

9,685 

519 

* 

372 

121 

392 

Huntington  Bancshares 

2,449 

178.5 

28,500 

4,992 

8,779 

564 

107 

* 

277 

* 

Visteon 

17,843 

-118.0 

11,078 

2,061 

3,081 

549 

* 

201 

* 

187 

KLA-Tencor 

2,127 

401.8 

2,606 

11,832 

11,529 

554 

344 

267 

* 

279 

Estee  Lauder  Cos 

4,584 

272.7 

3,357 

7,654 

7,984 

649 

* 

409 

391 

91 

Genentech 

2,082 

155.9 

7,135 

26,522 

26,724 

586 

317 
318 
319 
320 
321 
322 
322 
324 
325 
326 

* 

270 

155 

468 

Compass  Bancshares 

1,894 

270.4 

23,015 

3,878 

10,143 

495 

* 

241 

* 

152 

Forest  Laboratories 

1,454 

310.6 

1,810 

14,944 

14,496 

454 

* 

217 

* 

185 

Wm  Wrigley  Jr 

2,430 

363.0 

1,766 

12,106 

11,843 

582 

330 

287 

* 

289 

AutoZone 

5,038 

237.9 

3,421 

7,398 

8,643 

729 

384 

384 

291 

353 

MGM  Mirage 

4,010 

170.6 

10,497 

5,638 

12,641 

1,126 

* 

247 

* 

166 

Linear  Technology 

723 

301.6 

1,977 

13,535 

13,396 

409 

* 

122 

* 

291 

MGIC  Investment 

1,358 

639.1 

4,567 

7,322 

7,768 

971 

346 

336 

* 

233 

Hershey  Foods 

4,557 

207.2 

3,247 

9,316 

10,322 

812 

* 

265 

* 

150 

Paychex 

926 

273.0 

2,773 

15,095 

15,016 

402 

* 

285 

170 

463 

Banknorth  Group 

1,504 

243.0 

21,077 

3,914 

7,595 

512 

327 
328 
329 
330 
331 
332 
333 

465 

225 

475 

255 

H&R  Block 

3,130 

343.3 

5,066 

8,589 

10,515 

889 

* 

280 

* 

140 

Siebel  Systems 

2,048 

254.6 

2,745 

16,311 

15,834 

456 

347 

233 

359 

485 

Pinnacle  West  Capital 

4,551 

327.4 

7,945 

3,629 

7,875 

1,092 

369 

264 

* 

296 

Lexmark  International 

4,143 

273.6 

2,450 

7,222 

7,292 

511 

188 

* 

243 

* 

Northwest  Airlines 

9,905 

-423.0 

12,955 

1,680 

6,529 

-178 

167 

* 

318 

457 

Toys  "P."  Us 

11,019 

67.0 

9,588 

3,995 

6,916 

694 

* 

317 

* 

126 

Maxim  Integrated  Products 

1,203 

217.5 

2,269 

17,573 

17,414 

504 

334 
335 
336 
337 
338 
339 
340 
341 
342 
343 
344 
344 
346 
346 
348 

* 

286 

319 

342 

Kinder  Morgan 

1,055 

238.6 

9,533 

5,888 

12,428 

493 

481 

* 

259 

208 

Computer  Associates  Intl 

2,929 

-1,274.0 

11,921 

10,567 

15,113 

-248 

354 

340 

384 

375 

HealthSouth 

4,380 

202.4 

7,437 

5,257 

8,323 

1,200 

429 

149 

376 

* 

Scana 

3,451 

539.0 

7.540 

2,987 

7,460 

780 

477 

179 

* 

300 

New  York  Times 

3,016 

444.7 

3,439 

7,052 

7,825 

568 

178 

* 

400 

379 

Whirlpool 

10,343 

13.0 

6,967 

5,217 

6.769 

1,147 

* 

320 

* 

139 

Concord  EFS 

1,707 

216.4 

2,729 

16,348 

15,843 

507 

289 

193 

496 

484 

Lennar 

6.029 

417.8 

4,714 

3,641 

4,976 

868 

222 

* 

284 

456 

Smurfit-Stone  Container 

8.377 

830 

10,652 

4.018 

10,234 

1,112 

* 

269 

* 

193 

Stryker 

2,602 

271.8 

2,424 

11,471 

12,144 

645 

338 

263 

* 

365 

ITT  Industries 

4.676 

276.7 

4,508 

5,460 

10,419 

610 

* 

* 

358 

107 

Micron  Technology 

2,528 

-1,243.1 

8,022 

20,468 

20,600 

-790 

* 

310 

158 

* 

Astoria  Financial 

1.540 

225.2 

22,668 

2.791 

11,211 

839 

386 

* 

414 

169 

EchoStar  Communications 

4.001 

-215.5 

6,520 

13.168 

17,314 

491 

432 

* 

144 

398 

Adelphia  Communications 

3,435 

-572.5 

24,410 

4.891 

23,347 

1,288 

349 
350 

176 

# 

300 

4 

Dana 

10.386 

-298.0 

10,207 

3.075 

7,330 

681 

* 

353 

482 

147 

Analog  Devices 

1,898 

190.7 

4,915 

15,881 

15,671 

474 

351 

309 

* 

175 

* 

Providian  Financial 

5,530 

23.1 

19.938 

1,566 

2,298 

366 

352 

372 

378 

393 

345 

SPX 

4,114 

173.0 

7,080 

5.814 

8,744 

683 

353 

* 

* 

420 

75 

Qualcomm 

2.723 

9.7 

6,332 

31,431 

30,049 

934 

354 

236 

365 

*- 

397 

Aramark 

7,951 

184.5 

4,169 

4,903 

6.788 

688 
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The  Speedmaster 
a  Legend  in  Watchmaking 


Speedmaster 


The  Omega  Speedmaster  is  the  only  watch  to  have  withstood  NASA's 
strict  tests  for  manned  space  missions  and  the  only  watch  ever  to  have  been 
worn  on  the  Moon.  More  than  30  years  later  this  unique  timepiece  remains 
a  legend  in  watchmaking. 


www.omegawatches.com 


Feldmar  Watch  9000  West  Pico  Blvd.,  Los  Angeles,  CA  310-374-8018 
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RANKINGS 

COMPANY 
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(SMIL) 

PROFITS 

(SMIL) 

ASSETS 

(SMIL) 

MARKET 
VALUE 
(SMIL) 

ENTERPRISE 
VALUE 
(SMIL) 

OPERATING 
INCOME       i 
(SMIL)        1 

SALES 

PROFITS 

ASSETS 

MARKET 
VALUE 

355 
356 
357 
358 
358 
360 
361 
362 
363 
363 
365 
366 
367 
367 
367 
370 
371 
371 
373 
374 
375 
376 
377 
378 
373 
380 
381 
382 
383 
384 
385 
386 
386 
388 
388 
380 
391 
392 
393 
393 
395 
396 
397 
398 

* 

167 

* 

333 

UST  Inc 

1,633 

491.6 

-2,012 

6,223 

7,001 

876 

297 

281 

425 

* 

Conectiv 

5,790 

251.0 

6,260 

2,200 

6,206 

1,001 

471 

* 

240 

293 

Devon  Energy 

3,075 

53.6 

13,193 

7,296 

15,984 

2,233 

392 

* 

139 

478 

Charter  Communications 

3,953 

-1,177.7 

24,962 

3,727 

24,095 

1,786 

* 

283 

* 

225 

SunGard  Data  Systems 

1,929 

246.1 

2,898 

9,589 

9,651 

582 

407 

284 

* 

321 

Avery  Dennison 

3,803 

243.4 

2,819 

6,471 

7,393 

566 

316 

248 

449 

* 

Pulte  Homes 

5,380 

301.4 

5,714 

3,231 

5,420 

559 

88 

* 

427 

* 

Supervalu 

21,744 

77.8 

6,166 

3,394 

5,854 

814 

* 

315 

203 

* 

Hibernia 

1,478 

218.8 

16,618 

3,000 

4,125 

414 

143 

* 

375 

* 

Lear 

13,625 

34.2 

7,579 

3,171 

5,746 

823 

396 

* 

231 

393 

Constellation  Energy  Group 

3,928 

82.4 

13,714 

4,978 

11,715 

1,254 

210 

* 

314 

* 

Continental  Airlines 

8.969 

-95.0 

9,791 

2,051 

6,425 

318 

* 

386 

* 

142 

Immunex 

987 

170.0 

2,295 

16,217 

16,019 

134 

295 

314 

486 

435 

NCR 

5,917 

221.0 

4,855 

4,384 

4,537 

609 

123 

* 

405 

* 

Rite  Aid 

15,237 

-834.9 

6,733 

1,803 

6,042 

374 

409 

* 

305 

317 

Sanmina-SCI1 

3,794 

-115.5 

10,106 

6,573 

8,538 

284 

* 

278 

342 

411 

Archstone-Smith 

702 

260.22 

8,550 

4,639 

9,453 

422 

317 

333 

•*■ 

382 

Dollar  General 

5,323 

207.5 

2,552 

5,105 

5,970 

493 

307 

* 

225 

* 

Allied  Waste  Industries 

5,565 

75.5 

14,347 

2,681 

13,369 

1,931 

68 

* 

467 

* 

Ingram  Micro 

25,187 

9.3 

5,302 

2,381 

2,656 

274 

349 

230 

* 

459 

Murphy  Oil 

4,467 

330.9 

3,259 

3,968 

4,758 

862 

337 

260 

* 

446 

DR  Horton 

4,728 

280.6 

3,661 

4,154 

5,986 

523 

329 

277 

* 

439 

Sherwin-Williams 

5,066 

263.2 

3,628 

4,341 

4,837 

638 

* 

226 

421 

400 

CenturyTel 

2,117 

343.0 

6,319 

4,875 

8,379 

1,031 

* 

351 

* 

196 

PeopleSoft 

2,073 

191.6 

2,548 

11,094 

10,718 

350 

366 

* 

182 

* 

Temple-Inland 

4,172 

111.0 

18,687 

2,837 

8,952 

491 

* 

268 

* 

282 

Biogen 

1,043 

272.7 

1,721 

7,581 

7,603 

405 

424 

* 

127 

* 

NTL 

3,575 

-4,282.8 

27,627 

66 

22,726 

350 

* 

331 

466 

257 

Fiserv 

1,890 

208.2 

5,322 

8,550 

8,909 

466 

* 

334 

271 

451 

TCF  Financial 

1,194 

207.3 

11,359 

4,097 

6,733 

378 

* 

224 

361 

472 

Old  Republic  International 

2,373 

347.0 

7,920 

3,807 

4,280 

523 

447 

* 

113 

* 

Allmerica  Financial 

3,312 

0.1 

30,336 

2,305 

2,537 

80 

225 

* 

335 

* 

US  Airways  Group 

8,288 

-1.976.0 

8,681 

438 

3,166 

-653 

* 

304 

* 

258 

Allergan 

1,746 

226.7 

2,046 

8.527 

8,361 

394 

* 

295 

* 

269 

King  Pharmaceuticals 

872 

232.9 

2,507 

8,154 

7,614 

426 

419 

366 

* 

285 

Quest  Diagnostics 

3,628 

183.9 

2.931 

7.538 

8,237 

559 

262 

308 

■*• 

* 

Smithfield  Foods 

6,903 

225.5 

3,850 

2,691 

4,382 

645 

* 

* 

309 

262 

Gemstar-TV  Guide  International 

1.380 

-513.6 

10,040 

8.346 

9,557 

418 

256 

* 

317 

* 

Crown  Cork  &  Seal 

7,187 

-976.0 

9,616 

980 

6,397 

814 

395 

330 

349 

* 

Wisconsin  Energy 

3,929 

208.5 

8.329 

2,849 

7,927 

1,015 

499 

342 

*■ 

234 

Bed  Bath  &  Beyond 

2,776 

201.2 

1,585 

9.314 

8,993 

375 

* 

301 

* 

274 

Cintas 

2,230 

230.3 

1,898 

7.915 

8.149 

492 

415 

329 

428 

408 

Harrah's  Entertainment 

3.709 

209.0 

6,129 

4.724 

8,407 

939 

* 

481 

99 

* 

Sovereign  Bancorp 

2.649 

123.3 

35,475 

3.262 

11,902 

778 

389 
400 

353 

235 

• 

495 

Oxford  Health  Plans 

4.421 

3224 

1.577 

3.475 

3,283 

552 

377 

290 

* 

420 

Jones  Apparel  Group 

4.073 

236.2 

3.374 

4,507 

5,415 

630 

401 

* 

323 

* 

264 

Biomet 

1.118 

214.8 

1,563 

8.317 

8,229 

389 

402 

336 

375 

* 

378 

WW  Grainger 

4.754 

174.5 

2.333 

5,228 

5,195 

481 

403 

398 

* 

192 

* 

American  Financial  Group 

3,924 

-4.8 

17.402 

1,850 

2,640 

264 
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EVEN  IN  TODAY'S  VOLATILE  MARKET, 
HERE  IS  SUCH  A  THING  AS  A  SAFE  TECHNOLOGY  INVESTMENT. 


? 


A  lower  center  of  gravity, 

courtesy  of  VFT  and 

tungsten  matrix  weighting, 

launches  balls  effortlessly 

off  any  lie. 


A  longer  internal  weight  pocket  extends 
the  patented  tungsten  weight  matrix 
further  across  the  face  of  each  iron. 

This  increases  the  Hawk  Eye'  VFT"  Irons' 

stability,  resulting  in  straighter  shots, 

in  all  types  of  playing  conditions. 


^*     GOLF     ^ 


Enjoy  the  game" 


www.callawaygolf.com   Callaway  Golf,  Hawk  Eye.  VFT.  Tungsten  Injected.  Hawk  Eye  oval  design,  the  Toms  Device  and  Enjoy  the  game  are  trademarks  of  Callaway  Golf  Company 
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2001  RANK 

RANKINGS 

COMPANY 

SALES 

(SMIL) 

PROFITS 

(SMIL) 

ASSETS 

(SMIL) 

MARKET 
VALUE 
(SMIL) 

ENTERPRISE 
VALUE 
(SMIL) 

operating 
income' 

(SMIL) 

SALES    PROFITS 

ASSETS 

MARKET 
VALUE 

403 
403 
406 
407 
408 

200 

439 

* 

452 

Circuit  City  Stores-Group 

9,375 

139.3 

M.511 

4,087 

3,468 

1 

285 

* 

223 

* 

367 

Nabors  Industries 

2,121 

347.8 

4,149 

5,438 

6,791 

689 

* 

271 

404 

417 

Vornado  Realty 

986 

266.71 

6,777 

4,548 

8,716 

514 

497 

344 

* 

253 

Starbucks 

2,787 

200.6 

1,964 

8,664 

8,463 

458    j 

393 

* 

403 

303 

MeadWestvaco2 

3,935 

88.2 

6,787 

7,010 

10,770 

677 

409 
410 
410 
410 
413 
414 
414 
416 
416 
418 
419 
420 
421 
422 
422 
422 
425 
425 
427 
428 
428 
430 
431 
432 
433 
434 
435 
436 
436 
438 
439 
440 

* 

* 

330 

271 

JDS  Uniphase 

2,136 

-57,564.8 

8,979 

8,076 

8,490 

-724 

* 

* 

174 

429 

GreenPoint  Financial 

1,722 

-294.7 

20,186 

4,434 

10,922 

759 

* 

246 

* 

357 

Stilwell  Financial 

1,556 

302.3 

3,380 

5,588 

7,129 

744 

* 

211 

392 

* 

Unitrin 

2,534 

380.9 

7,134 

2,695 

3,290 

565 

* 

371 

233 

* 

Associated  Banc-Corp 

1,076 

179.5 

13,604 

2,464 

5,606 

327 

* 

361 

* 

247 

Adobe  Systems 

1,169 

185.7 

990 

8,879 

8,658 

401 

328 

307 

* 

474 

Engelhard 

5,097 

225.6 

2,996 

3,804 

4,397 

436     1 

* 

221 

* 

388 

BJ  Services 

2,254 

352.7 

1,886 

5,038 

5,081 

643 

334 

395 

* 

381 

RadioShack 

4,776 

166.7 

2,245 

5,138 

5,464 

583 

109 

* 

* 

* 

Tech  Data 

17,198 

110.8 

3,458 

2,534 

2,976 

314 

402 

341 

* 

369 

Family  Dollar  Stores 

3,890 

201.6 

1,537 

5,384 

5,257 

389 

* 

368 

244 

* 

Commerce  Bancshares 

1,028 

182.0 

12,903 

2,791 

3,447 

339 

* 

370 

* 

245 

Chiron 

1,056 

180.0 

2,873 

8,909 

9,060 

231 

305 

373 

* 

440 

Caremark  Rx 

5,614 

177.3 

874 

4,286 

5,025 

297 

* 

202 

* 

415 

EOG  Resources 

1,655 

398.6 

3,414 

4,584 

6,139 

1,086 

373 

358 

* 

387 

Leggett  &  Piatt 

4,114 

187.6 

3,413 

5,039 

5,900 

558 

365 

257 

500 

* 

Goodrich 

4,185 

289.2 

4,638 

3,255 

4,734 

666 

474 

397 

353 

399 

Hilton  Hotels 

3,050 

166.0 

8,160 

4,886 

10,712 

1,023 

203 

472 

* 

448 

Express  Scripts 

9,329 

125.1 

2,500 

4,128 

4,297 

317 

229 

* 

394 

* 

Dillard's 

8,155 

66.0 

7,075 

1,945 

5,214 

384 

122 

* 

* 

* 

Fleming  Cos 

15,628 

26.8 

3,655 

976 

2,770 

396 

342 

* 

283 

* 

Park  Place  Entertainment 

4,631 

-24.0 

10,781 

3,043 

9,017 

1,076 

367 

328 

* 

432 

Darden  Restaurants 

4,166 

209.2 

2,322 

4,402 

5,099 

515 

279 

* 

348 

* 

US  Steel3 

6,286 

-218.0 

8,337 

1,499 

3,550 

-150 

* 

128 

* 

* 

Ascential  Software4 

481 

624.9 

1,075 

1,103 

642 

4 

* 

245 

406 

481 

TECO  Energy 

2,649 

303.7 

6,722 

3,688 

7,571 

730 

* 

* 

* 

132 

Veritas  Software 

1,492 

-651.4 

3,799 

17,022 

15,884 

494 

363 

298 

* 

475 

Cooper  Industries 

4,210 

231.3 

4,611 

3,801 

5,090 

662 

161 

* 

474 

* 

PacifiCare  Health  Systems 

11,733 

18.1 

5,096 

579 

533 

225 

* 

* 

135 

* 

MONY  Group 

2,104 

-60.8 

25,652 

1,891 

2,349 

-60 

* 

426 

* 

211 

Medlmmune 

619 

149.0 

1,219 

10,553 

10,536 

201 

311 

* 

328 

* 

Federal-Mogul 

5,457 

-1,073.7 

9,053 

67 

4,615 

487 

441 
442 
443 
444 
445 
446 
447 

403 

239 

* 

* 

Fidelity  National  Financial 

3,874 

311.2 

4,416 

2,313 

2,765 

675 

* 

219 

* 

424 

Radian  Group 

947 

360.4 

4,406 

4,480 

5,179 

222 

182 

* 

463 

* 

Arrow  Electronics 

10,128 

-73.8 

5,359 

2,880 

4,847 

375 

* 

374 

* 

272 

Nvidia 

1,371 

177.1 

1,499 

8,016 

7,986 

300 

* 

* 

* 

148 

Ebay 

749 

90.4 

1,679 

15,624 

15,166 

227 

174 

476 

* 

* 

Manpower 

10.484 

124.5 

3,239 

2,974 

3,563 

318 

411 

357 

386 

* 

Energy  East 

3,760 

1876 

7,269 

2,388 

6,016 

841 

447 

152 

* 

* 

,# 

Winn-Dixie  Stores 

12,923 

88.2 

3,011 

2,248 

2,851 

484 

449 

155 

* 

* 

* 

AdvancePCS 

12,660 

90.2 

3,160 

2,940 

3,663 

281 

449 

* 

302 

* 

354 

Washington  Post 

2.417 

229.6 

3,565 

5,636 

6,773 

437 

451 

* 

234 

♦ 

423 

Public  Storage 

782 

324.21 

4,626 

4,482 

6,596 

485 

452 

t 

275 

* 

383 

Noble  Drilling 

1,002 

263.9 

2,751 

5,081 

5,648 

503 
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ere.  Write  on  your  PD/ 

with  a  single  twist.  Choo 
ig  ball  attachment.  Customize  with  colors  and  accessories. 
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SUPER    ncm 

1 

2001  RANK 

RANKINGS 

COMPANY 

SALES 

(SMIL) 

PROFITS 

(SMIL) 

ASSETS 

(SMIL) 

MARKET 
VALUE 
(SMIL) 

ENTERPRISE 
VALUE 

(SMIL) 

OPERATING 
INCOME 

(SMIL) 

SUPER 
RANK 

452 
454 
454 
456 
457 
458 
459 
460 
461 
462 
462 

SALES 

PROFITS 

ASSETS 

MARKET 
VALUE 

310 

446 

* 

403 

VF 

5,519 

137.8 

-  4,103 

4,818 

5,514 

516 

* 

303 

* 

358 

DST  Systems 

1,660 

228.2 

2,696 

5,587 

6,237 

453 

* 

* 

160 

* 

Phoenix  Cos 

2,422 

-137.3 

22,511 

1,877 

1,668 

-221 

* 

326 

* 

338 

Moody's 

797 

212.2 

505 

6,045 

6,182 

416 

173 

* 

492 

* 

Avnet 

10,556 

-191.1 

4,749 

3,262 

4,879 

21 

* 

* 

* 

165 

Xilinx 

1,149 

-310.0 

2,228 

13,568 

13,538 

163 

168 

* 

* 

* 

Great  Atlantic  &  Pacific  Tea 

11,016 

-113.6 

3,181 

1,020 

1,845 

157 

345 

325 

•*■ 

* 

KB  Home 

4,574 

214.2 

3,693 

1,924 

3,412 

450 

* 

* 

176 

* 

Protective  Life 

1,614 

110.5 

19,719 

2,157 

2,698 

225 

* 

318 

* 

361 

International  Game  Technology 

1,230 

217.5 

1,900 

5,520 

6,102 

330 

* 

369 

310 

* 

Mercantile  Bankshares 

795 

181.3 

9,929 

3,133 

3,956 

315 

464 
464 
464 
467 
468 
469 
470 

270 

# 

413 

* 

Navistar  International 

6,687 

-44.0 

6,572 

2,642 

4,877 

297 

343 

* 

340 

* 

Sierra  Pacific  Resources 

4,589 

56.7 

8,577 

1,677 

6,019 

388 

* 

* 

377 

306 

VeriSign 

984 

-13,356.0 

7,538 

6,921 

6,636 

210 

* 

324 

* 

360 

Weatherford  International 

2,329 

214.7 

4,307 

5,537 

7,255 

596 

184 

* 

* 

* 

Humana 

10,076 

117.2 

4,404 

2,223 

2,150 

251 

185 

-*■ 

* 

* 

Health  Net 

10,064 

86.5 

3,560 

3,118 

2,802 

447 

* 

* 

186 

* 

AmerUs  Group 

1,287 

81.1 

18,287 

1,579 

1,706 

296 

471 
471 
473 

* 

* 

187 

* 

E-Trade  Group 

1,275 

-270.8 

18,206 

3,344 

7,508 

58 

* 

401 

287 

* 

First  Virginia  Banks 

803 

164.5 

10,623 

2,583 

2,760 

280 

476 

313 

* 

401 

Vulcan  Materials 

3,020 

222.7 

3,398 

4,846 

6,127 

649 

474 
474 
476 
476 
478 
479 
480 
481 
482 

391 

390 

* 

412 

CDW  Computer  Centers 

3,962 

168.7 

937 

4,634 

4,488 

284 

* 

381 

* 

311 

St  Jude  Medical 

1,347 

172.6 

1,645 

6,715 

6,690 

369 

368 

352 

* 

476 

Hormel  Foods 

4,160 

191.3 

2,174 

3,790 

4,075 

413 

290 

-*- 

446 

460 

Unisys 

6,018 

-49.9 

5,769 

3,958 

4,458 

298 

* 

355 

* 

341 

Ecolab 

2,355 

188.2 

2,525 

5,965 

6,669 

482 

* 

362 

* 

335 

IMS  Health 

1,333 

185.4 

1,249 

6,179 

6,399 

494 

485 

364 

* 

352 

Knight  Ridder 

2,900 

184.8 

4,213 

5,678 

7,511 

646 

* 

367 

* 

334 

Laboratory  Corp  of  America 

2,200 

182.7 

1,930 

6,206 

6,623 

472 

* 

* 

* 

201 

Yahoo 

717 

-92.8 

2,393 

10,948 

10,632 

35 

483 
484 
484 
486 
486 
486 
489 

* 

* 

* 

206 

IDEC  Pharmaceuticals 

273 

101.7 

1,141 

10,602 

10,297 

137 

* 

299 

* 

409 

Brown-Forman 

1,942 

230.7 

1,940 

4,655 

4,774 

425 

209 

* 

* 

499 

Fluor 

8,972 

19.4 

3,095 

3,444 

2.927 

296 

* 

383 

* 

327 

Affiliated  Computer  Services 

2,489 

171.2 

2,759 

6,334 

6,920 

406 

* 

322 

388 

* 

Boston  Properties 

1,021 

214.81 

7,254 

3,392 

8,553 

447 

267 

* 

443 

* 

Oneok 

6,803 

103.7 

5,879 

1,193 

4,134 

453 

* 

* 

* 

210 

Broadcom 

962 

-2,742.0 

3,623 

10,556 

10.270 

-143 

490 
491 
492 
493 
493 
493 

* 

* 

213 

* 

Provident  Financial  Group 

1,334 

23.3 

15,647 

1,345 

6,201 

233 

* 

* 

* 

216 

Genzyme-General 

982 

40.4 

3,225 

10,109 

10,620 

274 

217 

* 

* 

* 

7-Eleven 

8.534 

93  6 

2,903 

1,096 

2,810 

483 

* 

* 

* 

221 

Boston  Scientific 

2,673 

-54.0 

3,974 

9,690 

10,714 

614 

* 

258 

464 

* 

Duke  Realty 

804 

282.41 

5,330 

3,362 

6.171 

612 

* 

454 

268 

* 

Hudson  City  Bancorp 

695 

134.5 

11,427 

3,169 

5,217 

212 

493 
497 

* 

459 

263 

* 

Webster  Financial 

916 

133.2 

11,857 

1,781 

5,219 

271 

* 

222 

* 

.* 

Cablevision-Rainbow  Media  Group 

589 

350.0 

1,157 

2,588 

2,583 

122 

498 

249 

* 

479 

* 

Boise  Cascade 

7.422 

-42.5 

4,934 

2,149 

4,277 

515 

498 

* 

487 

241 

* 

Colonial  BancGroup 

996 

122.1 

13,185 

1,709 

5,235 

313 

500 

* 

428 

302 

* 

City  National 

758 

146.2 

10,176 

2.512 

2,842 

250 

Enterp 
♦  Not  on 

* 

431 

* 

299 

Novellus  Systems 

1,339 

144.5 

3,010 

7,146 

7,494 

267 

rise  value: 
500  list.  ' 

Sum  of  ma 
lEITs  are  n 

ket  value  c 
ot  taxed  at 

f  common,  liquidation  value  ot  preferred  and  all  debt,  m 
the  corporate  level. 

nus  cash  and  e 

quivalents. 
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/irnn^nnnr  BOMBARDIER 

AEROSPACE         *ma& 


The  new  Arc  de  Triomphe  Bombardier  Global  Express 


Leave  your  mark  on  the  world  with  the  Bombardier  Global  Express*  Triumph  over  anything  else  in  the  sky  with  a  cabin 
that  is  a  tour  de  force,  offering  the  ultimate  in  spacious  comfort.  At  your  command  is  the  definitive  ultra  long-range 
business  jet.  It  outmaneuvers  and  outperforms  existing  standards  with  flawless  efficiency,  unprecedented  speed 
and  range  that  goes  beyond.  Victory  is  yours. 


Find  out  more.  In  North  America,  call  1 

'Registered  trademark  of  Bombardier  Inc  ')2<M2  Bo 


330.  Elsewhere,  call  (514)  855-7698. 
reserved:  Ask  us  about  Smart  Parts  Plus. 


www.aero.bombardier.com 
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How  to  find  the  biggest  corporations  in  America. 
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Abbott  Laboratories 

178 

Archer  Daniels 

184 

Cablevision-Rainbow 

196 

Conseco 

188 
184 
192 

192 

-J 

194 

188 

182 

184 

186 

192 

184 

Adelphia  Commun 

190 

Archstone-Smith 
Arrow  Electronics 

192 
194 

Calpine 

Campbell  Soup 

Capital  One  Financial 

Cardinal  Health 

Caremark  Rx 

Caterpillar 

CDW  Computer  Centers 

Cendant 

186 
186 
183 
178 
194 
178 
196 
182 

Consolidated  Edison 

Adobe  Systems 

194 

Constellation  Energy 

Continental  Airlines 

Cooper  Industries 

Corning 

Costco  Wholesale 

AdvancePCS 

194 

Ascential  Software 
Ashland 

Associated  Banc-Corp 
Astoria  Financial 

194 

188 
194 
190 

AES 

185 

Aetna 

185 

Affiliated  Computer 

196 

Aflac 

182 

AT&T 

AT&T  Wireless 

Automatic  Data 

AutoNation 

AutoZone 

Avery  Dennison 

Avnet 

Avon  Products 

Baker  Hughes 

Bank  of  America 

Bank  of  New  York 

182 
184 
182 
186 
190 
192 
196 
186 
186 
176 
182 
178 
190 
184 
182 
182 
188 
192 
178 
178 
184 
192 
192 
194 
190 
178 
196 
196 
196 
178 
196 
196 
182 
186 

Countrywide  Credit 
Cox  Communications 

Agilent  Technologies 

188 

Air  Prods  &  Chems 

186 

Centex 
Century  Tel 
Charter  Commun 
Charter  One  Finl 
ChevronTexaco 

188 
192 
192 
186 
176 

Crown  Cork  &  Seal 
CSX 

Albertson's 

182 

Alcoa 

178 

CVS 

184 

Allegheny  Energy 

186 

Dana 

190 

Allergan 

192 

Danaher 

188 
194 

Allied  Waste  Inds 

192 

Chiron 

Chubb 

Cigna 

Cincinnati  Financial 

Cinergy 

Cintas 

Circuit  City  Group 

Cisco  Systems 

Citigroup 

City  National 

Clear  Channel  Commun 

Clorox 

CMS  Energy 

Coca-Cola 

Coca-Cola  Enterprises 

Colgate-Palmolive 

Colonial  BancGroup 

Comcast 

Comerica 

Commerce  Bancshs 

194 
186 
178 
190 
185 
192 
194 
183 
176 
196 
184 
190 
188 
178 
186 
184 
196 
183 
184 
194 

Darden  Restaurants 

Allmerica  Financial 

192 

Deere  &  Co 
Dell  Computer 
Delphi 

185 
178 
185 

Allstate 

178 

Alltel 

183 

Ambac  Financial  Group 

188 

Bank  One 
Banknorth  Group 
Baxter  International 
BB&T 

Bear  Stearns  Cos 
Becton  Dickinson 
Bed  Bath  &  Beyond 
BellSouth 

Delta  Air  Lines 
Devon  Energy 
Dillard's 

188 
192 
194 

Amerada  Hess 

184 

Ameren 

186 

American  Electric 

178 

Walt  Disney 

178 

American  Express 

178 

Dollar  General 

192 

American  Finl  Group 

192 

Dominion  Resources 
Dover 

182 
190 

American  Intl  Group 

176 

American  Standard 

190 

Dow  Chemical 

184 

AmerisourceBergen 

186 

Berkshire  Hathaway 

Best  Buy 

Biogen 

Biomet 

BJ  Services 

H&R  Block 

Boeing 

Boise  Cascade 

Boston  Properties 

Boston  Scientific 

Bristol-Myers  Squibb 

Broadcom 

Brown-Forman 

Burlington  Santa  Fe 

Burlington  Resources 

DST  Systems 

DTE  Energy 

E 1  du  Pont  de  Nemours 

196 

185 
178 

AmerUs  Group 

196 

Amgen 

184 

AMR 

186 

Duke  Energy 

178 

AmSouth  Bancorp 

185 

Duke  Realty 

Dynegy 

E  Trade  Group 

Eastman  Kodak 

Eaton 

Ebay 

EchoStar  Commun 

196 
182 
196 
186 
188 
194 
190 
196 

Anadarko  Petroleum 

186 

Analog  Devices 

190 

Anheuser-Busch  Cos 

182 

Anthem 

186 

Compaq  Computer 
Compass  Bancshares 

184 
190 

AOL  Time  Warner 

182 

Aon 

185 

Computer  Associates 

190 

Apache 

188 

Computer  Sciences 

186 

Ecolab 

Apple  Computer 

188 

ConAgra  Foods 
Concord  EFS 
Conectiv 
Conoco 

182 
190 
192 
178 

Edison  International 

183 

Applied  Materials 

184 

El  Paso 

Electronic  Data  Sys 
EMC 

183 
182 
186 

Aquila 

186 

Aramark 

190 

Cablevision-NY  Group 

186 

a  For  more  on  all  of  the  Forbes  500s, 

visit  www.forbes.com/500s. 
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Emerson  Electric 

182 

Genzyme-General 

196 

ITT  Industries 

190 

Mattel 

188 

Energy  East 

194 

Georgia-Pacific  Group 

Gillette 

Golden  State  Bancorp 

Golden  West  FinI 

186 
183 
186 
184 
176 
194 
188 
192 
196 

JDS  Uniphase 

Jefferson-Pilot 

John  Hancock  Financial 

194 
185 
182 

Maxim  Integrated  Prod 
May  Dept  Stores 
MBIA 
MBNA 

190; 

Engelhard 

194 

183 

Entergy 

183 

186 
178: 

EOG  Resources 

194 

Johnson  &  Johnson 

176 

Equity  Office  Prop 

184 

Goldman  Sachs  Group 
Goodrich 
Goodyear 
WW  Grainger 
Great  A&P  Tea 

Johnson  Controls 

184 

McDonald's 
McGraw-Hill  Cos 
McKesson 
MeadWestvaco 

178 
188 
185 

Equity  Residential 

188 

Jones  Apparel  Group 
KB  Home 
Kellogg 
Kerr-McGee 

192 
196 
184 
188 

Estee  Lauder  Cos 

190 

Exelon 
Express  Scripts 

178 

194 

194' 

Medlmmune 

194 
184 

ExxonMobil 

176 

GreenPoint  Financial 

194 

KeyCorp 

KeySpan 

Kimberly-Clark 

Kinder  Morgan 

King  Pharmaceuticals 

KLA-Tencor 

184 
188 
182 

190 
192 
190 

Medtronic 

Family  Dollar  Stores 

194 

Guidant 

188 

Mellon  FinI 

183 

Fannie  Mae 

176 

Halliburton 
Harley-Davidson 
Harrah's  Entertain 
Hartford  FinI  Service 
HCA 

Health  Net 
HealthSouth 
HJ  Heinz 
Hershey  Foods 

184 
188 
192 
182 
182 
196 
190 
184 
190 

Mercantile  Bkshs 

196 

Federal-Mogul 

194 

Merck 

176 

Federated  Dept  Strs 
FedEx 

186 
182 

Merrill  Lynch 
MetLife 

178 
1781 

Fidelity  National  FinI 

194 

Kmart 

188 

MGIC  Investment 

190i 

Fifth  Third  Bancorp 

182 

Knight  Ridder 

Kohl's 

Kroger 

Laboratory  Corp  of  Amer 

Lear 

196 
185 
178 
196 
192 

MGM  Mirage 
Micron  Technology 
Microsoft 

190: 
190 
176 

First  Data 

182 

First  Tennessee  Natl 

188 

First  Virginia  Banks 

196 

Minn  Mining  &Mfg 
Mi  rant 

182 
184 

FirstEnergy 

183 

Hewlett-Packard 

178 

Fiserv 

192 

Hibernia 
Hilton  Hotels 

192 
194 

Leggett  &  Piatt 

Lehman  Bros  Holdings 

Lennar 

Lexmark  International 

Liberty  Media 

Eli  Lilly  and  Co 

Limited 

194 
178 
190 
190 
186 
182 
186 

MONY  Group 

Moody's 

JP  Morgan  Chase 

Morgan  Stanley  DW 

Motorola 

194 
196. 

176 
176 
184 

FleetBoston  FinI 

178 

Fleming  Cos 

194 

Home  Depot 
Honeywell 
Hormel  Foods 
DR  Horton 
Household  IntI 
Hudson  City  Bancorp 
Humana 
Huntington  Bancshs 

178 
184 
196 
192 
178 
196 
196 
190 

Fluor 

196 

Ford  Motor 

182 

Forest  Labs 

190 

Murphy  Oil 
Nabors  Industries 
National  City 
National  Commerce  FinI 

192 
194 
17J 

18£ 
18* 

Fortune  Brands 

188 

Fox  Entertainment 

182 

Lincoln  National 
Linear  Technology 

183 

190 

FPL  Group 

184 

Franklin  Resources 

188 

Lockheed  Martin 

184 

Nationwide  Financial 

Freddie  Mac 

176 

IDEC  Pharmaceuticals 
Illinois  Tool  Works 

196 
183 

Loews 
Lowe's  Cos 
Lucent  Technologies 
M&T  Bank 

184 
182 

184 
186 

Navistar  IntI 

19( 

Gannett 

184 

NCR 

19J 

Gap 

188 

Immunex 

192 
196 

New  York  Times 

19( 

Gemstar-TV  Guide  IntI 

192 

IMS  Health 

Newell  Rubbermaid 

181 

Genentech 

190 

Ingram  Micro 
Intel 

192 
178 

Manpower 

194 

Nextel  Commun 

181 

General  Dynamics 

182 

Marathon  Oil 

183 

NIKE 

18' 

General  Electric 

176 

IBM 

176 
196 

Marriott  IntI 

185 

NiSource 

181 

General  Mills 

183 

IntI  Game  Technology 

Marsh  &  McLennan 

182 

Noble  Drilling 
Norfolk  Southern 

19' 
18' 
181 

General  Motors 

178 

International  Paper 

184 

Marshall  &  llsley 

188 

Genuine  Parts 

188 

Interpublic  Group 

188 

Masco 

186 

North  Fork  Bancorp 

J  For  more  on  all  of  the  Forbes  500s,  visit  www.forbes.com/500s. 
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s  tough  to  see  things  clearly  these  davs.  But  no  matter  how  murky  the 
uation  in  the  world,  no  matter  how  blurry  the  economic  outlook,  the  Janus 
.ion  does  not  waver.  Concentrating  on  the  stock-picking  approach  that  has 
en  proven  long  term.  Going  beyond  the  numbers.  Staying  close  to  the 
mpanies  behind  the  stocks.  Getting  a  sharp,  realistic  view  of  their  business. 
leir  prospects.  And  how  they  fit  in  to  the  big  picture.  Janus  has  taken  a  hard 
ok  at  the  lessons  of  the  past.  Nowjanus  is  looking  ahead.  For  companies  that 
ow  signs  they  can  perform  in  this  economy.  And  into  the  next. 


JANUS 
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Northeast  Utilities 

188 

Protective  Life 

196 

Sovereign  Bancorp 

192 

United  Technologies 
UnitedHealth  Group 

178 

Northern  Trust 

184 

Provident  FinI  Group 

196 

Sprint  FON 
Sprint  PCS 
SPX 

184 
186 
190 

182 

Northrop  Grumman 

183 

Providian  Financial 

190 

Unitrin 

194 

Northwest  Airlines 
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Prudential  Financial 

183 

Unocal 
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Novellus  Systems 

196 

Pub  Svc  Enterprise 
Public  Storage 

183 
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Staples 
Starbucks 
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UnumProvident 
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NTL 

192 

US  Airways  Group 
USA  Education 
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Nvidia 
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Pulte  Homes 
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Qwest  Communications 
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Starwood  Hotels 

188 
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Occidental  Petroleum 
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State  Street 
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USA  Networks 

185 

Office  Depot 
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Stilwell  Financial 
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UST  Inc 
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Old  Republic  Intl 
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Stryker 
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SunGard  Data  Systems 

Sunoco 
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Sysco 
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TCF  Financial 

Tech  Data 
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Valero  Energy 
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RadioShack 
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Oneok 
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Veritas  Software 
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Oracle 

182 

Verizon  Commun 
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188 

VF 
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Oxford  Health  Plans 
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Paccar 

190 

Visteon 
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PacifiCare  Health 
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RJ  Reynolds  Tobacco 

Rohm  and  Haas 

Safeco 

Safeway 

St  Jude  Medical 
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Vornado  Realty 
Vulcan  Materials 
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Wal-Mart  Stores 
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Park  Place  Entertain 
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Paychex 
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TECO  Energy 
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Texas  Instruments 
Textron 
TJX  Cos 
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Walgreen 

Washington  Mutual 
Washington  Post 

182 
178 
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PeopleSoft 

192 

St  Paul  Cos 

Sanmina-SCI 

Sara  Lee 

SBC  Communications 

Scana 

186 
192 
182 
176 
190 

Pepsi  Bottling  Group 

186 

PepsiCo 

178 

Waste  Management 
Weatherford  Intl 

182 
19C 
196 

Pfizer 

176 

PG&E 

182 

Webster  Financial 

Pharmacia 

178 

Schering-Plough 
Charles  Schwab 
Sears,  Roebuck 
Sempra  Energy 
7-Eleven 

Sherwin-Williams 
Siebel  Systems 
Sierra  Pacific  Res 
Simon  Property  Group 
Smithfield  Foods 
Smurfit-Stone 

182 
185 
178 
185 
196 
192 
190 
196 
188 
192 
190 

Torchmark 

Toys  "R"  Us 

Tribune 

Tricon  Global  Rest 

TRW 

TXU 

Tyson  Foods 

UAL 

Union  Pacific 

188 
190 
188 
188 
186 
178 
188 
188 
182 

WellPoint  Health 

18E 

Philip  Morris  Cos 

176 

Wells  Fargo 

17£ 

Phillips  Petroleum 

178 

Weyerhaeuser 
Whirlpool 

18; 
19C 

Phoenix  Cos 

196 

Pinnacle  West 

190 

Williams  Cos 

is; 

Pitney  Bowes 

186 

Winn-Dixie  Stores 

19< 

PNC  Financial  Services 

182 

Wisconsin  Energy 
WorldCom  Group 
WorldCom  MCI  Group 
Wm  Wrigley  Jr 
Wyeth 

192 
17( 
181 
19( 
171 

Popular 

PPG  Industries 

188 
186 

PPL 

188 

Union  Planters 

186 

Praxair 

186 

UnionBanCal 

186 

Principal  Financial 

183 
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Unisys 

196 

Xcel  Energy 
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Procter  &  Gamble 
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United  Parcel  Service 
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Xerox 
Xilinx 
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Progress  Energy 

184 

US  Bancorp 
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Cendian 

Chemical  Logistics 


TRANSPORTING  DANGEROUS  CHEMICALS. 


the  leading  company  that  specializes  in  chemical  logistics,  we  have  the 
sioi.nra.'  solutions  to  fit  your  specific  needs  and  challenges.  Leveraging  over. 
phasing  power  and  state-of-the-art  technology,  our  clients  can  ship  anywhere 
Our  solution  requires*  no  upfront  capital  investment,  and  delivers 
ie  results.  After  all,  in  the  chemical  business  the  last  thing  anyone  needs 
;  your  philosophy,  call  1 .800. Cendian  or  visit  us  at  www.cendian.com. 


©  2002  Cendian  Corporation.  All  rights  reserved. 


FOX  Power. 

Forbes  on  FOX  Success. 


a  778%  increase  in  viewers 


since  our 


premiere  in  May  proves  we're  delivering  the 
business  information  people  want  in  the  way  they 
want  it.  Forbes  On  FOX  offers  economic 
intelligence  you  won't  find  anywhere  else. 


Saturdays  11am  ET 

Sundays  (Check  your  local  listings) 


Source:  Nielsen  Media  Research,  %  increase  obased  on  May  vs.  January  (4/30/01  -  5/27/01  us.  1/28/02  -  2/24/02)  Persons  2+  AA(000), 
all  Forbes  on  FOX  telecasts.  Qualifications  available  upon  request. 
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We  report  You  decide.1 
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ome  stodents'dream 

of  staying  after  school 


a  global  program  where  real  Agilent  scientists  and  engine 
volunteer  their  time  to  demonstrate  how  much  fun  science 
really  can  be.  It's  a  balloon-powered  car.  An  actual  operati 
periscope  you  can  build  at  home.  It's  how  a  light  bulb  turns 
It's  igniting  a  spark  in  tomorrow's  scientists  and  engineers 
And  it's  just  a  small  part  of  Agilent's  ongoing  efforts  to 
enrich  communities  the  world  over. 

Agilent  Technologies 

dreams  made  real 
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THE  CHAMPION:  Patrick  Gelsinger 
says  Intel  has  the  money  and  muscle. 


Out  of  the  Box  I 

Intel  and  IBM  fight  for  the  post-PC  future. 


BY  ELIZABETH  CORCORAN 


NTEL  CHAIRMAN  ANDREW  GROVE 
knows  how  to  make  an  entrance. 
Before  a  crowd  of  5,000  at  Intel's 
annual  sales  meeting  in  San  Francisco 
in  late  January,  Grove  glided  up  a 
ramp  and  onto  the  stage  aboard  a  Segway, 
the  superhyped,  stand-up  scooter  that 
some  have  trumpeted  as  the  greatest 
invention  since  the  PC. 
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The  prototype  of  the  vehicle,  Grove 
told  the  crowd,  used  a  handful  of  Intel 
chips.  The  final  version  used  none. 

Grove's  message:  Get  ready  for  the 
electronic  future — and  get  scared  that 
Intel  won't  play  a  central  role  in  shaping 
it.  The  next  chip  revolution  will  take  place 
far  beyond  the  beige  computing  box 
under  your  desk,  in  a  plethora  of  new  and 
strange  devices  with  an  entirely  different 
set  of  needs.  The  collision  of  three  tech 
trends — vanishingly  small  but  powerful 
chips,  the  Internet  and  wireless  data  com- 
munications— is  creating  a  new  era  of 


engineering,  with  great  potential  to 
reshuffle  business  models,  spheres  of 
influence  and  profits. 

That  means  Intel  will  have  to  earn  its 
top  spot  all  over  again,  and  it  is  making 
a  huge  bet  on  something  called  - 
XScale,  a  dramatic  departure  from  the 
design  that  made  the  company  rich.  It 
will  show  up  in  handheld  organizers  this 
summer,  as  well  as  in  network  storage  and 
communication  devices.  The  most  lethal 
threat  to  Intel's  future,  surprisingly,  will 
come  from  IBM.  Bad  blood  between  them 
goes  back  20  years,  when  IBM  unwittingly 


ceded  control  of  the  PC  industry  to  Intel 
and  its  software  ally,  Microsoft.  IBM  engi- 
neers in  Austin,  Tex.  have  been  working 
on  a  top-secret  design — code-named 
Cell — with  partners  Sony  and  Toshiba, 
aiming  to  plant  their  breakthrough  tech- 
nology in  the  bedrock  of  tomorrow's 
products.  Available  in  two  years,  Cell  is 
expected  to  run  Sony's  next  PlayStation 
and  grow  from  there. 

The  next  chip  war  looms  despite  the 
current  downturn,  the  most  brutal  slump 
chipmakers  have  ever  known.  Last  year  it 
deleted  $70  billion— or  30%  of  industry ' 
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WHEN  NEARLY  HALF  THE  FORTUNE-  1000  ARE  YOW^CLIENT^ 


When  leading  compan.es  need  a  wireless  partner  to  keep 
thmgs  moving,  they  turn  to  us.  With  over  20  million  subscribers 
nationwide,  it's  no  wonder  that  businesses  rely  on  Cingular 
to  provide  services  such  as  business  calling  plans,  corporate 
e-mail,  interactive  messaging,  and  CRM  solutions.  Maybe  it's 


time  you  noticed  the  shape  business  is  taking  to  express  itself. 
Give  us  a  call  at  1-866-281-7551,  or  visit  us  on  the  internet  at 
www.cingular.com/business.  Also,  feel  free  to  download  our 
"orange"  paper,  Executive  Guide  to  Enterprise-Wide  Wireless 
Data  Strategies,  when  you  visit  our  website. 


Xcinqular 
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revenues.  PCs  will  remain  the  single 
biggest  category  for  chip  revenue  for 
some  time,  but  the  days  of  double-digit 
growth  are  over.  The  new  growth  will 
come  from  cell  phones,  networking 
boxes,  game  machines  and  new  devices. 

Other  titans  have  a  shot  at  prevailing, 
such  as  Motorola,  Texas  Instruments, 
AMD  and  National  Semiconductor.  Chip- 
design  houses,  such  as  Britain's  ARM 
Holdings,  have  intriguing  designs  or 
tools,  as  do  Silicon  Valley  upstarts  like 
Tensilica.  But  it  appears  that  the  Intel-IBM 
clash  is  the  one  to  watch. 

"The  PC  has  really  driven  the  industry 
over  the  last  decade  or  so.  But  it  is  not  the 
driver  now.  This  is  going  to  be  a  much 
different  world,"  says  John  Kelly  III,  the 
senior  vice  president  who  oversees  IBM's 
$10  billion  (revenue)  technology  group, 
which  includes  chips  and  storage  prod- 
ucts. Adds  Richard  Doherty,  research 
director  at  the  Envisioneering  Group,  a 
consultancy  in  Seaford,  N.Y.:  "The  next 
36  months  will  be  the  most  exciting  time 

Brawn  and  Brains 


Intel  has  been  filling  out  its  arsenal  of  chips,  but  IBM  is  counting  on  Cell  to  widen  its  footprint  in  the  war  zone  of  the  digital  future. 


in  the  chip  industry  in  the  past  decade." 

For  years,  the  industry's  driver  was 
speed,  speed  and  more  speed:  The  latest 
Pentium  4  crunches  data  at  2.2  billion 
cycles  a  second.  Move  chips  out  of  PCs 
and  the  rules  change.  Speed  and  raw 
power  are  no  longer  paramount;  chips 
now  need  to  guzzle  less  energy.  Designs 
must  be  more  flexible,  too.  Intel  cranks 
out  millions  of  copies  of  a  single  design. 
Cell  phones,  network  gear  and  new  gad- 
gets will  need  specially  tuned  chips.  And 
they  must  be  cheap.  A  top  Pentium  4 
costs  $500;  a  typical  processor  in  a  cell 
phone  is  closer  to  $15. 

Such  changes  threaten  Intel  in  the 
way  fuel-efficient  subcompacts  crashed 
into  Detroit's  cozy  business  of  selling 
Cadillacs  and  Oldsmobiles  in  the  1970s. 
Intel  is  more  ready  for  a  brawl.  Sure, 
Intel  isn't  inside  Segway — Texas  Instru- 
ments provided  the  sleek,  simple  chips 
in  the  final  version — but  it  has  a  grow- 
ing suite  of  designs,  says  Patrick 
Gelsinger,  chief  technology  officer.  As 


new  devices  emerge,  "we  want  to  wir| 
them  all,"  he  says. 

Intel's  bet  on  XScale  came  to  itl 
almost  by  accident.  In  1998,  in  settling 
patent-infringement  charges  lodged  by 
Digital  Equipment  Corp.,  Intel  agreed  to 
pay  $625  million  for  a  factory  and  design 
teams.  Licensing  rights  to  a  DEC  chip  that 
originated  at  ARM,  in  Cambridge,  U.K., 
were  thrown  in,  too.  ARM-based  chips 
chewed  up  less  power  than  Pentiums  and 
soon  became  a  central  part  of  cell  phone 
designs.  Intel  has  since  boosted  perforj 
mance,  trimmed  power  consumption 
and  developed  software  tools  for  outside 
designers. 

Unlike  Intel's  Pentium,  no  stand- 
alone XScale  chip  will  tumble  off  pro- 
duction lines.  XScale  is  a  "core,"  or  con- 
trolling element,  for  a  more  complex 
"system  on  a  chip."  Around  that  core< 
chip  designers  add  special-purpose 
blocks — elements  that  handle  tasks  like 
wireless  communications  or  graphics- 
and  customize  it  for,  say,  all  cell  phones 


INTEL 

Chip  revenue:  $25  BILLION 

Employees:  86,200 

Worldwide  ranking  (chip  revenue):  I 


Chip  revenue  (sales  outside  IBM):  $4  BILLION 
Employees  (in  microelectronics):  20,000 
Worldwide  ranking:  II 


KEY  MICROPROCESSOR  FAMILIES 


iA32:  Itanium: 

Pentiums  and        High-end 
other  PC  chips        servers 


Data  Processing 


XScale: 

Data  networking 

and  handheld 

devices 


Communications 


Cell: 

Consumer 

electronics  and 

networking 


PowerPC  and 
S/390:  variants: 

Mainframes       Apple  Macs, 
embedded 
processors,  work- 
stations, routers 
and  switches 


Electronics 


$95 


Electronics 
$70 


Consumer 
Electronics 


f  Industrial/  Automotive 

Aerospace  Electronics         Electronics 


$59^      ^2006E        /    $3^—^ 


Figures  ;ire  in  billions. 


Source:  Gartner  Datnqucst. 
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the  automotive  world,  slowing  down  is  not  an  option.  At  Delphi,  we're  creating  technology 
r  people  on  the  move:  onboard  computers  for  Internet  access  and  e-mail,  turn-by-turn  navigation 
'Stdms,  even  an  MP3  player.  And  with  our  speech  recognition,  drivers  can  stay  connected  to  the  road 
hile  they're  staying  connected  to  the  other  things  they  care  about.  Actually,  some  of  our  technology 

so  advanced  it's  in  demand  beyond  the  automotive  world  —  for  use  in  everything  from  medical 
(rising  devices  to  strategic  military  applications.  As  the  world's  leading  provider  of  automotive 
chnology,  we  don't  just  keep  the  pace,  we  set  it.  Catch  us  at  www.delphi.com. 


Jriving   To  morrow's  Te  chnoloijy 


The  best  route  to  Manhattan  is  through 

Quinnipiac  University. 


Quinnipiac  School  of  Law  is  only  90  minutes  from 

mid-town  Manhattan.  Our  close  proximity  to  the  City  provides 
our  students  valuable  externships  with  prominent  legal  employers 
in  New  York,  and  New  York's  leading  law  firms  regularly  hire 
our  graduates.  Our  clinics  in  health  law  and  tax  law  prepare  our 
students  with  real-world  experience  before  they  graduate.  Add  a 
nationally  recognized  faculty  —  particularly  in  our  specialty  areas 
of  dispute  resolution  and  health  law  —  and  you've 
got  a  law  school  that's  taking  its  students 
places  —  namely,  New  York  law  firms. 


Quinnipiac 

University 

School  of  Law 

http://law.quinnipiac.edu 
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Hamden,     CT    0651 


quinnipiac.edu 


203-582-3400/1-800-462-1944 


The  voice  of  freedom  never 
faltered,  even  though  it  stuttered. 


Winston  Churchill  was  perhaps  the 
most  stirring,  eloquent  speaker  of  his 
century.  He  also  stuttered. 

If  you  stutter,  you  should  know  about 
Churchill.  Because  his  life  is  proof 
that,  with  the  will  to  achieve,  a  speech 
impediment  is  no  impediment. 

Write  or  call  us  toll-free. 


Stuttering 
foundation'" 


OF  America 


\  Wonpro/il  I  y'.nu:, in. 'ii 

1-800-992-9392 

www.stutteringhelp.org 

3100  Walnut  Grove  Road,  Suite  603 
P.O.  Box  11749  •  Memphis,  TN  J81 11  -0749 


or  all  handhelds.  Intel  will  then  build  the 
chips  on  the  same  factory  lines  that  now 
crank  out  Pentiums.  "And  bam — we'll' 
intfoduce  new  products.  That's  power- 
ful," says  Intel's  Gelsinger. 

He  showed  off  plenty  of  examples  in 
the  first  quarter,  unveiling  five  XScale- 
based  systems  for  handhelds  and  net- 
work boxes,  and  blueprints  for  wireless 
phones  and  automobile  GPS  systems. 
The  first  XScale  handhelds,  from  the 
likes  of  Fujitsu  and  Hitachi,  are  slated  to 
reach  consumers  by  the  summer. 

After  years  of  working  in  solitude  on 
its  own  designs  and  summarily  shipping 
them  to  buyers,  Intel  is  still  learning  how 
to  listen  to  customers.  By  contrast,  since 
1993  IBM  has  transformed  its  chip  busi- 
ness from  a  captive  supplier  to  itself  into 

"THE  PC  IS  NOT 
THE  DRIVER  NOW. 

This  is  going  to  be 
a  much  different    I 


the  largest  maker  of  special  custom-tai- 
lored chips  called  ASICs  (application-spe- 
cific integrated  circuits),  a  class  of  invisi- 
ble controllers  built  for  individual 
products.  "IBM,  coming  from  nowhere, 
has  been  remarkably  democratic  and  fair 
about  working  with  customers,"  says 
consultant  Doherty. 

IBM's  Cell  is  a  great  example.  In 
Austin,  Tex.  250  IBM  engineers  and  50 
engineers  from  Toshiba  and  Sony  are 
finishing  the  blueprints  for  a  chip 
designed  to  handle  floods  of  multimedia 
data  in  a  wide  variety  of  devices.  The  first 
intended  use  is  Sony's  next  generation 
PlayStation,  which  executives  describe  as 
a  "broadband  game  network." 

The  project  got  its  start  in  early  2000, 
when  Sony  Chairman  Nobuyuki  Idei 
called  IBM  Chairman  Louis  V.  Gerstner 
Jr.  Sony  wanted  the  PlayStation  to  be  the 
gateway  into  a  world  of  broadband  mul- 
timedia, Idei  told  Gerstner.  Would  IBM 
design  a  new  chip  for  it?  Make  it  happen, 
Gerstner  told  his  team. 
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There  is  a  certain  amount  of  confidence 
in  knowing  your  customers  are  taken  care  of. 
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Vhen  PRC  handles  your  customer  core,  you  con  rest  assured  that  your  consumers  are  being  cared 
or  in  a  way  that  reflects  your  company  at  its  finest.  With  over  20  years  of  experience  caring  for  the 
onsumers  of  some  of  the  world's  largest  companies,  we  truly  are  the  "experts"  in  customer  care. 

'ut  your  consumers  in  the  best  hands  in  the  business  and  give  yourself  more  rime  to  enjoy  the 
iner  things  in  life...  call  PRC  today! 

fa  more  information,  call  888-Call-PRC  or  visit  www.prcnet.com 
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Precision  Response  Corporation 

Your  trusted  experts  in  customer  care. 


The  Westin  San  Francisco  Airport  offers  high-speed  connectivity  powered  by  th 
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Increase  your  employees'  productivity  wherever 
business  takes  them. 


I  C.cni'MiiMii,  Cisco,  Cisi  u  Sy 


STRATEGIES  FOR  YOUR  NETWORK 


WORKFORCE  OPTIMIZATION 


CISCO  MOBILE  OFFICE 


ON  THE  ROAD 


AT  HOME 


AT  WORK 


cisco.com/go/productivity 


Now  employees  can  easily  increase  productivity  and  decrease 
downtime.  With  the  results  going  directly  to  your  bottom  line. 
Cisco  Mobile  Office  networking  solutions  will  allow  your  employees 
to  use  high-speed  connectivity  whenever  and  wherever  business 
takes  them.  How?  With  the  right  network  infrastructure  in  place,  employees  can  securely  update 
colleagues,  quickly  access  multimedia  presentations,  and  download  files  to  whichever  device 
is  closest  at  hand.  When  you're  a  networked  virtual  organization,  you're  more  effective  and 
more  productive,  and  ultimately,  more  profitable  too.  To  learn  just  how  businesses  like  yours 
have  added  more  productive  time  to  each  employee's  workday,  visit  cisco.com/go/productivity 
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Internet  Generation 
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Invisible  Obstacles 


NEW  MATERIALS: 
To  keep  electrons 
from  going  where 
they  shouldn't, 
designers  plan  to 
season  traditional 
silicon  chips  with 
new  materials. 
One  secret  sauce: 
"high  K"  dielectric 
materials.  Intel  and 
IBM  have  their  own 
concoctions. 


LITHOGRAPHY:  In 
2003  Intel  expects 
its  chips  will  have 
90-nanometer 
features  (1.000th 
the  width  of  a  hair). 
To  make  tinier  chip 
features,  chip- 
makers  are  going  to 
distant  parts  of  the 
optical  spectrum— 
and  using  extreme 
ultraviolet  light. 
Intel  has  made 
I5nm  transistors 
in  the  lab. 


The  project  has  been  run  in  deep 
secrecy  tor  a  year,  lames  Kahle,  IBM's  lead 

architect  tor  the  chip,  says  the  (  ell  design 

borrowed  from  IBM's  l'ouer4  chip  (used 
in  high-power  servers)  but  evolved  dif- 
ferently. "W'c  started  with  a  blank  sheet 
ot  paper  and  asked,  'How  do  people 
interact  with  a  machine?"  A  hint:  They 
want  to  talk  to  it  rather  than  pound  on  a 
keyboard,  and  they  demand  undivided 
attention. 

Although  Kelly  and  Kahle  are  coy 
about  the  details,  Cell  will  be  a  parallel 
processor  on  a  chip,  with  multiple  com- 
ponents that  can  be  reprogrammed — 
on  the  tly — to  handle  any  task.  Make  a 
wireless  call  and  that  component  swings 
into  action;  switch  to  a  videogame  and 
the  graphics  piece  takes  over.  By  con- 
trast, in  Intel's  system-on-a-chip  ap- 
proach, the  XScale  core  acts  like  an  or- 
chestra conductor,  surrounded  by 
different  components  set  to  handle  pre- 
defined tasks. 

Both  approaches  have  tradeoffs. 
Intel's  components  may  handle  their 
jobs  more  efficiently  but  also  spend 
more  time  idle.  IBM's  Kahle  is  betting 
that  Cell  will  better  adapt  to  surges  of 


Even  before  new  devices  are  perfected,  Intel  and  IBM  are  wrestling  with  treacherous 
atom-size  challenges  to  make  future  chip  generations  faster,  cooler  and  cheaper. 


S1 


LEAKS:  To  stop 
current  leaking 
when  a  transistor 
should  be  "off," 
engineers  are 
adding  an  insulat- 
ing layer  beneath 
transistors.  IBM 
and  Intel  have  dif- 
ferent approaches. 
IBM  already  uses 
"silicon  on 
insulator" 
techniques.  Intel 
says  they  become 
key  after  2005. 


HEAT:  "MIPS  per 
watt,"  or  how  many 
instructions  a  chip 
can  handle  with  so 
much  power,  is  be- 
coming a  decisive 
metric.  Tricks  to 
make  transistors 
switch  faster  or  to 
stop  leakage  can 
make  devices  more 
power  hungry. 
Intel  and  IBM  are 
investing  millions 
in  new  designs  and 
techniques  to  keep 
chips  cool. 


activity  and  could  be  "self-healing"  by 
rerouting  tasks  if  a  part  of  the  system 
gets  overloaded. 

Intel  supports  hundreds  of  indepen- 
dent developers,  and  some  XScale  ver- 
sions will  rely  on  Microsoft  coders.  At 
IBM,  Kelly  says  Cell  will  use  the  freely 
available  Linux  operating  system  in  its 
core.  That  way,  IBM  can  capitalize  on  the 
tools  and  expertise  of  the  thousands  of 
engineers  who  work  on  Linux.  IBM  also 
says  it  will  publish  details  of  the  Cell  de- 
sign and  license  the  technology  broadly. 

For  now,  Intel  has  a  lead  with  real 
chips  in  the  market.  IBM  engineers 
expect  to  try  out  part  of  their  design  in 
silicon  this  summer.  Final  chips  are  due 
in  2004.  IBM,  Sony  and  Toshiba  have 
committed  $400  million  to  the  project 
over  five  years.  Toshiba  and  IBM  will 
make  the  chips,  and  IBM  will  push  varia- 
tions of  the  design  into  as  many  applica- 
tions as  it  can.  "Cell  is  very  core  to  our 
processor  and  networking  chip  strategy 
going  forward,"  Kelly  says. 

It's  too  soon  to  call  which  side  will 
prevail.  But  both  remember  the  lesson 
of  the  PC:  Today's  toy  can  run  tomor- 
row's world.  F 
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Crying  Wolf 


/ 


Graphics  chip  maker  Nvidia  wants  to  sex  up  your  PC—    / 
but  without  bowing  to  Intel.  Guess  which  one  will  prevail. 

BY  ELISA  WILLIAMS 


FOR  A  GUY  STARING  DOWN  THE  BARREL  OF  A  VERY  BIG 
gun,  Nvidia  Chief  Jen-Hsun  Huang  seems  awfully  confi- 
dent. "Nvidia  has  transcended  being  the  most  important 
3-D  graphics  company  in  the  world,"  he  intones.  "We  are 
now  on  our  way  to  becoming  one  of  the  most  important  elec- 
tronics companies  in  the  world." 

Never  mind  that  Nvidia  is  now  enmeshed  in  two  tangles 
with  the  Securities  &  Exchange  Commission.  From  August  to 
November  the  SEC  filed  insider-trading  charges  against  12  of  its 
employees,  charging  they  bought  company  stock  and  options 
after  learning  Nvidia  had  won  a  contract  for  Microsoft's  new 
Xbox  game  console.  Two  have  settled  civil  charges,  and  one  was 
found  liable.  Three  have  pleaded  guilty  to  criminal  charges.  In 
January  the  SEC  raised  questions  about  Nvidia's  costs  and 
reserves  during  certain  quarters;  that  inquiry  is  pending. 
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What  nice  chips  you 

have:  Nvidia's  silicon 

renders  awesome  3-D. 


And  never  mind,  too,  that  Huang  is 
about  to  bet  a  big  part  of  Nvidia's  future 
on  a  hotshot  new  chipset,  the  Nforce — 
without  being  able  to  sell  it  to  makers  of 
the  latest  Intel-based  PCs  that,  by  next  year, 
may  have  80%  of  the  entire  market. 
Huang,  bolstered  by  technological  pride 
and  a  grim  resolve  to  maintain  the  com- 
pany's 38%  gross  profit  margins,  balked  at  paying  Intel  for  a 
license  to  let  the  Nforce  work  with  the  Pentium  4  microproces- 
sor. He  felt  Intel  was  demanding  too  much;  such  license  fees  run 
an  estimated  $5  on  each  $20  chipset.  Nvidia's  rivals  ATI  Tech- 
nologies, Acer  Laboratories  and  others  paid  up  and  could  out- 
race  Nvidia  in  next-generation  PC  graphics. 

Not  to  worry:  Huang,  who  owns  an  6%  stake  in  Nvidia 
worth  more  than  $500  million,  is  betting  that  the  cool  technol- 
ogy inside  Nforce  will  persuade  Intel  to  cave  and  push  Nvidia 
beyond  the  PC  and  into  videogames,  cell  phones  and  TV  set-top 
boxes.  And  Nforce  does  indeed  buttress  a  PC's  microprocessor 
to  let  it  churn  out  stunning  animation  and  rich  surround-sound 
audio  that  were  heretofore  unachievable  on  the  cheap.  The  $40 
chipset  can  turn  a  plain  old  PC,  powered  by  the  Pentium-like 
Athlon  microprocessor  from  Advanced  Micro  Devices,  into  a 
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home  theater  running  a  full-screen  rendition  of  Charlie's  Angels. 

The  problem  is  ensuring  that  the  industry  knows  about  it. 
The  movie  wasn't  on  display  at  the  massive  developer  show  that 
Intel  hosted  in  San  Francisco  in  February.  At  the  Nvidia  booth 
on  the  main  floor,  Huang  showed  only  his  older,  graphics  line 
that  doesn't  require  any  Intel  license;  he  felt  it  would  be  wrong 
to  show  Nforce  on  Intel's  turf.  To  get  a  peek  at  Nforce  and  the 
flick,  attendees  had  to  walk  a  block  to  a  darkened  hotel  suite,  far 
from  the  Intel  crowd. 

It  was  a  rare  display  of  deference  for  Huang,  who  is  just 
brash  enough  to  think  he  can  win.  It  is  more  of  a  long  shot  than 
investors  realize:  Nvidia  has  a  $6.7  billion  market  capitalization, 
roughly  five  times  sales,  and  its  stock  trades  at  a  price-to-earn- 
ings  ratio  of  45.  Intel  is  expected  to  debut  its  own  chipset,  the 
845G,  in  the  second  quarter.  Rivals  Via  and  ATI  offer  feature- 
packed  chipsets  for  as  little  as  half  the  price  of  the  $40  Nforce. 

But  Nforce  has  its  fans.  Microsoft  buys  a  version  of  it  for 
Xbox  and  is  expected  to  use  6  million  chipsets  a  year. 

Thanks  to  AMD's  Athlon,  which  doesn't  require  a  license, 
Nvidia's  new  chipset  is  in  Compaq  and  Micron  PCs.  Nvidia,  of 
Santa  Clara,  Calif.,  has  since  cut  deals  to  supply  Nforce  for  F-22 
fighter  jets  and  Exertris  exercise  bikes.  Nforce  is  Nvidia's  most 
important  new  product  and  is  expected  to  provide  30%  of  its 
$2.4  billion  in  expected  sales  for  fiscal  2003,  including  Xbox 
chips,  and  the  bulk  of  its  revenue  in  five  years.  More  important, 
given  the  sluggish  PC  market  for  Nvidia's  older  lines,  Nforce 

"They  came  to  us  with  many  deals 
that  DIDN'T  MAKE  SENSE. 


j) 


must  thrive  to  keep  the  company  growing  at  current  rates.  It 
earned  $177  million  on  $1.4  billion  in  revenue  in  fiscal  2002, 
with  the  vast  majority  coming  from  graphics  chips  like  its 
GeForce,  which  wholesales  for  about  $20. 

Last  year  about  46%  of  the  161  million  PCs  built  used  new 
graphics  chipsets;  next  year  the  share  will  rise  to  50%,  says  Mer- 
cury Research.  The  Nforce  opens  up  a  far  larger  market,  though. 
So  far  Huang  has  defied  the  odds  in  the  cutthroat  graphics 
business,  known  for  one-hit  wonders  that  fizzle  after  a  year  or 
so.  His  GeForce  chip  has  been  a  top  seller  for  more  than  two 
years.  Nvidia  set  out  to  be  different  from  the  get-go.  Huang,  a 
chip  designer  at  AMD  and  LSI  Logic,  cofounded  the  company  in 
1993  with  $20  million  from  Sequoia  Capital  and  others.  After 
two  ambitious  products  that  bombed,  Huang  switched  his  focus 
to  high-end  graphics  chips  for  PCs.  He  boasts  that  his  chips,  by 
assuming  arduous  visual  rendering  tasks,  do  more  to  boost  PC 
performance  than  buying  a  faster  microprocessor. 

Nvidia's  chips  double  in  performance  every  6  months,  sur- 
passing even  Moore's  Law  and  its  18-month  time  frame.  Nvidia 
can  do  this  by  testing  new  chip  designs  on  a  special  hardware 
simulator.  Bugs  are  caught  and  fixed  before  the  first  silicon  is 
ever  etched.  The  frenetic  pace  pervades  Nvidia's  headquarters, 
where  swarms  of  workers  wolf  down  free  buffet  lunches  and 
dinners  in  the  cafeteria  so  they  can  rush  back  to  work. 

The  new  Nforce  moves  graphics  processing  from  a  stand- 
alone chip  into  the  chipset,  an  essential  building  block  that 
serves  as  the  link  between  the  microprocessor  and 
the  rest  of  the  system.  Its  chipset  crams  processors 
for  media,  networking  and  graphics  into  two 
ceramic  packages  that  later  could  be  adapted  to 
include  a  microprocessor  core,  letting  it  run  a 
plethora  of  devices  on  its  own. 

Huang  started  work  on  Nforce  with  AMD  in 
early  2000.  Its  graphics  chips  were  already  hot  sell- 
ers. When  the  stock  hit  $100  in  2000  (or  $25 
adjusted  for  two  stock  splits),  top  executives  deliv- 
ered on  a  dare  they  had  accepted  one  evening  over 
drinks  in  the  fall  of  1999.  Huang  got  his  ear  pierced. 
The  head  of  human  resources  had  a  nipple  pierced. 
The  sales  chief  got  an  Nvidia-logo  tattoo  on  his 
rump,  and  the  marketing  boss  got  one  on  his  leg. 

While  Nforce  was  in  the  lab,  Huang  dealt  with 
Microsoft  on  the  Xbox.  "They  came  to  us  with  many 
deals  that  didn't  make  sense.  It  was  just  very  dracon- 
ian,"  he  says.  He  hung  in  and  got  about  $55  apiece 
for  Xbox  chipsets,  far  more  than  the  $30  Microsoft 
pays  for  Intel's  Pentium  III  to  run  the  Xbox. 

So  far  that  bravado  hasn't  worked  on  Intel.  "The 
royalty  they  are  charging  others  was  too  rich  for  our 
blood,"  Huang  says.  He  hopes  eventually  to  strike  a 
deal,  but  insists  that  Intel  respect  the  intellectual- 
property  value  of  Nforce.  "I  know  that  one  of  these 
days  they're  really  going  to  see  that  they  ought  not 
to  be  afraid  of  us,"  he  says.  Intel,  afraid?  It's  a  fan- 
tasy worthy  of  a  videogame.  F 
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rECHNOLOGY     DIGITAL  TOOLS 


Computer  Marries  Jukebox! 


yoi 


Sony's  new  Yaio 
MX  wants  to  be 
your  home's  digital 
entertainment 
hub,  but  clumsy 
software  spoils 
the  fun. 


IT'S  BEEN  A  LONG  WHILE  SINCE  I  LAST  PLAYED  WITH  A  PC 
that  comes  with  a  remote  control.  But  I  can't  recall  ever 
having  seen  one  with  a  backlit  front  panel  reminiscent  of  a 
Wurlitzer  jukebox.  Bidding  to  become  an  early  edition  of 
the  much-vaunted  home  digital  hub,  Sony's  new  Vaio  MX 
computer  has  a  PC  Card  slot  up  front,  high-quality  TV  and 
stereo  connectors  out  back,  and  software  inside  that  can  turn 
the  hard  drive  into  a  personal  video  recorder  a  la  TiVo.  It  also 
costs  a  stiff  $2,800  sans  monitor  (though  a  current  promotion 
tosses  in  a  flat-panel  display  for  about  $100  more).  The  MX 
does  what  other  Windows  machines  can  do,  but  also  lets 
record  and  play  TV,  DVDs,  CDs, 
FM  radio,  MiniDiscs  and  Mem- 
ory Sticks  and,  with  the  help  of 
optional  wireless  networking, 
send  TV  over  the  ether  to  a  com- 
puter in  another  room. 

There's  just  one  problem:  It 
doesn't  work  particularly  well. 
Instead  of  elegantly  integrated 
hardware  and  software,  you  get 
a  boxful  of  disparate  programs 
so  poorly  designed  that  you  end 
up  being  the  one  who  has  to 
knit  them  together. 

Sony's  digital  video-editing 
package  was  as  good  as  things  got  several  years  ago.  But  in  the 
era  of  Apple's  excellent  iMovie,  the  same  old  Sony  package 
seems  downright  quaint,  with  five  separate  programs  that  range 
from  simple-but-limited  to  powerful-but-inscrutable.  Just  suss- 
ing out  which  one  to  use  for  what  could  waste  a  long  evening. 

TV  recording  is  similarly  disjointed.  The  Giga  Pocket  Video 
Recorder  software  is  supplemented  by  Timer  Recording  Man- 
ager, Timer  Recording  Wizard,  TV  Program  Web  Site,  Video 
Explorer  and  Playlist  Builder.  Eventually  you  can  get  it  all  to 
work  much  like  TiVo,  storing  and  retrieving  shows  on  the  hard 
drive,  but  in  more  awkward  and  less  useful  ways.  For  instance, 
though  the  MX  has  its  own  TV  tuner,  it  can't  change  the  channels 
of  a  satellite  dish  or  cable  box.  If  you  want  to  record  The  Sopra- 
nos, you  have  to  set  the  cable  box  to  HBO  and  tell  the  MX  when  to 
start  and  stop.  And  bewildering  modes  abound.  You  can  skip  to 
an  earlier  part  of  a  show  while  you  record  it,  but  it  takes  two  baf- 
fling extra  steps  if  you're  recording  via  the  timer.  TiVo  this  is  not. 

Using  the  wireless  networking  standard  known  as  802.1  la, 
about  five  times  as  fast  as  the  popular  Wi-Fi  802. 1  lb,  the  MX  can 
send  video  across  the  ether  to  other  machines.  I  used  Sony's 
$400  Access  Point  box  and  two  $200  PC  Cards  to  blast  TV  from 
the  MX  to  a  notebook  10  feet  away.  But  even 
when  all  three  units  were  in  the  same  room, 
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the  notebook  displayed  some 
what  blocky  video,  with  plenty 
of  stuttering.  And  as  I  expected 
from  early  reports,  the  802.1  la 
network  had  shorter  range  than 
a  Wi-Fi  network  running  along- 
side it.  That  may  make  the  tech-i 
nology  less  than  ideal  for  beam 
ing  TV  around  a  big  house. 

The  MX  comes  with  a  de 
cent  amplifier  and  speakers,  but 
the  music  software  doesn't 
dance.  The  Sonic  Stage  Premium  program  often  hides  its  vol- 
ume controls.  The  FM  radio's  scanner  "found"  a  station  at  vir- 
tually every  legal  frequency,  even  when  no  signal  was  present — j 
as  well  as  several  channels  unusable  in  North  America.  And  the 
sound  momentarily  dropped  out  when  I  worked  with  other 
programs. 

The  documentation  is  strewn  among  several  poorly  orga-i 
nized  manuals  and  lots  of  screens  with  help  like:  "A  Cut  from 
a  Playlist  is  actually  played  back  from  the  GOP  that  contains  the 
IN  point  through  to  the  GOP  just  before  the  GOP  that  contains1 
the  OUT  point."  The  remote  often  loses  control  and  forces  you 
back  to  the  mouse  and  keyboard,  which  has  a  maddeningly 
nonstandard  configuration. 

And  the  system  and  the  front  panel  sometimes  deliver  mes- 
sages like:  "Timer  Recording  Manager  is  now  recording  or  wait- 
ing." For  nearly  $3,000,  shouldn't  a  top-shelf  computer  with 
higher  aspirations  be  able  to  tell  the  difference?  P 
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the  dark  about  what  Dynegy  does  for  you? 
We'll  shed  some  light. 


{ 


Candid  answers  from  can-do  people 


} 


Mm  ^L    The  Dynegy 

I    Wholesale  Energy 
Network  connects  supply 
with  demand  for  utilities 
and  commercial  and  indus- 
trial customers  all  across 
North  America. 


"Most  people  don 't  realize 
that  it  usually  takes  more 
than  just  their  local  utility 
to  ensure  that  when  they 
flip  the  switch,  their  lights 
come  on." 


Jose,  why  do  I  need  a  company  like 
Dynegy  to  help  me  turn  on  my  lights? 

For  more  than  16  years 
now,  utilities  have  relied  on 
Dynegy  to  help  them  obtain 
the  fuels  they  need  to  gen- 
erate electricity  and  deliver 
natural  gas.  Most  utilities 
are  focused  on  serving  their 
local  customers,  not  locating 
energy  supplies  across  the 
country.  Dynegy  is.  We  draw 
on  our  network  of  assets 
and  market  knowledge  to  get 
them  the  energy  they  need. 

In  addition,  utilities  often 
depend  on  the  electricity 
generated  from  power  plants 
operated  by  energy  merchants 
like  Dynegy  to  supplement 
the  power  they  produce  and 
deliver  to  their  customers. 


Why  should  utilities  need  electricity 
produced  by  wholesale 
power  generators? 

In  many  areas,  utilities 
buy  electricity  from  the 
wholesale  market  instead 
of  having  to  invest  in  new 
plants  to  keep  up  with  local 
demand.  Without  access 
to  companies  like  Dynegy 
providing  reliable  energy 
supplies,  they  wouldn't  be 
able  to  deliver  the  electricity 
and  natural  gas  their  cus- 
tomers need  -  especially 
during  peak  demand  periods. 

So  Dynegy  provides  value  in  the 
form  of  reliable  energy? 

That's  one  measure  of  value. 
Dynegy  also  provides  addi- 
tional supply  alternatives  to 
the  marketplace,  which  can 
create  downward  pressure 
on  prices.  Remember,  energy 
costs  are  embedded  in  the 
price  we  pay  for  consumer 
goods.  For  some  businesses, 
energy  represents  20  to  25 
percent  of  overhead.  So  man- 
aging energy  costs  can  help 
everyone  -  manufacturers, 
businesses  and  people  like 
you  and  me. 


What  else  does  Dynegy  do  to 
improve  the  energy  picture? 

We  help  our  customers  guard 
against  price  volatility  and 
manage  their  risks  so  they 
can  better  serve  their  cus- 
tomers. Dynegy  also  delivers 
supply  and  services  direct 
to  end-users  of  energy.  It's  all 
about  helping  our  customers 
reduce  their  cost  and  manage 
their  energy  more  efficiently. 

You  seem  to  really  enjoy 
your  job,  Jose. 

I  do.  It's  important  to  me 
to  work  at  a  company  that's 
making  a  positive  difference. 
After  all,  our  economy 
depends  on  reliable 
supplies  of  energy. 


Questions?  For  more  on  how  Dynegy  provides  value  or  to 
submit  your  own  question,  go  to  www.dynegy.com/value 
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Dynegy 

Your  Success.  Our  Passio. 


Why  Not?  By  Ian  Ayres  and  Barry  Nalflhuff 

If  Telemarketers  Paid 
For  Your  Time 

"Some  men  see  things  the  way  they  are  and  say,  'Why?'  I  dream  of  things  the  way  they  never  were  and  say,  'Why  not?'" 

— Robert  F.  Kennedy,  after  George  Bernard  Shaw 


ROBERT  F.  KENNEDY  CHALLENGED  US  TO  REJECT 
the  status  quo  and  give  space  to  our  imagination. 
Why  not  apply  his  vision  to  business?  This  column 
will  be  a  gathering  place  for  unconventional  ideas 
for  products  and  services.  Here's  our  first:  Why  not 
have  mortgages  that  automatically  refinance  themselves 
when  interest  rates  fall  a  percentage  point?  There  is  no  rea- 
son why  title  insurers,  lawyers  and  appraisers  need  to  collect 
their  toll  when  interest  rates  fluctuate.  The  bank  could  split 
the  savings  with  you,  charging,  say,  $1,000  for  the  refinanc- 
ing but  saving  you  $2,000  in  closing  costs.  How  about  it,  Cit- 
igroup? A  small  San  Diego  outfit  called  City  Line  Mortgage 
Corp.  already  has  in  place  a  system  for  speeding  up  refi- 
nancing paperwork;  now  all  it  needs  to  do  is  to  cut  out  some 
of  those  middlemen. 

We  have  a  lot  more  business  product  ideas  where  this  one 
came  from,  and  we  want  you,  the  reader,  to  contribute  as  well. 
In  this  column  we  will  tap  into  a  rather  old-fashioned  kind  of 
American  ingenuitv.  \  ligh-tech  breakthroughs  are  great,  but  we 
want  to  showcase  simple  ideas,  ones  that  could  have — and  per- 
haps should  have — already  been  tried. 

This  kind  of  problem-solving  doesn't  require  an  advanced 
degree.  Many  people  have  simple  ideas  to  improve  business 
processes  and  services.  Think  about  prewashed  lettuce,  the  ulti- 
mate low-tech  invention,  which  has  become  a  billion-dollar 
business.  Or  inflation-indexed  government  bonds,  an  innova- 
tion introduced  just  a  decade  ago. 

And  there  are  plenty  more  like  these  just  waiting  to  be  given 
a  chance.  For  example: 

Why  not  have  firms  call  you  back  rather  than  have  you  wait 
on  hold? 

'Why  not  have  auto  insurance  included  in  the  price  of  gas? 
This  proposal  from  personal-finance  writer  Andrew  Tobias 
surely  would  eliminate  uninsured  drivers. 

Why  don't  HMOs  bundle  term  life  insurance  in  with  their 
health  insurance?  That  way,  the  HMO  would  treat  you  as  if  your 
life  really  were  worth  a  million  dollars. 

Why  not  have  a  reverse  900  number  for  telemarketers? 
Under  this  scheme  you  would  get  paid  for  each  minute  that  you 
listen  to  their  pitch.  While  the  telemarketers  are  trying  to  sell 
you  a  product,  you  can  sell  them  your  time. 

Telemarketers  make  8  billion  calls  annually.  That's  100  per 
household.  In  response  to  consumer  complaints,  20  states  now 
prohibit  pitchmen  from  calling  any  number  registered  on  the 
state's  "Don't  Call"  list.  The  Federal  Trade  Commission  has  just 
proposed  creating  a  national  "Don't  Call"  registry. 


One  man's  problem  is 
another  man's  business  oppor- 
tunity. Paying  people  to  listen 
would  solve  the  telemarketers' 
problem,  create  a  new  business 
c  •\^    and  avoid  regulation.  As  things 

stand,  telemarketers  are  trying 
to  take  your  time  and  attention 
without  paying  you  for  it. 
That's  why  their  success  rate  is 
so  low,  which  only  leads  them 
to  call  more  often,  which  makes 
you  like  them  less,  and  around  it  goes. 

We  could  replace  the  don't-call  laws  with  a  simple  require- 
ment that  telemarketers  call  only  from  numbers  that  have  them 
paying  money  into  the  phone  account  of  the  person  called. 
Recipients  could  either  name  a  price  per  minute  or  specify  that 
they  get  no  telemarketing  calls  whatever.  Software  would  make 
sure  that  calls  went  only  to  people  whose  prices  the  marketers 
were  willing  to  meet. 

Creating  a  privacy  market  would  also  allow  us  to  deregulate 
the  telemarketing  industry.  In  a  world  with  household  compen- 
sation, there's  no  reason  why  we  would  need  to  restrict  prere- 
corded solicitations.  After  all,  we  don't  prohibit  prerecorded 
radio  or  TV  ads. 

Many  businesses  would  prosper.  Companies  with  legitimate 
offers  wouldn't  be  caught  in  the  current  din.  Pollsters  would  get 
their  surveys  answered.  Instead  of  hanging  up,  people  would 
say:  "Are  you  sure  there  aren't  any  more  questions?"  Just  as  tele- 
phone companies  profit  from  800  and  900  calls,  they  could 
charge  a  fee  for  reverse  900  service,  too. 

Let  us  make  a  preemptive  strike  against  skeptics  who  ask:  If 
ideas  like  these  are  so  good,  why  hasn't  someone  already  imple- 
mented them?  This  is  a  fair  question.  Not  all  good  new  ideas 
make  good  stand-alone  businesses.  Many  Why  Nots  would  be 
best  implemented  by  established  firms;  an  entrepreneur  who 
comes  up  with  a  novel  mortgage  that  works  will  soon  enough 
be  swamped  by  big  players  who  copycat  him.  In  this  column  we 
will  challenge  existing  firms  to  explain  why  they  don't  do  some- 
thing differently. 

Help  us  write  future  columns.  Please  send  us  your  own  Why 
Not  ideas,  and  tell  us  what's  right  or  wrong  with  the  proposals 
we  have  above.  Go  to  www.forbes.com/whynot.  F 

Ian  Ayres  is  Townsend  Professor  at  Yale  Law  School  and  Barry 
Nalebujfis  Steinbach  Professor  at  Yale  School  of  Management. 
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Oracle  wanted  to  switch  to  on-demand  printing 
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hometown,  at  the  local  high  school.  "It's 
a  great  company  and  a  good  brand,  but 
we've  never  been  the  type  to  want  to 
talk  about  it,"  says  Richard,  53,  in  a  rare 
face-to-face  interview. 

One  of  the  only  reasons  the  brothers  are 
talking  about  it  now  is  to  drum  up  a  little 
interest  in  their  stock.  Smucker's  $880  mil- 
lion acquisition  of  Procter  &  Gamble's  Jif 
and  Crisco  brands  is  expected  to  clear  its 
last  regulatory  hurdle  this  month.  When 
that  happens,  analysts  anticipate  P&G's  in- 
stitutional investors  may  dump  as  much  as 
40%  of  the  25.9  million  shares  of  Smucker 
that  will  go  to  P&G  shareholders  within  a 
week.  Why?  Wall  Street  thinks  the  $675  mil- 
lion (sales)  jam  maker  is  too  small  potatoes. 

So  the  brothers,  who  have  never  before 
courted  Wall  Street,  are  eager  to  attract  new 
investors.  After  meeting  them,  Prudential 
Securities  senior  food  analyst  John 
McMillin  was  at  least  intrigued  enough  to 
say:  "They  are  not  natural  salesmen,  but 
after  a  tough  IPO  period  in  technology,  I 
sort  of  like  their  Orrville-ness." 

The  Smuckers  would  also  like  to  con- 
vince Wall  Street  that  the  Crisco  part  of  the 
deal  makes  sense,  even  though  they  weren't 
initially  keen  about  picking  up  a  sinking 
brand  in  a  troubled  category.  But  P&G 
wanted  to  structure  the  deal  as  a  tax-free 
reverse  Morris  Trust.  Meaning  a  spinoff  to 
a  new  entity  that  would  then  be  merged 
into  Smucker.  In  order  for  the  deal  to  be 
tax-free  for  P&G,  the  new  entity  had  to  be 
big  enough  so  that  P&G's  interest  in  it  was 
more  than  50%.  If  the  Smuckers  wanted 
Jif,  they  had  to  take  Crisco,  too. 

Fair  enough.  Problem  is,  fewer  people 
are  baking  or  frying  up  things  at  home,  a 
fact  reflected  in  Crisco's  sales,  which  have 
dropped  18%  since  1997  to  about  $248  mil- 
lion this  year.  New  products  from  Smucker 
focus  on  the  convenience-oriented  "dash- 
board diners,"  like  a  grilled  cheese  sandwich 
or  a  packaged  peanut-butter-and-jelly  on 
crustless  bread  to  be  munched  on  the  run. 
"Crisco  is  in  a  tough  category,"  concedes 
Richard,  the  more  outgoing  of  the  two.  "But 
if  we  thought  the  market  couldn't  be  revi- 
talized, we  wouldn't  have  gone  there." 

They're  already  hatching  marketing 
plans  to  boost  Crisco  sales.  NBC  weather- 
man Willard  Scott,  who  already  plugs 
Smucker's  jams  and  jellies  when  he 


broadcasts  birthday  wishes  to  old  folks  on 
the  Today  show,  may  slip  in  pitches  for 
Crisco,  too.  (Crisco  and  Smucker's  jams 
share  the  same  core  consumer  group: 
women  aged  55-plus.)  The  company  also 
plans  to  target  Hispanic  women,  many  of 
whom  still  use  lard  in  baking.  The  broth- ' 
ers  are  also  thinking  of  putting  the  Crisco 
name  on  a  fat-free  cooking  oil  of 
Smucker's  called  Baking  Healthy. 

By  contrast,  the  peanut  butter  acquisi- 
tion is  a  no-brainer.  And  not  because 
Smucker  ("With  a  name  like  Smucker's,  it 
has  to  be  good")  and  Jif  ("Choosy  mothers 
choose  Jif)  have  two  of  the  longest-run- 
ning taglines  in  advertising.  Jif  gives  the 
company — which  already  dominates  the 
jams  and  jellies  category  with  a  41% 
share —  a  leading  38%  of  the  peanut  butter 


les  aren't  sweet.  It  was  a  disconnect  for  the 
consumer,"  says  Richard.  .    - 

The  brothers  have  high  hopes  for  a 
strawberry  lemonade  drink  planned  for 
this  summer.  But  not  every  sweet  thing  the 
company  launches  is  a  slam  dunk.  Last  year 
it  tested  Smucker's  Smoothies,  an  oat-milk 
drink,  but  quickly  pulled  the  plug. 

Although  Tim  and  Richard  grew  up 
competing  aggressively  on  the  tennis  court 
in  their  backyard  in  Orrville,  the  devout 
Christian  Scientists  insist  they  are  a  united 
management  twosome.  Tim,  57,  holds  the 
added  title  of  chairman  and  Richard  that  of 
president,  but  the  brothers  claim  they  rum 
Smucker  as  a  team.  Disagreements  are  rare, 
they  say.  Richard  recalls  just  one  time — 25 
years  ago — when  they  squabbled  over  an 
executive  appointment,  and  their  late  fa- 


Says  one  Wall  Street  analyst: "They  are    * 
NOT  NATURAL  SALESMEN,  but  after  a 
tough  IPO  period,  I  like  their  Orrville-ness." 


market.  There  will  be  copious  opportuni- 
ties for  joint  promotions. 

While  the  Smuckers  will  boost  the  ad 
budget  for  Crisco  and  Jif,  they're  hardly 
big  spenders.  Smucker  laid  out  just  $8 
million  last  year,  according  to  Competi- 
tive Media  Reporting.  Next  year  it  will 
spend  up  to  $30  million.  But  that's  only 
2.3%  of  sales,  which,  analysts  predict, 
will  double  after  the  deal  to  $1.3  billion. 
Net  income,  meanwhile,  is  expected  to 
triple  to  $100  million. 

The  Jif-Crisco  acquisition  is  the  biggest 
event  in  the  history  of  the  company, 
founded  as  an  apple-butter  maker  by  Tim 
and  Richard's  great-grandfather,  Jerome 
Monroe  Smucker,  in  1897.  But  it  won't  be 
its  last  deal.  It  still  has  $67  million  in  the 
bank.  "We  could  take  on  $500  million  to 
$  1  billion  in  debt  and  still  have  a  very  good 
balance  sheet,"  says  Richard.  (Current 
long-term  debt:  $135  million.) 

What  are  they  looking  for?  Category 
leaders  in  businesses  they  are  already  in — 
oils,  fruit,  peanuts,  sweeteners.  Richard  says 
they  once  believed  they  could  slap  the 
Smucker  name  on  any  product  and  it 
would  sell.  But  when  they  tried  to  peddle 
pickles  in  the  1970s,  it  didn't  work.  "Pick- 


ther,  Paul,  had  to  mediate.  "On  any  major 
business  issue  we  have  a  rule  that  we  have 
to  agree  if  we  go  forward,"  says  Richard. 
"We  use  the  term  'Let's  sleep  on  it.' " 

Still,  some  Wall  Streeters  aren't  con- 
vinced that  having  two  chief  executives  is 
the  best  way  to  run  a  larger  business.  "Iti 
will  be  watched  closely,"  says  David  Lei- 
bowitz,  a  managing  director  of  Burnham 
Securities  in  New  York. 

If  the  scrutiny  makes  them  a  little  un- 
easy, it's  because  the  Smuckers  are  obsessive 
about  control,  a  sensitive  issue  since  the 
P&G  deal  reduced  their  stake  in  Smucker  to 
13%  from  27%.  "Anything  less  than  100% 
is. . ., "  Tim  begins.  "Not  absolute  control," 
Richard  finishes,  a  habit  of  theirs. 

As  is  obstinacy.  When  told  that  one  an- 
alyst questions  whether  Smucker's  man- 
agement has  focused  on  volume  at  the  ex- 
pense of  operating  margin,  which  dropped 
to  8.7%  last  year  from  11%  in  1994, 
Richard  Smucker  is  polite,  but  unapolo- 
getic.  He  says  he  will  be  focused  more  on 
volume  for  the  next  couple  of  years  as  the 
company  absorbs  Jif  and  Crisco  and  ramps 
up  ad  spending.  "There's  a  tendency  to  say 
what  people  want  to  hear,"  he  says.  "We'd 
radier  undersell  and  overdeliver."  F 
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Countrywide  has  been  making  customers  happy  for  over  30  years.  And  this  year 
Countrywide  ranks  #1  in  customer  satisfaction  by  J.D.  Power  and  Associates. 
From  first  contact  to  final  loan  payment,  Countrywide  is  always  there  for  you.  We're 
there  with  experienced  loan  experts  who  can  help  find  the  right  solution  for  you. 
We're  there  with  a  wide  selection  of  loan  programs  to  help  you  get  approved.  We're 
there  with  rate  protection  and  a  10-day  close  guarantee*  And  we're  there  for  you 
online,  on  the  phone  or  at  over  400  branches.  To  experience  the  satisfaction  only 
Countrywide  can  deliver,  go  to  countrywide.com  or  call  800-EASY-877. 
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A  YEAR  AFTER  THE  TOBACCO 
giants'  $206  billion  settlement 
agreement  with  the  state  attor- 
neys general  in  1998,  a  group 
of  20  frustrated  brand  devel- 
opers and  strategists  huddled  in  a  con- 
ference room  at  R.J.  Reynolds  Tobacco's 
headquarters  in  Winston-Salem,  N.C. 
The  topic:  how  to  differentiate  the  fading 
Winston  brand  in  an  era  of  unprece- 
dented ad  restrictions. 

A  1997  repositioning  effort  had 
helped  stabilize  its  shrinking  5%  market 
share.  But  the  new  restrictions,  prevent- 
ing tobacco  companies  from  advertising 
on  billboards  and  branded  merchandise, 
made  it  harder  to  aim  Winston's  gutsy 
"No  Bull"  pitch  at  young  adults.  Then,  an 
idea:  "Packaging  for  cigarettes  has  been 
the  same  for  20  years.  We  thought,  'Why 
not  improve  it?'"  recalls  E.  Ned  Leary, 
RJR's  senior  vice  president  of  marketing. 
Three  years  and  at  least  $200  million 
later — an  analyst's  guess — the  number  two 
tobacco  giant  is  introducing  a  curved, 
crushproof  plastic  flask  in  limited  national 
distribution  this  month.  The  package,  wider 
and  flatter  than  regular  cigarette  packs,  is 
similar  to  the  hip  flasks  used  by  gentlemen 
who  packed  rations  of  moonshine  in  their 
back  pockets  during  Prohibition. 

An  old  concept,  but  the  first  major  cig- 
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Plastic 
Surgery 

R.J.  Reynolds  bets  a  hip  flask  will  boost  market  share 
and  retail  clout.  Crazy— or  cunning? 


arette-packaging  innovation  since  Philip 
Morris  introduced  the  flip-top  Marlboro 
box  in  1955.  The  plastic-case  brand,  called 
the  Winston  Evo — short  for  "evolu- 
tion"— comes  in  a  black  or  gray  case  with 
a  hologrammed  label,  accompanied  by  a 
splashy  counter  display.  Its  target?  RJR  reps 
attended  fashion  shows  in  New  York  last 
month  to  hand  out  the  sleek  pack  to  the 
design  crowd,  a  different  group  from  the 
Nascar  fans  who  smoke  red-and-white 
Winston.  Leary  says  Winston  Evo  is  aimed 
at  "anyone  who  is  hip  and  cool." 


BY  CARLEEN  HAWN 


Better  make  that  anyone,  period.  II 
branding  cigarettes  without  media  ad- 
vertising is  a  headache  for  the  tobaccc 
industry,  it's  a  world-class  migraine  foi 
RJR  (2001  sales,  $8.6  billion). 

The  company,  which  counts  Camel 
Salem,  Doral  and  Winston  among  it; 
brands,  has  watched  its  share  of  the  $6C 
billion  cigarette  market  fade  to  25%  frorr 
27%  in  1995.  Rival  Philip  Morris,  mean- 
while, maintains  a  51%  share,  thanks  tc 
its  power  brand  Marlboro. 

Is  RJR's  flask  an  improvement  over  th< 
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THEY  CAME  HERE  FROM  A  PARALLEL  UNIVERSE.  THEY  NEEDED  SOFTWARE.. .  TO  GO! 

LOTUS  for  WIRELESS 

I  Log  Entry,  Day  25:  Eureka!  We  have  found  Lotus  wireless  software.  With  it,  mobile  knowledge  workers 
can  access  corporate  applications  via  PDA,  cell  phone  or  other  wireless  devices.  This  lets  them  update  critical 
work  in  real  time  -  quite  advanced.  A  most  informative  whitepaper  can  be  found  at  lotus.com/visitwireless 
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tarn  $350,000 1st  YEAR?  Yes. 

tarn  $2,000,000*  After  2  Years 
On  Anticipated  Acquisition?  Yes. 


Our  company  establishes  small  medical  facilities  under 
a  rapidly  expanding  20-year-old  government  program. 


Medical  background  completely  unnecessary. 
More  than  200  contracted  facilities  nationwide... 
and  growing.  $165,000  down  required. 


Please  visit  our  web  site: 
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hours, 
not 
**  planes. 


The  only  difference  between  owning  your  own  plane  and 
membership    in   FlightTime's   Freedom   Plan   is   the   cost. 

FREEDOM  PLAN  BENEFITS 

Buy  hours  in  increments  of  25,  50,  100  or  more. 

Pay  only  for  the  hours  you  fly;  No  acquisition  fees,  no  empty  leg  charges,  no  5-year  contracts. 

All  the  benefits  of  fractional  ownership  without  the  costs. 

Planes  when  and  where  you  want  them  -  small,  medium  and  large  jets. 

Superior  safety  standards  (only  Wyvern*  audited  aircraft  and  crew). 

Exceptional  customer  service  24/7. 

It's  simple:  whether  you  fly  once  a  month  or  twice  a  week,  there's  no  more  efficient. 

convenient  and  comfortable  way  to  travel.  Call  one  of  our  Freedom  Plan  consultants  today, 

1.888.CHARTER  or  visit  us  at  www.FlightTime.com 


^FlightTime 


Air  travel,  perfected.  'the  highest  tier  of  safety  auditing. 


Facelift  Fever 

R.J.  Reynolds  isn't  the  only 
company  that's  trying  to  perk  up 
sales  by  rolling  out  a  new  take 
on  an  old  brand.         —Ian  lack 


LISTERINE.  Postage- 
stamp-size  breath 
sheets  packed  into  a 
handy  little  "pocket 
pack."  Who  needs 
mouthwash  anymore? 


STARKIST.Tunaina 

pouch?  Easy  fixings 
for  sandwich 
makers— and  bigger 
profits  for  Heinz.  A 
6-ounce  can  costs 
79  cents;  the  3- 
ounce  pouch,  $1.19. 


OLD  SPICE.  Need  to 
freshen  up  for  a  meet- 
ing or  a  date?  Procter 
&  Gamble  hopes 
these  aftershave- 
soaked  sheets  help 
spruce  up  guys— 
and  sales  of  its  64-year-old  brand. 


standard  paper  or  cardboard  packs? 
Probably  not,  unless  you're  someone  who 
wants  to  carry  a  more  discreet  pack  of 
smokes — one  that  won't  get  crushed  or 
soggy  during  snowboarding  or  other 
extreme  sports. 

But  the  flask  is  an  intriguing  gim- 
mick in  RJR's  battle  for  prominence  in 
stores,  just  about  the  only  place  where  it's 
legal  in  the  U.S.  to  market  smokes.  If  the 
device  sells,  expect  other  brands  to  tryj 
new  packages,  too. 

Packaging  isn't  the  only  notable I 
experiment.  Inside  the  box,  Winston  Evol 
smokes  now  sport  marbled  gray  filters  I 
and  diagonal  stripes.  A  cigarette  stick's 
look  may  soon  depend  on  its  brand. 

Differentiation,  after  all,  is  key  in  a| 
business  where  imagery  is  now  more  dif- 
ficult to  communicate  than  ever.  But  the  j 
real  question  is  whether  price-conscious 
smokers  will  pay  more — as  much  as  60 
cents  more  per  pack — just  to  whip  out  a 
fancy  new  case.  RJR  is  betting  that  looks 
prevail  over  sense.  F I 


y  connecting  with  customer  needs,  we  deliver  value  worldwide. 


'  focusing  on  the  needs  of  our  customers  around  the  globe,  CEMEX  is 
nsforming  the  ways  in  which  building  materials  are  manufactured,  sold  and 
stributed — while  ensuring  brand  loyalty  worldwide.  We  are  continually  working 
)  maximize  the  customer  experience  through  the  use  of  superior  technology  and 
iproved  logistics — whether  we're  customizing  ready-mix  for  a  project  or  guiding 
jr  trucks  with  GPS.  Our  pursuit  of  efficiency  has  not  only  made  us  the  best 
breed — solidifying  our  position  as  the  most  profitable  global  cement  company — 
CX  't  enables  us  to  deliver  value  for  shareholders  and  improve  the  quality 


I      of    life    for    people    everywhere.  To    learn    more    about    us,   visit 

IYSE     www.cemex.com. 
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FIFTY    MILES    FROM    NOWHERE 

AND    YOU'RE    RUNNING    ON    FUMES 

IT    DOESN'T    GET    ANY    BETTER 


THAN    THIS. 


Call  1 -800-ONSTAR-7  or  visitonslar.com  for  system  limitations  and  details.  OnStar  is  a  registered  service  mark  of  OnStar  Corp.  ©2002  GM  Corp.  Buckle  up,  America!  ■   1-800-950-CHEV 


It's  hard  to  stop  when  you're  having  this  much  fun.  That's  why  Chevy"  Impala®  LS  comes  with  a  one-year]  j 
flfelStar      Safe    and    Sound    Package    standard.     Need    gas?    We'll    be    there.    You    get   everything    frorr 
AccidentAssist  and  Roadside  Assistance  to  GPS  Stolen-Vehicle  Tracking.  OnStar.  A  great  way  to  enhance 
a  great  Impala  drive,  chevy.com 
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ENTREPRENEURS 


Race  has  never  gotten  in  the  way  of  success  for  hotel  developer  Don  Peebles— until  now 

BY  TOMAS  KELLNER 


I 


TS  TWIN  ART  DECO  TOWERS  RISE  16 
stories,  glimmering  white  and  yellow 
against  a  blue  Florida  sky  and  the 
emerald  Atlantic  surf.  But  when 
Miami  Beach  residents  talk  about  the 


Royal  Palm  resort,  a  422-room  hotel  that 
was  slated  to  open  late  last  month,  they 
focus  on  a  different  color.  The  Royal  Palm 
is  known  as  "the  black  hotel." 

Miami  Beach,  as  everyone  knows,  is  a 
racially  strafed  city.  Segregated  until  the 


mid-1960s,  pocked  by  riots  in  the  1980s, 
boycotted  in  1990  by  would-be  African- 
American  tourists  because  it  spurned  Nel- 
son Mandela  (thanks  to  his  support  of 
Fidel  Castro  and  Yasser  Arafat),  Miami 
Beach  was  hard-pressed  to  make  amends. 
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They  needed  SOMEONE  LIKE 

ME  so  they  could  say,  look, 
things  are  better  down  here.'" 


So  in  1996  the  city  set  aside  a  one-acre 
strip  of  public  land,  the  site  of  a  historic 
1930s  hotel,  for  a  black  developer.  When 
R.  Donahue  Peebles  won  the  contract  in 
1996  for  the  $10  million  plot,  everyone 
assumed  he  was  getting  a  sweetheart  deal. 
Hardly.  Peebles  agreed  to  pay  $800,000 
in  annual  rent  and  buy  the  land  from  the 
city  by  2027 — equivalent  to  a  25-year  loan 
at  8%.  Doubly  galling  is  the  fact  that 
Miami  Beach  has  a  history  of  doling  out 
subsidies  to  nonminority  developers  like 
Jonathan  Tisch,  whose  Loews  resort  next 
door  to  the  Royal  Palm  received  a  $60  mil- 
lion land-and-cash  subsidy.  But  the  "black 
hotel"  label  stuck — "To  have  the  first 
African-American  hotel  in  the  country  is 
very  exciting  news  for  all  of  us,"  beams 
Miami  Beach  Mayor  David  Dermer — and 
it  drives  Peebles  crazy.  "It's  the  city's  mar- 
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keting  gimmick,"  he 
says.  "They  needed 
someone  like  me  so 
they  could  say,  'Look, 
things  are  better  down 
here — we  have  Don 
Peebles!' " 

At  42,  Peebles  is  the 
largest  black  hotel  de- 
veloper in  the  country. 
His  flagship  Peebles 
Atlantic  Development 
Co.  had  operating  in- 
come of  $23  million 
(earnings  before  de- 
preciation, interest  and 
taxes)  on  $33  million 
in  revenue  last  year. 
His  slew  of  companies, 
held  separately  for 
tax  purposes,  controls 
more  than  a  million 
square  feet  of  hotels 
and  offices  in  Wash- 
ington, D.C.  and 
Florida.  He  puts  his 
net  worth  at  $60  mil- 
lion. "I  don't  see  any 
limitations  on  myself 
or  my  company,"  he 
says.  But  he  still  wor- 
ries about  being  boxed 
in  by  the  label.  "What 
impact  is  it  going 
to  have  on  our  ability 
to  attract  business?" 

Growing  up  in  Washington,  D.C,  Pee- 
bles was  nurtured  by  politics — and  by  his 
mom,  who  owned  a  small  real  estate  busi- 
ness. In  his  teens  he  spent  afternoons 
working  as  a  page  on  Capitol  Hill.  After 
freshman  year  at  Rutgers  University  he 
took  a  leave  of  absence  to  join  his 
mother's  business,  never  returning  to 
school.  He  attached  himself  to  the  newly 
elected  mayor  of  the  city,  Marion  Barry, 
and  got  a  seat  on  the  real  estate  tax  ap- 
peals board.  "I  wanted  to  play  the  game, 
and  I  wanted  to  play  it  right,"  he  recalls. 
One  year  later  24-year-old  Peebles  was 
running  the  show,  reviewing  appeals  of 
tax  assessments  on  buildings  such  as  the 
Hinckley  Hilton  and  the  Mayflower  Hotel 
and  handing  back  $45  million  in  tax 
breaks  to  Washington  landlords.  The  job 


fetched  only  $15,000  a  year,  but  it  got-hhr 
access  to  the  inner  circle  of  real  estate 
power — and  a  lesson  in  how  to  conduc 
his  affairs.  "As  a  friend  says:  'To  get  some- 
thing done  in  D.C.  you  have  to  be  quiet 
like  a  rat  pissing  in  cotton,' "  Peebles  says 

Which  means,  among  other  things 
shifting  focus  as  opportunities  present 
themselves.  He  opened  his  own  real  estate 
tax  appeal  firm  and  counted  among  hi: 
clients  companies  controlled  by  billion 
aires  Robert  Bass  and  Richard  Rainwater 
"They  never  cared  what  color  I  was  as  long 
as  we  won  and  I  saved  them  money,"  he 
says.  But  he  was  lithe  enough  to  throw  his 
lot  elsewhere  when  clients  started  losing 
property  to  banks  during  the  1990-91 
recession.  Peebles  started  advising  the 
lenders  and  ultimately  bought  some  of  the 
repossessed  buildings,  using  as  little  as 
15%  of  his  own  cash  as  a  down  payment 
and  borrowing  the  rest  at  sometime.' 
favorable  rates  from  bankers  he'e 
befriended. 

One  cozy  deal  backfired  in  1995 
Barry,  newly  reelected  mayor  after  hi; 
release  from  a  six-month  prison  term  foi 
cocaine  possession,  had  to  move  700  cit) 
workers  dislocated  by  the  construction  o; 
the  then-MCI  Center.  Peebles  offered  a  15- 
year,  $48  million  lease  on  two  buildings 
which  would  have  netted  him  $20  million 
But  the  deal  was  leaked  to  the  media  anc 
Barry  backed  out  after  the  D.C.  financia 
board  accused  him  of  cronyism. 

Furious,  Peebles  took  his  family  or 
vacation  to  Miami  Beach  in  late  1995 
There  he  found  out  about  the  Roya 
Palm — a  dilapidated  1930s-era  hote 
owned  by  the  city — and  never  lookec 
back.  The  hotel  seemed  a  reasonable  wa) 
to  tap  a  potential  tourist  boom,  and  Pee- 
bles began  schmoozing  his  way  into  the 
power  elite,  meeting  lawyers,  bankers,  lob- 
byists and  a  would-be  governor  namec 
Jeb  Bush. 

At  the  same  time  he  placed  his  bet; 
carefully,  zeroing  in  on  site  control.  In  Jan- 
uary 1996  he  approached  the  owner  of  the 
Shorecrest  Hotel  (adjacent  to  the  Roya 
Palm)  after  he  learned  the  city  wanted  tc 
merge  the  two  sites.  Putting  down  onl) 
$600,000,  Peebles  locked  up  the 
Shorecrest's  plot  by  buying  a  45-yeai 
leasehold  for  $4  million.  "I  know  a  num 
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A  spectacular  residence. 
An  exceptional  lifestyle. 
The  Trump  World  Tower 
is  the  east  side's  newest 
landmark.  Every  home  offers 
rooms  of  extra-  ordinary  pro- 
portions, with  ten  to  sixteen 
foot  ceilings  and  spectacular  River  and  City 
views.  Designed  to  rival  the  world's  finest  five-star 
hotels,  amenities  and  services  include  a  private 
spa  and  health  club  with  a  60-foot  pool,  a 
world-class  restaurant,  on-premises  garage, 
around-the-clock  concierges,  doormen, 
security  and  extensive  service  staff. 
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Tuscany  -  ITALY 


LIVE  YOUR  DREAMS 

670  ACRES, 

PRIVATE  HUNTING/FISHING 

PRESERVE, 

9  FARMHOUSES, 

2  PRIVATE  CHAPELS,  1  LAKE 

•  The  land  where  Michelangelo  was  born 
and  where  Dante  Alighieri  wrote  part  of  his 
Divine  Comedy. 

•  Four  seasons  of  the  best  quality  of  life. 

•  Great  Value:  Rons,  from  La  Verna  Sanctuary 
where  Saint  Francis  received  the  stigmata, 
50mins.  from  Florence,  fa  30mins.  from  Siena, 
2h.  30mins.  from  Rome.  Golfing  at  "Casentino". 


www.  tramoggiano.  com 


private  negotiations  only 

NO  brokers  please 

tramoggiano2002@yahoo.com 


10  Reasons 

You  Should  Plant  Trees ...  Now! 

1  Trees  conserve  energy  in  the  summer,  and  save 
you  money. 

2  Trees  help  clean  the  air. 

3  Trees  bring  songbirds  close  by. 

4  Trees  around  your  home  can  increase  its  value. 

5  Trees  help  clean  our  rivers  and  streams. 

6  Trees  make  your  home  more  beautiful. 

7  Trees  conserve  energy  in  the  winter. 

8  Trees  fight  global  warming. 

9  Tree  planting  is  fun! 

10  It's  easy! 

^XT  hen  you  join  you'll  receive  10  flowering  trees-2 
™  Flowering  Dogwoods,  2  Flowering  Crabapples,  2 
Bradford  Rsars,  2  'Washington  Hawthorns,  and  2  American 
Redbuds,  or  other  trees  selected  for  your  area.  You'll  also 
receive  the  Foundation's  colorful  bimonthly.  Arbor  Day,  a 
membership  card,  and  Tlx  Tmr  Book  with  tree  planting 
and  care  information.  Your  six  to  twelve  inch  trees  are 
guaranteed  to  grow  or  they'll  be  replaced  free  of  charge. 
Trees  arc  shipped  when  conditions  are  right  for  planting  in 
your  area,  Febniary  through  May  in  the  spring  or  October 
through  mid-December  in  the  fall. 

To  receive  your  free  trees,  send  a  $10  membership 
contribution  to  10  Flowering  Trees,  The  National  AnSor 
Day  Foundation,  100  Arbor  Ave,,  Nebraska  Gty,  NE 
684 1 0,  or  join  online  at  arborday.org. 

Join  now,  and  plant  your  Tires  for  America! 

|  The  National 

'  Arbor  Day  Foundation' 

www.arborday.org 
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ber  of  people  who  were  bent  out  of  shape 
about  that,"  says  former  Miami  Beach 
Mayor  Neisen  Kasdin.  "But  it  helped  him 
to  secure  the  project." 

But  not  control  it.  Construction  didn'! 
begin  until  1998.  After  two  of  his  partner; 
dragged  their  feet,  Peebles  filed  suit  anc 
scrambled  for  new  backers.  (The  Miami-* 
based  Ocean  Bank  and  Union  Planten 
Bank  loaned  $40  million  at  1%  ovei 
prime.)  Worse,  the  Royal  Palm — a  seven-! 
story  historical  relic  that  Peebles  agreed  tcl 
restore — had  to  be  condemned;  the  origi-, 
nal  builder  had  availed  himself  of  free 
beach  sand  whose  salt  corroded  the 
I-beams.  That  bloated  the  cost  of  the  proj- 
ect from  $64  million  to  $80  million  anc 
delayed  completion  for  nearly  a  yeani 
(Although  he  took  control  of  the  con- 
struction site  on  an  as-is  basis,  Peebles 
blames  the  delay  on  the  city  and  wants  1 
to  pick  up  some  of  the  demolition  tab." 
Peebles  hopes  for  a  70%  occupancy  rate 
this  year — sufficient,  he  claims,  to  pull  is 
operating  income  of  $10  million  on  rev-j 
enues  of  $30  million. 

Not  enough  for  Peebles.  He  failed  tci 
get  his  hands  on  another  minority  set- 
aside:  a  property  in  Fort  Lauderdale 
zoned  for  a  500-room  convention  hotel! 
Peebles  had  teamed  up  with  the  Reverend 
Henry  Lyons,  the  former  president  of  th( 
National  Baptist  Convention  USA.  But  th< 
deal  cratered  after  the  minister  was  con- 
victed of  racketeering  and  grand  theftl 
Peebles  is  suing  Broward  County  for  $4.; 
million  worth  of  legal,  lobbying  and  archi- 
tect expenses. 

There  have  been  triumphs — if  sym- 
bolic and  tinged  with  vindictiveness.  Ir 
1996  Peebles  was  the  first  black  to  join  th( 
75-year-old  Bath  Club  in  Miami  Beach 
which  once  had  Herbert  Hoover  for  « 
member.  He  bought  it  two  years  later  fo) 
$  1 0  million,  planning  to  raze  part  of  it  anc 
build  a  $140  million  condominium  towe: 
and  private  villas.  When  then-Mayor  Kas 
din  opposed  rezoning  of  the  property  foi 
the  high-rise,  Peebles  spent  $50,000  of  hi; 
own  money,  launching  a  direct  mail  anc 
cable  TV  campaign  against  him,  and  raisec 
an  additional  $70,000  for  Kasdin's  politi 
cal  opponent.  Kasdin  won  reelection,  bu 
Peebles  got  his  new  zoning.  Says  he:  1 
couldn't  allow  him  to  bully  me."  f 
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The  cable  weighs  less  than  the  mouse. 


It  is  the  most  important  revolution  in  elevator  technology  in 
150  years.  It  is  great  news  for  the  mouse. 
The  core  of  the  Gen2™  elevator  system  from  Otis  is  an  elevator- 
lifting  belt  of  polyurethane  wrapped  around  thin  steel  cables. 
At  only  a  tenth  of  an  inch  thick,  it  is  a  dramatic  reduction  in 
size  over  old-fashioned  steel  cables.  And  at  only  one  ounce  per 
inch,  it  makes  the  mouse  look  positively  overweight. 
This  revolutionary  system  eliminates  the  need  for  machine 
rooms,  making  it  easier  to  modernize  equipment  or  provide 
more  rentable  space. 
Gen2  is  the  brainchild  of  Otis  and  the  United  Technologies 

www.utc.com    NYSE  utx 


Research  Center,  an  engine  of  ideas  for  the 
family  of  companies  throughout  United 
Technologies. 

So  you  will  find  the  same  revolutionary 
lightweight  metal  in  both  UTCFC's  fuel  cells 
and  the  heat  exchanger  of  a  Sikorsky 
helicopter.  And  the  same  ultraviolet  air 
purifying  system  employed  by  both  Carrier 
for  buildings  and  Hamilton  Sundstrand  for 
planes.  At  United  Technologies,  intelligence 
shared  is  intelligence  squared. 


United 
Technologies 


•OTIS      O      CARRIER      O      PRATT    S.    WHITNEY      O      SIKORSKY      O      HAMILTON    SUNDSTRAND      O      UTC    FUEL    CELLS      O      NEXT    THINGS    F 


BY  MONTE  BURKE 

FOR  MANY  OF  HIS  22  YEARS  AT  PITNEY 
Bowes,  including  5  as  its  president, 
Marc  Breslawsky  dreamed  of  run- 
ning the  $4  billion  (sales)  mailing  sys- 
tems giant.  Instead,  he  ended  up  running 
its  ugly  stepchild — its  distributor  of  fac- 
simile machines  and  copiers.  While  the 


business  accounted  for  12%  of  2001  rev- 
enues, it  contributed  just  0.7%  to  the 
bottom  line.  Pitney  Bowes  was  all  too 
happy  to  divest  the  operation  in  Decem- 
ber in  a  spinoff  to  shareholders.  Bres- 
lawsky was  installed  as  chief  executive  of 
the  newly  dubbed  Imagistics  Interna- 
tional. His  consolation  prize  was  700,000 


shares,  two-thirds  of  them  options 
worth  $9  million. 

It's  hard  to  imagine  that  a  wholesal- 
ing operation  like  this  will  ever  be  won- 
derfully profitable,  but  Breslawsky  puts  < 
nice  face  on  his  job.  To  hear  him  talk 
he's  been  charged  with  bringing  up  i 
wunderkind.    "Imagistics    can    grow 
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IF  WE  DIDN'T  GIVE  YOU 

A  BED  THIS  COMFORTABLE, 


HOW  WOULD  WE  SLEEP  AT  NIGHT? 


ict  oi  vour  room. 


Four  Seasons 

To  ensure  vour  complete  and  total  comfort,  we  consider  eve'i  _ 
I- Htm  the  bed  —  custom-designed  to  our  own  exceptional  standards  —  to  the  hundreds 
of  details  that  ullimulelv  transform  your  room  into  a  truly  restful  environment, 
from  Chicago  to  Paris,  we  await  \ou  with  the  perfect  sanctuary.  Consult  your 
travel  r-ounselor,  \  isi  t  \\  u  u  .fou  rseasons.com  or.  in   the  L.S.,  call   1-800-332-3442* 

F 1 1  i  ^   1 1  o  t  i:  L  s .  T  k  i:  n  t.  y  -  T  w  o  C  o  i  n  i  u  1 1 :  s .  One  P  h  i  l  o  s  o  p  h  y. 


t/u.ci  i)  \nd  numbered. 
Just  likeai 

JfJERED  SPECIES. 

numbered  bottle 
contains  a  i.irc  blci     of  a  select  tfrouP 
>i  our  finest  whis;^         uul  with  evers 
sip,  it  becomes  ri         mcli  rarer. 

<S.  V  v(      knu'A ' ' 


Drink  responsibly.  (Kill  ycu  Um>«  (Iimi.) 
I^IIIHI  <  Ihivjis  Kciiiil  IS  Y«ii  i  »ld  Woilfiwuk  I'.kikkJ  So 
Whisky  Mr.,  Ak-oh.-l  In  W.I 

import  I  In  .  \c\\  York.  NY.  Wvnv.dm:ivi'oin 


ENTREPRENEURS 


rapidly  because  there's  risk — risk  that 
I'm  willing  to  take,"  he  says.  What  he 
means  is  that  at  age  59,  he's  got  one  last 
chance  to  leave  his  mark.  "There's  a  lot 
of  personal  pride  in  this,"  he  adds.  "This 
will  be  the  last  job  in  my  career." 

As  it  did  when  it  was  part  of  Pitney 
Bowes,  Imagistics  reviews  80  products  a 
year  from  manufacturers  like  Panasonic 
and  Minolta,  winnowing  the  list  down  to 
10.  Those  10  undergo  rigorous  perfor- 
mance testing  at  the  Trumbull,  Conn, 
headquarters  by  white-coated  lab  techni- 
cians who  run  millions  of  pieces  of  paper 
through  the  equipment,  spill  coffee  into 
copiers  and  jam  paper 
clips  into  fax  machines. 
If  the  devices  survive, 
they're  sent  back  to  the 
manufacturers  for  minor 
modifications  before  the 
"Imagistics"  name  is 
slapped  on. 

Breslawsky  took 
most  of  his  sales  force 
with  him — about  one- 
third  of  his  3,500  em- 
ployees— but  was  deter- 
mined to  change  the  way 
they  operate.  Pitney  used 
to  run  separate  sales 
staffs  for  fax  machines 
and  copiers.  Breslawsky 
has  merged  them,  in 
something  of  a  Trojan 
horse  strategy.  Imagis- 
tics, say  analysts,  already 
sells  its  faxes  to  70%  of 
the  nation's  largest  500 
companies — including  IBM,  Verizon  and 
Citigroup.  Despite  the  industry's  decline 
(e-mails  are  replacing  faxes),  fax  sales, 
along  with  rentals  and  supplies,  provide 
70%  of  Imagistics'  gross  profits. 

Breslawsky  wants  to  use  those  cus- 
tomer relationships  to  sell  copiers,  where 
Imagistics  has  a  scant  4%  of  the  $15  bil- 
lion-a-year  market.  A  company  that 
spends  $5  million  on  a  fax  contract  will 
spend  nine  times  that  on  copiers.  "We 
could  double  our  market  share,  and 
Xerox  wouldn't  feel  a  thing,"  he  says. 

Not  so  easy.  "If  our  salesmen  are  A 
students  in  faxes,  they're  C  students  in 
copiers,"  says  Breslawsky.  "Hopefully  by 
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Low  on  Toner 

Price-cutting  has  been 
ruinous  for  an  already  flat 
copier  business.  One  bright 
spot:  the  growth  in  digital 
machines— 19%  a  year. 

Total 
number  of  analog  and 
digital  copiers  sold  in  the 
U.S.  in  2001. 


^A  Sales  of 

copiers,  excluding 
supplies  and  service, 
in  2001. 

The  share  of  digital 
copiers  sold  in  2001,  up 
from  57%  in  2000 

Source:  Gartner  Dataquest. 


next  year,  that  will  be  up  to  Bs."  How; 
Through  twice-a-week  training  when 
salesfolk  brush  up  on  generating  leads 
closing  deals  and  mastering  the  intrica 
cies  of  the  machines — their  own  ant 
those  of  competitors.  They're  also  learn- 
ing the  subtleties  of  trying  to  push 
rentals  over  outright  sales.  In  addition  to 
providing  a  steadier  revenue  stream 
rented  equipment  seems  more  affordable 
to  cash-strapped  customers,  and  pro 
vides  a  higher  gross  margin  (61%  versu; 
36%).  Breslawsky's  goal  is  to  increase  tht 
rental  business  from  37%  of  revenues  tr. 
50%  by  2005. 

To  get  there,  he  ha 
revamped  compensa 
tion.  Under  Pitney 
salespeople's  pay  wa: 
based  on  revenues.  Nov 
the  focus  is  on  gros. 
profits  from  sales  anc 
rentals — amounting  t<i 
$217,000  per  sales  rep. 

There  are  sorni 
economies  of  scale  ii 
equipment  wholesaling 
Imagistics'  new  $40  mil 
lion  order  system,  usinj 
software  from  Oracle 
consolidates  orders 
delivery  and  billing 
reducing  paperwork. 

But  no  amount  o 
revamping  changes  th< 
intensely  competitiv 
nature  of  the  copie 
business.  Veteran  manu 
facturers  like  Xerox  ant 
Canon  have  recognizable  names,  hug 
sales  forces  and  42%  of  the  market — anc 
are  in  better  shape  today  than  they  hav 
been  in  three  years.  They  also  have  a  le, 
up  on  digital  copiers;  the  relatively  greei 
staff  at  Imagistics  has  little  experienc 
dealing  with  digital  equipment  or  witl 
the  data  processing  departments  o 
potential  customers. 

In  the  quarter  ended  Dec.  31,  200 
Imagistics  lost  $200,000  on  sales  of  $15 
million.  "I'd  like  to  build  the  most  pow 
erful  distribution  company  for  offic 
equipment  in  the  nation,"  says  Bres 
lawsky.  Seems  he  has  a  lot  of  wor 
to  do.  I 
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What  does  product 

development 
mean  to 

EMC? 


"Driving  product  innovations 

like  a  startup,  getting  them  to  market 

like  a  global  leader." 

-Dave  Ellard,  Senior  Vice  President  and  CIO 
EMC  Corporation 

As  manufacturers  look  for  new  ways  to  stay  ahead,  more  and  more  are  returning  to  what  really  sets  them  apart— 
their  products.  That's  why  visionary  ClOs  like  Dave  Ellard  have  put  themselves  on  the  product  development  team.  PTC 
collaborative  product  development  solutions  have  allowed  EMC  to  cut  weeks  out  of  core  processes  and  deliver  the  next 
generation  of  storage  solutions  faster.  "Ultimately,  what  PTC  has  helped  us  do  is  make  our  entire  company  more  scalable," 
says  Ellard,  "so  we  extend  our  leadership."  For  more,  download  our  case  study  on  EMC  at  www.ptc.com/go/emc. 


Product  development  means  business." 


$> 


PTC 

Shaping  Innovation 


«2002  Parametric  Technology  Corporation.  PIC  and  its  logo,  Shaping  Innovation,  Create  Collaborate  and  Control,  ProductFirst,  and  Product 
Development  Means  Business  are  trademarks  or  registered  trademarks  of  Parametric  Technology  Corporation  or  its  subsidiaries  in  the  United 
States  and  in  other  countries.  EMC  is  a  registered  trademark  of  EMC  Corporation. 


We  didn't  become  a  global  energy  leader  by  wearing  blinders. 
We  see  the  forest.  But  we  also  see  the  trees. 

The  details.  The  subtleties  of  new  energy  markets. 
The  opportunities  overlooked  by  others. 

It  is  this  intimacy  with  detail,  and  the  ability  to  step  back  and  see  beyond, 
which  give  us  perspective.  And  power. 
At  Duke  Energy,  we're  generating  a  new  source  of  energy. 
It's  called  vision.  Innovation.  Foresight.  It's  the  power  of  what  can  be. 

But,  more  importantly,  it's  the  ability  to  deliver  what  will  be. 


Duke 
Energy 

we  generate  what's  next" 


What  can  Duke  Energy  generate  for  you?  Visit  us  at  www.duke-energy.com  or  1-800-use-duke. 


MONEY  &  INVESTING 


ipvMr.  Go-Go. 

Repents 


Former  Janus  growth-stock 
star  Tom  Marsico  now 
looks  for  value. 


BY  MARK  TATGE 

THE  RELIGION  OF  JANUS 
Funds  is  growth,  growth, 
growth,  and  star  manager 
Thomas  F.  Marsico  was  one 
of  its  most  famous  acolytes. 
After  quitting  in  1997  he  made  a  for- 
tune with  his  own  firm,  picking  fever- 
ish growth  stocks. 

You'd  never  guess  what  his  credo  is 
today:  something  that  resembles  value 
investing.  Among  his  value-like  growth 
favorites  are  home  builder  Lennar,  trad- 
ing at  9  times  trailing  earnings,  and  au- 
tomaker BMW,  at  16  times.  He  invokes 
theories  about  a  stock's  "intrinsic  value." 
And  he  has  bailed  out  of  most  tech 
stocks.  "We  are  a  lot  more  defensive  than 
we  were  three  years  ago,"  says  Marsico, 
now  46,  as  he  looks  out  over  the  snow- 
capped Rockies  from  his  13th-floor  of- 
fice in  downtown  Denver. 

As  skipper  of  Janus  Twenty  for 
almost  ten  years,  until  1997,  Marsico 
vaulted  into  the  mutual  fund  pan- 
theon by  posting  a  22.5%  average 
annual  return,  outpacing  the  S&P  500 
by  4.7  percentage  points.  Morningstar 
named  him  Manager  of  the  Year  in 
1989.  After  jumping  from  Janus  (fol- 
lowing a  management  disagreement 
with  Janus  founder  Thomas  Bailey), 
he  set  up  his  own  operation  and  con- 
tinued the  go-go  style.  His  most  popu- 
lar fund — there  are  now  four — Mar- 
sico Focus,  replicated  Janus  Twenty  in 
its  devotion  to  growth  and  its  willing- 
ness to  concentrate  its  bets.  The  port- 
folio holds  anywhere  from  20  to  30 
stocks;  it  currently  stands  at  28. 
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And  that  worked  well  as  the  bull  mar- 
ket thundered  on.  Marsico  Focus  racked  up 
a  return  of  51%  in  1998  and  55%  in  1999 
on  the  backs  of  high-multiple  Internet  in- 
frastructure/telecom companies — namely 
Cisco,  Sun  Microsystems  and  Qualcomm. 
But  what  made  Marsico  really  wealthy  was 
the  sale  of  his  management  firm  to  Bank 
of  America  in  two  pieces,  in  1999  and  2000, 
for  a  combined  $1.1  billion.  And  then  tech 
melted  down.  Marsico  Focus  dropped  18% 
in  2000  and  21%  in  2001. 

Last  year,  though,  he  ditched  tech.  Un- 
like fellow  growth  types  who  have  been 
praying  for  a  tech  rebound,  he  be- 
came a  skeptic.  He  saw  too  much 
capacity,  deteriorating  pricing  and 
continued  capital  budget  cuts.  He 
thinks  tech  will  take  at  least  12 
months,  and  likely  a  lot  longer,  to 
bounce  back.  So  he  shucked 
Corning,  Genentech,  EMC  and 
their  ilk.  Where  once  tech  made 
up  35%  of  his  holdings,  it's  now 
5%,  dominated  by  Microsoft  and 
Siebel  Systems. 

For  someone  used  to  winning, 
the  bad  results  were  disappoint- 
ing. "I'm  not  proud  of  falling  to 
the  third  quartile,"  he  says  of  his 
2000  results. 

But  Marsico  didn't  fall  as  hard 
as  some.  His  successor  at  tech-heavy  Janus 
Twenty,  Scott  Schoelzel,  bested  Marsico  in 
the  1998-99  boom  years,  posting  gains  of 
73%  and  65%,  respectively,  before  losing 
more  than  Marsico  did  the  next  two  years 
(32%  in  2000  and  29%  in  2001 ).  Over  the 
past  four  years  Marsico  Focus  has  posted 
an  average  annual  return  of  11.7%  com- 
pared with  6.6%  for  Janus  Twenty,  while 
the  S&P  500  returned  5.5%,  according  to 
Morningstar. 

Some  things  don't  change  about  Mar- 
sico. He  likes  to  move  in  and  out  of  stocks. 
During  his  Janus  Twenty  tenure,  he  regu- 
larly had  turnover  exceeding  100%,  and  he 
has  continued  that  habit  at  Marsico  Focus. 
Ordinarily  high  turnover  would  indicate 
such  funds  are  best  held  in  a  tax-sheltered 
account.  Morningstar  lists  Marsico  Focus' 
aftertax  three-year  return  (-0.78%)  as 
being  in  the  top  20%  of  growth  hinds,  but 
its  tax  efficiency  is  impossible  to  calculate 
because  of  recent  losses.  Focus  is  the  more 


expensive  to  own,  charging  $1.30  for  every 
$100  of  assets,  versus  84  cents  for  Janus 
Twenty.  Marsico  attributes  the  difference 
to  size — with  $1 .4  billion,  Focus  has  a  tenth 
the  assets  of  Janus  Twenty's  $14  billion — 
and  says  that  his  expense  ratio  will  fall  as  his 
fund  grows. 

Jumping  in  and  out  of  stocks 
increases  transaction  costs.  Can  you  earn 
them  back?  Sometimes.  Marsico  has  had 
mixed  results  riding  big  stocks.  Take  chip- 
maker  Qualcomm.  He  bought  in  at  $19 
to  $20  a  share  in  April  1999  and  sold  out 
seven  months  later,  bagging  $320  million. 


Tech?  What  Tech? 


In  contrast  to  his  Janus  Twenty  days,  Marsico  shies  away 
from  aggressive  growth  names.  Here  are  some  of  his  picks 

PRICE 


Company/business 

recent 

52-week 
high 

P/E 

BMW/auto 

$40.54 

$41.00 

16 

Johnson  &  Johnson/drugs 

65.10 

65.10 

36 

Lennar/home  building 

53.30 

60.00 

9 

Lockheed  Martin/defense 

57.93 

59.00 

NM 

Siebel  Systems/software 

35.11 

56.00 

72 

Southwest  Airlines/airline 

19.67 

22.00 

31 

Tenet  Healthcare/health  care 

62.20 

66.00 

27 

USA  Education/student  loans 

95.00 

97.65 

42 

Prices  as  of  Mar.  18.  NM:  Not  meaningful. 

Source:  Market  Guide  via  FactSet  Research  Systems. 


UAL  is  a  little  different  story.  He  knew  the 
United  Airlines'  parent  well,  having  made 
big  money  on  it  at  Janus  Twenty.  He  was 
attracted  to  UAL  again  in  June  1998  after 
seeing  United's  steady  market-share 
gains.  He  bought  the  stock  at  around  $75. 
It  jumped  to  $91,  but  fell  back  as  United's 
unions  demanded  pay  hikes.  Marsico 
dumped  UAL,  taking  a  $30  million  loss. 

Marsico  stays  wedded  to  certain  old 
favorites  like  Fannie  Mae  and  Citigroup, 
but  everything  else  is  expendable.  After 
holding  General  Electric  for  a  long  time, 
he  exited  last  year  on  suspicion  that  its 
power  systems  business,  a  fourth  of  its 
operating  profits,  had  peaked.  Making 
matters  worse,  GE's  bid  for  Honeywell 
failed  and  questions  arose  regarding  the 
transparency  of  GE  Capital's  earnings. 

Nowadays  Marsico  has  developed  an 
appetite  for  consumer  stocks,  plowing 
money  into  time-tested  names  like  Tiffany, 
Porsche,  General  Motors  and   Home 


Depot.  Hasn't  anybody  told  Marsico  we're! 
in  a  recession?  "We  think  people  are  going 
to  continue  to  invest  in  their  homes  and| 
things  that  have  intrinsic  value,"  says  Mar- 
sico, pointing  to  the  record  5.25  million 
existing  homes  sold  last  year.  Makes  sense. 
If  it's  no  fun  anymore  to  day  trade  Qual- 
comm, maybe  people  will  sink  their  capital 
into  a  finished  basement. 

Marsico  loves  stocks  benefiting  from 
what  he  calls  "life-cycle  changes" — such  as 
corporate  spinoffs,  mergers,  regulatory 
decisions  or  demographic  shifts.  Topping 
Marsico's  list  is  Tenet  Healthcare,  operator 
of  116  acute-care  hospitals,  well- 
positioned  to  serve  aging  baby 
boomers. 

Another  area  that  has  caught 
Marsico's  attention  is  defense 
spending.  He  started  buying  Gen- 
eral Dynamics  and  Lockheed  Mar^ 
tin  long  before  the  Sept.  1 1  terrorist 
attacks.  Why?  He  found  out  that  the 
operations  and  maintenance  por-; 
tion  of  the  U.S.  defense  budget 
($126  billion  in  2002)  was  growing 
17%  annually,  while  new  weapons ; 
procurement  ($62  billion)  was  de- 
clining 1%.  He  concluded  that 
means  old  weapons  were  wearing 
out  and  soon  must  be  replaced. 
The  intense  Marsico  has  a  zest- 
for  competition,  something  he  learned 
playing  Monopoly,  Risk  and  Strat-O- 
Matic  Baseball  as  a  kid:  "They  taught  me 
about  strategy  and  risk."  He  graduated 
from  the  University  of  Colorado  and  latei 
moved  to  New  York  to  work  for  Fred 
Alger,  the  famed  go-go  stock  picker  of  the 
1960s,  then  returned  to  the  West  three 
years  later,  joining  Janus  in  1986  as  ar 
analyst.  Within  three  months  he  was 
managing  money.  He  worked  alongside 
another  Janus  star,  James  Craig.  In  1988 
Marsico  took  over  Janus  Twenty. 

Apart  from  Focus,  Marsico  ha; 
Growth,  21st  Century  and  Internationa 
Opportunities;  the  four  funds  have  a  com- 
bined $2  billion  in  assets  (he  also  handle; 
another  $  1 1  billion  for  private  account; 
and  institutional  and  other  retail  clients) 
Marsico's  penchant  for  value-orientec 
growth  stocks  has  shown  up  in  his  foreigr 
picks,  which  include  Nissan  Motor 
Ryanair  and  Samsung  Electronics.  F 
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-fhe  newbottom  /,- 


Business  as  usual?  Never  heard 
of  it.   Now  it's  turn  on  a  dime.  Get  it 
to  market  today  because  tomorrow 
is  too  late. 

At  CIT,  we've  helped  thousands 
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Make  Money  In  Biotech 

The  ImClone  debacle  showsthat  investors  forget  itis  a  dangerous  sector.  Here  are  a  few  survival  rule; 

BY  ROBERT  LANGRETH  AND  ZINA  MOUKHEIBER 


INVESTORS  WERE   STUNNED   IN   DECEMBER  WHEN 
regulators  refused  to  consider  approving  ImClone  Systems'  ^A 
much-touted  colon  cancer  drug  Erbitux.  In  six  weeks  Im 
Clone's  stock  plummeted  from  $55  to  $14,  before 
staging  a  bit  of  a  rebound  to  a  current  $27. 

No  surprise  there.  Biotech  has  always  been  a  gam- 
bler's game,  where  only  one  in  five  drugs  that  enter 
human  trials  reaches  the  market.  Last  year  two- 
thirds  of  48  experimental  biotech  drugs  in  late- 
stage  testing  experienced  major  setbacks,  ac 
cording  to  biotech  research  firm  Mehta 
Partners. 

Why  bother  with  this  ultrarisky 
sector  and  its  jolting  swings  in  stock 
price?  Because  you  just  might  hit  a 
jackpot.  If  you  had  bought  Amgen  shares 
when  they  were  first  offered  in  1983,  you 
would  now  be  sitting  on  a  182-fold  gain. 

We  can't  predict  the  next  Amgen,  but 
we  can  help  you  improve  your  odds  a  bit. 
The  chart  on  page  250  lists  six  companies 
undergoing  late-stage  trials,  three  of  them,  we  esti- 
mate, worthy  of  the  risk.  On  the  iffy  side,  for 
instance,  Xoma's  and  Genentech's  psoriasis  drug, 
Xanelim,  must  be  injected  weekly  to  be  effective — 
and  long-term  use  could  produce  unwanted  side 
effects.  On  the  more  positive  side,  consider  Regen- 
eron  Pharmaceuticals,  whose  Axokine  obesity  fighter 
aims  to  let  people  keep  weight  off  even  after  they've 
quit  using  it. 

You  can't  judge  a  small  biotech  firm  by  its  earn- 
ings— there  won't  be  any.  Here  are  other  ways  to  discriminate. 
AVOID  MEDIA  DARLINGS 

If  a  tiny  biotech  firm's  experimental  drug  is  already  on  the  front 
page  of  every  newspaper,  stay  away;  investor  expectations  will 
exceed  reality.  Remember  the  media  frenzy  over  Endostatin  and 
Angiostatin,  the  drugs  from  EntreMed  that  "cured"  cancer  in 
mice  by  starving  tumors  of  their  blood  supply?  At  the  height  of 
the  mania  in  1998,  EntreMed  shares  quadrupled  to  $52.  While 
today  EntreMed  is  testing  both  drugs  in  early-stage  human  trials, 
the  hope  for  a  miracle  cure  has  faded,  and  its  shares  trade  at 
By  contrast,  Adolor's  experimental  drug  Alvimopan  helps 
patients  get  out  of  the  hospital  faster  after  abdominal  surgery  by 
restoring  bowel  function.  Trial  results  showed  up  without  a 
splash  in  the  New  England  Journal  of  Medicine,  not  the  New  York 
Times.  Perhaps  because  of  its  obscurity,  Adolor  is  valued  on  Wall 
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BE  PREPARED  FOR  MOTIVATED  EMPLOYEES.  Because  at  The  Principal®,  we  provide  growing 
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Street  at  only  $400  million,  equal  to  a  plausible  annual  sales  vol- 
ume if  the  drug  wins  Food  &  Drug  Administration  approval. 
INVEST  IN  PEOPLE,  NOT  JUST  IN  TECHNOLOGY 

In  the  mid-1990s  high-speed  automated  chemistry  was  all  the 
rage.  These  days  the  buzzword  is  proteomics,  the  mass-scale 
study  of  the  body's  one  million  proteins. 

Don't  be  dazzled.  These  new  technologies  are  merely  tools 
to  aid  drug  development.  None  will  produce  a  drug  without  tal- 
ented scientists  to  interpret  the  flood  of  new  genetic  data  and 
seasoned  executives  who  can  convert  it  into  products.  "People 
think  they're  investing  in  the  technology,  but  what  they're  really 
investing  in  is  the  management  and  the  scientists,"  says  Joseph 
Zammit-Lucia  of  Cambridge  Pharma  Consultancy. 

Celera  Genomics  captured  worldwide  acclaim  by  decipher- 
ing the  human  genetic  blueprint  two  years  ago.  However, 
founder  and  technology  whiz  Craig  Venter  had  little  drug  devel- 
opment experience  and  recently  stepped  down.  Celera  shares 
have  dropped  from  $247  in  early  2000  to  $22,  as  Celera  tries  to 
reinvent  itself. 

Regeneron  Pharmaceuticals  is  a  better  bet.  The  company  got 
a  bad  rap  for  its  failed  attempt  to  treat  Lou  Gehrig's  disease,  but 
research  chief  George  Yancopoulos  is  a  bona-fide  drug-discov- 
ery star  who  has  been  at  Regeneron  for  a  decade.  He  might 
finally  get  his  big  payoff  with  the  obesity  drug,  says  Jonas  Alsenas 
of  ING  Furman  Selz  Asset  Management. 
PREFER  THE  TORTOISE  TO  THE  HARE 

While  investors  want  results  fast,  drugs  have  to  slog  through 
seven  or  more  years  of  clinical  testing  to  prove  they  are  safe  and 
effective.  "We  have  pressure  from  investors  to  rush  and  meet 
timetables,"  says  Joseph  Rubinfeld,  who  heads  biotech  firm 
SuperGen.  That's  why  ImClone's  strategy  on  Erbitux  backfired: 
It  sought  FDA  approval  based  on  a  study  of  only  120  patients 


Worth  a  Look 

These  companies  have  promising  drugs  in  late- 
stage  testing,  and  reasonable  valuations. 
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Not  So  Fast 

These  firms  are  laboring  in  especially  risky 
areas,  or  face  fierce  competition. 

EMISPHERE  TECHNOLOGIES  $17*  ORAL  HEPARIN 


Restores  bowel  functions  in  abdominal  surgery  patients. 
PROTEIN  DESIGN  LABS  $18  •  MULTIPLE  DRUGS 


Hard  for  blood  thinner  to  beat  Aventis'  injectable  Lovenox. 
GENTA  $18  •  GENASEN: 


Mixed  results  for  cancer  mcds,  but  firm  has  key  technology. 
REGENERON  PHARMACEUTICALS  $25  •  AX0KINE 
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Obesity  drug  aims  to 


Pioneering  cancer  approach,  bur  trials  are  small  and  risky. 
X0MA  $9  •  XANEUM 
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with  no  control  group.  Now  Erbitux's  approval  will  be  delayed 
for  at  least  a  year. 

In  contrast,  OSI  Pharmaceuticals,  Roche  Holding  and 
Genentech  are  in  late-stage  trials  testing  their  lung  cancer  drug 
Tarceva,  which  attacks  the  same  cancer-promoting  protein  that 
Erbitux  does.  They're  comparing  it  to  standard  chemotherapy 
in  2,000  patients.  This  should  yield  a  more  definitive  verdict, 
making  the  FDA's  job  easier. 
LOOK  FOR  TRAILBLAZERS 

Biotech  public  offerings  go  in  cycles  as  new  technologies  and  drug- 
finding  approaches  emerge.  The  strongest  companies  tend  to  go 
public  early  in  a  cycle,  when  investors  are  still  skeptical  of  a  new 
technology,  says  portfolio  manager  Alsenas.  Later  in  the  cycle  all 
sorts  of  me-too  companies  with  few  original  ideas  climb  on  board. 
DNA  chips  exploded  on  the  scene  in  the  early  1990s  with 
Affymetrix  at  the  forefront.  The  technology  provides  clues  on  the 
role  genes  play  in  diseases.  The  potential  billion-dollar  market 
eventually  lured  a  slew  of  companies,  including  Incyte,  Hyseq, 
Agilent  and  Corning.  Affymetrix  still  owns  75%  of  the  market.  At 
$1.6  billion  it  sports  a  valuation  that  is  13  times  Hyseq's. 

Human  Genome  Sciences  was  among  the  first  to  compile  a 
genomics  database  in  the  early  1990s  to  aid  the  drug-finding 
process.  It  has  parlayed  its  early-mover  advantage  into  a  portfo- 
lio of  seven  drugs  in  human  trials,  including  medicines  for  can- 
cer and  lupus.  While  its  shares  are  still  too  pricey,  it  has  a  good 
shot  at  making  gene-based  drugs  a  therapeutic  reality. 
BUY  ON  THE  REBOUND 

Even  the  best-managed  biotech  firms  have  drugs  that  suffer  set- 
backs. When  this  happens,  investors  often  oversell.  Look  for 
rebound  candidates. 

Protein  Design  Labs,  for  example,  has  key  patents  in  the 
field  of  monoclonal  antibodies,  which  home  in  on  key  disease 
proteins.  It  has  licensed  its  tech- 
nology to  Genentech,  Medlm- 
mune  and  Wyeth,  providing  the 
company  with  a  steady  stream  of 
royalties  ($44  million  in  2001 — 
56%  of  total  revenue).  It  has  six  of 
its  own  drugs  in  the  pipeline  and 
$650  million  in  cash. 

But  recently  Protein  Design 
was  hit  with  a  string  of  bad  news: 
disappointing  results  on  two  can- 
cer drugs  undergoing  trials,  failure 
of  its  psoriasis  drug  Zenapax  and 
management's  announcement  that 
2002  revenues  will  decrease  15% 
because  of  lower  interest  income 
on  its  cash  and  investment  portfo- 
lio. As  a  result,  within  three 
months  its  stock  fell  47%  to  $18, 
bringing  the  market  value  down  to 
$1.6  billion.  So  Sushant  Kumar  of 
Mehta  Partners  calls  this  a  good 
time  to  buy.  F 
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Victory 

Capital  Management 


At  Victory  Capital  Management,  we  believe  changes,  fluctuations,  even 
devaluations  bring  opportunity.  We  approach  this  market  with  patience.  We 
seek  long-term  returns  for  each  investment  and  each  investor.  We  plan  carefully 
based  on  discipline  and  in-depth  research.  Even  in  unpredictable  markets,  we 
manage  risk  responsibly.  All  to  achieve  remarkable  returns. 

Call  Victory  Capital  Management  today.  1-877-660-4400. 


Investment  Management 


lutual  Funds  •  Securities  Lending 

Victory  Capital  Management  Inc.  is  a  member  of  the  Key  financial  network. 


IN  JULY  2001  THE  SHORT  INTEREST  IN  ENRON'S  STOCK  JUMPED 
30%.  That  same  month  short  interest  in  Lockheed  Martin 
rose  an  even  steeper  55%.  Enron  is  history.  Lockheed?  Its  stock 
is  up  more  than  50%. 

Numerous  studies  have  shown  that,  on  average,  stocks  with 
high  or  rising  levels  of  short  sales  underperform  the  market.  In 
fact,  stocks  with  high  short  interest  continue  to  underperform 
for  two  to  three  years  after  they're  no  longer  heavily  shorted.  But 
as  Lockheed's  stock  shows,  there  are  plenty  of  exceptions. 

Investors  who  want  to  play  it  safe  can  simply  avoid  buying 
stocks  with  high  short  interest.  The  stock  exchanges  report  short 
interest  in  each  of  their  traded  stocks  toward  the  end  of  the 
month;  the  numbers  are  current  as  of  the  15th  of  that  month. 
You  can  get  the  data  online  at  forbes.com. 

But  what  if  the  short  interest  in  a  stock  you  already  own  is 
rising?  Sell  in  knee-jerk  fashion  and  you  may  incur  needless 
transaction  costs  and  taxes.  A  smarter  approach  is  to  learn  to 
read  the  short  signals.  Here's  how: 
RULE  OUT  ARBITRAGE 

When  you  borrow  shares  and  sell  them,  you  have  shorted  the 
stock.  There  are  two  reasons  you  might  do  this:  You  think  the 


stock  will  crash,  or  you  are  cooking  up  an  arbitrage.  The  former 
is  a  sign  of  pessimism.  The  latter  is  not. 

If  other  investors  have  sold  a  stock  short  because  they  think 
it's  overpriced,  then  you  ought  to  be  leery,  too,  says  University  of 
Michigan  accounting  professor  Richard  Sloan,  who  studies  short 
interest.  Most  short-sellers  are  well-informed  investors  who 
wouldn't  bear  the  costs  and  risks  of  shorting  a  stock  unless  they 
expected  a  sizable  price  drop.  It  is  the  very  difficulty  and  expense 
of  short-selling  that  makes  it  worth  watching.  (One  cost,  for 
small-time  short-sellers:  They  get  cheated  out  of  the  interest 
earned  on  the  proceeds  of  the  short  sale.)  But  nowadays  some- 
what more  than  half  of  short-selling  is  done  for  arbitrage.  This  I 
sort  of  shorting  isn't  a  reason  to  flee  a  stock. 

Some  arbitrage  is  merger  related.  When  an  acquirer  offers  a  I 
premium,  the  low-risk  way  to  bet  that  the  merger  will  take  place 
is  to  buy  the  target  and  short  the  buyer.  If  the  deal  goes  through, 
the  arb  has  locked  in  a  profit  even  if  both  stocks  have  sunk  in 
the  meantime.  EchoStar  Communications,  for  example,  saw 
short  interest  rise  in  November  after  announcing  plans  to 
acquire  Hughes  Electronics.  That  increase  was  normal  and| 
shouldn't  alarm  shareholders,  Sloan  says. 
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Congratulations  to  this  year's  ENERGY  STAR®  Award  winners  for  their  leadership 
in  energy  efficiency  and  protecting  our  environment  for  future  generations. 


F'den  Realty.  Inc. 
s  Wholesale  Club.  Inc. 
Canon  U.S.A.,  Inc. 
Champion  Enterprises,  Inc. 
DR.  Wastchak.  L.L.C. 
Ence  Homes 
:ood  Lion,  L.L.C. 
jE  Lighting 

General  Motors  Corporation 
jood  Earth  Lighting,  Inc. 


Hunter  Fan  Company 


Jefferson  County  Public 
Schools  (Colorado) 

Lowe's  Home  Improvement 

Maytag  Corporation 

Midwest  Energy  Efficiency 
Alliance 

New  Jersey  Energy  Star  Homes 

New  York  State  Energy  Research 
and  Development  Authority 

Northwest  Energy  Efficiency 
Alliance 

OSRAM  SYLVANIA 


Participating  Partners  of  the 
Northeast  Energy  Efficiency 
Partnership 


Philips  Lighting  Company 

Reliant  Energy  HL&P 

Royal  Vendors,  Inc. 

Sacramento  Municipal  Utility 
District 

Sears,  Roebuck  &  Co. 

Servidyne  Systems,  L.L.C. 

Society  of  Industrial  and 
Office  Realtors® 


Starwood  Hotels  &  Resorts 
Worldwide,  Inc. 

VELUX  America  Inc. 

Verizon  Communications  Inc. 

Vermont  Energy  Investment 
Corporation 

Whirlpool  Corporation 

Wisconsin  Energy 
Conservation  Corporation 


For  information  on  how  you  can 
participate  in  the  ENERGY  STAR  program, 
visit  us  at  www.energystar.gov  or  call 
1-888-STAR-YES  (1-888-782-7937). 


EUtRGY  STAR  is  sponsored  by  the  US  Environmental  Protection  Agency  and  the  US  Department  of  Energy. 
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Short  Suspects 


The  following  stocks,  selected  by  University  of  Michigan  accounting 
professor  Richard  Sloan,  had  high  short  interest  as  of  February 
that  doesn't  appear  to  result  simply  from  merger  or  convertible 
arbitrage.  They  all  have  at  least  one  other  risk  factor,  such  as  a  high 
price/earnings  ratio,  poor  earnings  quality  or  insider  selling. 

Company 

Shares  sold  short 

as  %  of  shares 

outstanding 

Days  to 
cover1 

Market  cap 
($mil) 

Armor  Holdings 

9% 

8 

$762 

AstroPower 

28 

30 

576 

Cheesecake  Factory 

6 

5 

1,750 

Cephalon 

14 

2 

3,430 

Chico's 

28 

18 

1,475 

Hot  Topic 

33 

10 

717 

InterMune 

21 

6 

1,106 

Krispy  Kreme  Doughnuts 

16 

11 

2,341 

Lennar 

16 

6 

2,988 

LTX 

11 

5 

1,317 

Nvidia 

10 

1 

7,467 

Sprint  PCS  Group 

18 

9 

9,607 

P  F  Chang's  China  Bistro 

30 

10 

779 

Polycom 

10 

2 

2,433 

Panera  Bread 

13 

3 

811 

RF  Micro  Devices 

11 

2 

3,168 

ResMed 

10 

7 

1,282 

Scios 

12 

8 

1,167 

'Shares  sold  short  divided  by  average  shares  traded  daily. 

Another  source  of  shorting  is  convertible  arbitrage.  If  a  con- 
vertible security  is  underpriced  relative  to  the  common  stock 
into  which  it  can  be  converted,  arbs  can  make  money  at  fairly 
low  risk  by  buying  the  convertible  and  shorting  the  common. 
With  the  boom  in  convertible  issuance  in  the  past  year,  such 
strategies  are  common.  (For  more  on  the  arithmetic  of  convert- 

Before  you  dump  a  stock, 
FIND  OUT  IF  ITS  HIGH  SHORT 

interest  is  due  to  arbitrage^ 


ibles,  see  Richard  Lehmann's  column,  p.  266.) 

To  check  for  merger  and  acquisition  activity,  just  search 
Yahoo's  financial  news.  To  check  for  convertibles,  you  can  either 
go  to  the  company's  investor  relations  page  or  screen  a  large 
number  of  companies  at  once  at  a  site  like  Morgan  Stanley's 
convertbond.com,  which  offers  a  free  two-week  trial. 
FACTOR  IN  OPTIONS 

If  you've  ruled  out  arbitrage,  heavy  short  interest  is  likely  a  bear- 
ish signal.  But  what  is  heavy?  And  just  how  bearish? 

That  depends.  Options  are  traded  on  about  a  third  of  NYSE, 
Nasdaq  and  Amex-listed  companies,  and  these  companies  nor- 


mally show  far  higher  levels  of  short  interest.  Why 
Options  allow  average  investors  to  bet  against  stocks 
more  cheaply  by  buying  puts  or  writing  calls.  The 
institutions  on  the  other  end  of  these  option  transac- 
tions typically  then  hedge  their  own  exposure  by 
short-selling,  which  they  can  do  at  relatively  low  cost. 
University  of  Houston  finance  professor  Sorin 
Sorescu,  who  is  studying  this  issue,  suggests  that  foi 
companies  without  options,  short  interest  as  low  as 
1% — that  is  1%  of  all  shares  outstanding  sold  short — 
can  be  cause  for  serious  concern.  For  companies  with 
options,  short  interest  above  5%  should  attract  youi 
attention,  he  says. 
SIZE  MATTERS 

The  same  level  of  shorting  (in  percentage  terms)  is  less 
worrisome  for  a  big  company  than  a  smaller  one.  Big 
companies  have  more  shares  held  by  big  institutions 
that  routinely  lend  out  shares  to  short-sellers.  Small 
companies  have  more  shares  held  by  individuals,  who 
may  or  may  not  have  their  shares  in  margin  accounts, 
where  brokers  can  use  them  in  stock-lending  opera 
tions.  Sometimes  holders  in  small,  speculative  compa 
nies  gang  up  on  short-sellers  by  moving  their  shares 
out  of  margin  accounts,  causing  a  short  squeeze  that 
runs  up  the  price  of  the  stock  and  kills  the  shorts.  The 
upshot:  High  short  interest  in  firms  with  market  cap: 
under  $3  billion  or  so  is  bearish,  because  short-sellers 
won't  accept  the  risk  of  getting  squeezed  unless  the> 
feel  very  strongly. 
DON'T  FORGET  DIVIDENDS 

with  generous  dividends  are  less  attractive 
to  short,  because  a  short-seller  must  reimburse  the  original 
owner  of  the  shares  for  any  dividends  while  the  shares  are  bor 
rowed.  This  isn't  just  a  hassle;  it's  a  true  cost,  since 
the  price  of  a  share  after  a  dividend  typically  falls  by  less  than 
the  value  of  the  dividend,  fust  why  is  complex,  but  the  result  i; 
that  an  investor  who  short-sells  a  dividend-paying  share  ha 
to  buy  it  back  at  a  premium  equal  to  about  25%  of  the  divi- 
dend. So  high  short  interest  is  a  more  bearish  signal  in  stocks 
with  generous  dividends,  because  the  dividend  makes  selling 
short  more  costly,  at  least  in  the  short  term. 
WATCH  THE  VOLATILITY 

High  short  interest  is  also  more  bearish  in  a  volatile  stock  thar 
in  a  stable  one.  Volatility  is  a  sign  that  investors  disagree  strongl) 
about  the  company's  prospects.  When  the  bears  in  these  tugs  o; 
war  stick  their  necks  out  with  short  sales,  it  can  be  presumec 
that  they  know  something. 

If,  after  all  this,  the  stock  still  looks  heavily  shorted,  be  awan 
of  this:  At  times  when  the  market  as  a  whole  is  rising,  heav) 
short  interest  can  sometimes  even  be  bullish,  because  the  short! 
may  be  forced  to  cover  their  positions.  In  fact,  in  a  recent  report 
Goldman  Sachs'  equity  derivatives  group  suggested  buyinj 
stocks  with  high  short  interest  for  just  this  reason.  That's  < 
short-term  trading  strategy  and  not  for  the  faint  of  heart.       t 


Stocks 
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Devoted  children  (Share  of  estate:  33%) 


Delighted  Alma  Mater  (Share  of  estate:  67%) 


""  ,jniRwh 


■  j. 


•hilanthropy  goes  far  beyoi_. 

Phoenix  has  been  helping  people  who've 
done  well  do  better  for  more  than  150  years. 


oney.  It's  just  not  what  it  used  to  be. 


-« 


To  learn  how  we  could  be  helping 
contact  your  financial  advisor  and  visit 


at  phoenixwm.com. 


ANA  G  E  M  E  N  T 


.cciMiLATE.  Preserve.  Transfer.       PHOENIX  wd 

Investment  Management  provided  by  Phoenix  Investment  Partners  through  its  subsidiaries.  Insurance  and  Annuities  issued  by  Phoenix  Life  Insurance  Company 
iPD1 0922-A  (Statutory  Office:  East  Greenbush,  NY)  and  its  insurance  subsidiaries.  Members  of  The  Phoenix  Companies,  Inc.  ©2002  The  Phoenix  Companies,  Inc. 
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Euro  Trashed 

You  can  make  a  bullish  bet  on  European  currencies  without 
buying  into  that  sickly  euro.  Think  Britain,  Sweden  and  Norway, 

BY  BRENDAN  COFFEY 


THE  JANUARY  LAUNCH  OF  EURO 
notes  and  coins  in  12  European 
countries  sparked  another  round 
of  predictions  that  the  Conti- 
nent's common  currency  would 
soar.  The  triumph  of  hope  over  experience. 
Debuting  at  a  value  of  $  1 . 1 7  in  1 999,  when 
it  was  restricted  to  high-level  uses  like  in- 
terbank transfers  and  corporate  transac- 
tions, the  euro  has  slumped  to  88  cents. 

If  you  are  bold  or  chauvinistic,  you 
could  bet  on  a  further  appreciation  of  the 
dollar  against  the  euro.  You  would  short 
euro  futures  on  the  Chicago  Mercantile 
Exchange  or  the  New  York  Board  of 
Trade.  Contract  sizes  vary,  from  $55,000 


to  $110,000  face  value.  You  can  open  a 
margin  account  with  just  2%  down  with 
some  brokers,  but  remember  you're  on 
the  hook  for  the  full  contract  value. 

Another  method:  Play  off  the  hapless 
euro  against  another,  healthier  European 
currency.  Go  long  the  British  pound,  the 
Norwegian  krone  or  the  Swedish  krona, 
while  shorting  the  euro.  One  way  to  get 
that  effect  on  the  Chicago  Merc  is  to 
make  two  trades — one  in  which  you  are 
long  dollars  and  short  euros,  another  in 
which  you  are  short  dollars  and  long,  say, 
the  Swedish  krona. 

Want  an  easier  way?  The  New  York 
Board  of  Trade  offers  paired  currency 


natures.  So  you  can  bet  on  an  appre 
ciation  of  the  krona  against  the  euro 
in  a  single  transaction. 

The  euro  is  now  worth  roughly 
nine  kronor  for  a  contract  with 
delivery  in  June.  For  simplicity's  sake 
in  our  illustration  of  trading  math, 
let's  assume  that  this  is  the  precise 
exchange  ratio.  On  a  contract  for 
100,000  euros,  you  are  effectively 
short  those  euros  and  long  the 
900,000  kronor  that  those  euros  are 
now  expected  to  be  worth. 

Say  the  krona  strengthens  to  a 
ratio  of  eight  to  the  euro — by  12.5%, 
in  other  words.  At  contract's  end> 
you  are  entitled  to  collect  900,000! 
kronor  in  return  for  100,000  euros 
then  worth  a  mere  800,000  kronor. 
Your  100,000-krona  gain  will  be 
worth  $1 1,000,  assuming  the  euro 
stays  put  at  88  U.S.  cents  and  ignor- 
ing  transaction  costs. 

Ooooh — how  much  are  those?  A 
full-service  broker  charges  $35-$50  for 
a  round-trip  trade;  online  and  dis- 
count brokers,  $10-$20.  Then  there  are 
the  hidden  costs.  If  you  meet  your 
margin  requirement  with  cash,  the  ac- 
count will  earn  interest,  but  you  won't 
see  it:  Your  broker  will  pocket  it.  Avoid 
that  by  putting  up  Treasury  bills,  on 
which  you  earn  the  return.  If  you  want 
to  put  up  T  bills,  though,  brokers  re- 
quire deposits  of  $10,000  or  greater. 

The  bid-ask  spread  hurts,  too. 

Exotic    contracts    like    the    June 

euro/krona  future  tend  to  be  thinly 

traded,  with  spreads  commonly  five 

ticks   (five-hundreths   of  a   cent)   or 

more — $55  on  this  trade.  Yet  popular 

trades    like    dollar/yen    see    two-tick 

spreads,  says  Ronald  K.  Mark,  currenc) 

trader  at  The  Price  Group  brokerage. 

Laurie  Cameron,  currency  strategist 
at  J.P.  Morgan  Private  Bank,  is  a  eurc 
bear.  The  chief  reason:  Germany,  the 
world's  third-largest  economy — and  the 
driving  force  behind  the  euro's  perfor- 
mance— is  struggling.  But  the  Swedish 
currency,  she  says,  is  undervalued  and  ii 
likely  to  appreciate  as  Sweden  edges  closei 
to  joining  the  euro  bloc.  More  euro-zone 
capital  will  flow  in  then,  boosting  the 
krona's  value.  f 
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Who  helps  you  leap  those  gaps  between  risk  and  success?  Aquila.  [ah-KWTL-uh]. 
Changing  regulations.  Evolving  business  models.  Price  volatility.  No  wonder  you're  facing  more 
risks.  That's  where  you  need  Aquila.  We  transform  your  risk  into  opportunity.  We  partner  with 
you  to  assess  your  risks  and  create  exceptional  solutions  for  your  business.  We  combine  and 
leverage  our  experience  as  a  leading  wholesale  merchant  with  our  assets,  risk  management 
expertise  and  capital  solutions.  It's  your  basic  giant  leap  forward.  1-800-891-3687.  aquila.com. 


MONEY  &  INVESTING  I  STOCK  FOCUS 


When  the  Sum  Is  Worth 
More  Than  the  Whole 

Sometimes,  when  a  company  spins  off  a 
subsidiary,  both  pieces  do  well  in  the  market. 


BY  VIVIAN  woo 

INVESTORS  NO  LONGER  HAVE  TO  AGO- 
nize  over  whether  Philip  Morris  is  a  food 
processor  or  a  tobacco  company.  Last 
June  its  subsidiary  Kraft  Foods  (seep.  130) 
went  public  in  an  $8.7  billion  offering. 
Kraft  is  up  26%  since  its  first  day  of  trading, 
and  Philip  Morris,  which  plans  to  change 
its  name  to  Altria  Group,  is  up  12%.  The 
S&P  500  is  off  7%  since  the  breakup. 

On  Mar.  21  Nestle  S.A.  sold  off  23%  of 
Alcon,  its  $2.7  billion  eye  care  business, 
in  a  public  offering.  The  following  day 
Travelers  Property  Casualty,  a  $12.2  bil- 
lion (sales)  piece  of  Citigroup,  became  a 

Breakups  Pending 


separate  public  company  in  the  $3.9  bil- 
lion sale  of  a  21%  stake.  The  rest  of  Trav- 
elers will  be  spun  off  to  Citigroup  share- 
holders by  year-end. 

Merck  is  planning  a  midyear  public 
offering  for  Merck-Medco,  its  pharmacy 
benefits-management  subsidiary.  Michael 
Krensavage,  of  Raymond  James  &  Asso- 
ciates, notes  that  Merck-Medco  is  a  lower- 
margin  business,  but  it  has  been  growing 
faster  than  Merck.  The  case  for  splitting 
Merck  in  two  is  that  a  pharmacy  consul- 
tant should  deal  with  a  drug  manufac- 
turer at  arm's  length.  Sounds  persuasive 
enough,  and  makes  you  wonder  how 


Merck  persuaded  itself  in  1993  that  it 
should  own  Medco. 

For  airlines,  says  Raymond  E.  Neidl, 
an  analyst  at  ABN  Amro,  setting  free  the 
captive  regional  carriers  would  make 
sense.  Continental  Airlines  has  restarted 
plans  to  offer  shares  in  its  regional  Ex- 
pressjet,  which  earned  $48  million  on 
sales  of  $980  million  in  2001.  Northwest 
Airlines  has  filed  to  offer  shares  of  Pinna- 
cle Airlines  to  the  public. 

Below  are  nine'  companies  that  plan 
to  sell  or  spin  off  a  subsidiary.  They 
might  benefit  from  a  Kraft/Philip  Mor 
ris  effect.  P 


"■' 


In  the  hope  of  increasing  shareholder  value,  these  companies  plan  to  put  the  following  subsidiaries  directly  in  the  hands 
of  the  investing  public.  In  some  cases  they  will  spin  off  the  subsidiaries;  in  other  cases  they  will  do  a  public  offering. 


Parent  company 


Recent  price 


Sales 
($mil) 


Subsidiary/business 


Sales  Net  income 
($mil)      ($mil) 


Comverse  Technology 


$13.21  $1,270 


Verint  Systems/security  &  surveillance  systems 


$98!      $-4! 


Continental  Airlines 


28.40 


8,969 


ExpressJet/regional  airline 


980 


48 


Dynegy 


31.95 


42,242 


Dynegy  Energy  Partners/oil  &  gas  production 


3,897  42 


Elan 


14.56 


1,863 


Athena  Diagnostics/diagnostic  tests 


36 


I! 


Fairfax  Financial  Grp 


105.75 


3,876 


Crum  &  Forster  Hldgs/property  &  casualty  insurance 


684     -107 


ICN  Pharmaceuticals 


31.75 


858 


Ribapharm/biotechnology 


891 


421 


Merck 


58.05 


47,718 


Merck-Medco/pharmacy  benefits  management 


26,369 


NA 


Northwest  Airlines 


18.32 


9,905 


Pinnacle  Airlines/regional  airline 


246 


21 


Verizon  Communications 


47.03 


67,190 


Verizon  Wireless/mobile  phone  operator 


17,400 


NA 


Prices  as  of  Mar.  21.  'Nine  months    NA:  Not  available.  Sources:  FT  Interactive  Data  and  Market  Guide  via  FactSet  Research  Systems:  company  filings. 


258       FORBES-    April  15,2002 


m 


The  E 


ew 


w 

WINSTON 

OTELS    ISC 


Winston  Hotels  has  out- 
performed its  peers  over  the 
last  five  years.  2001  return 
to  common  shareholders 
totaled  22%.  Compared  to 
a  12-company  hotel  REIT 
r  group,  through  2001  Winston  has  consistently 
ted  within  the  top  two  on  a  total-return  basis 
r  the  past  one-year,  three-year  and  five-year 
ods  and  is  projected  to  top  the  list  in  projected 
js  from  operations  (FFO)  growth  in  2002.  In 
1  Winston  produced  an  outstanding  one-year 
Urn  of  22% 
us  the  peer 
jp  average  of 
5%. 

/inston  Hotels 
real  estate 
;stment  trust 
ed  in  Raleigh, 
:h  Carolina,  which  develops,  acquires  and  reha- 
rates  premium,  limited-service,  high-end 
nded-stay  and  full-service  hotels. 
he  company  has  an  ownership  interest  in  53 
;l  properties  comprising  7.302  rooms  in  14 
es  across  the  country. 

Raleigh.  NC  •  WXH  •  Real  Estate 

www.winstonhotels.com 

919-510-6010 


developments  at  America's  Emerging  Growth  Compani 


stopace 

computeR 


Storage  Computer  Corporation  recently  pene- 
trated some  of  the  industry's  largest  corporate 
accounts,  installing  true  next-generation  state- 
of-the-art  high-performance  storage  systems. 
After  spending  18  months  reinventing  itself, 
Storage  Computer™  is  now  poised  to  take  on  even 
the  most  demanding  accounts  and  storage 
needs.  Introducing  the  only  direct  OC-48 
attached  storage  systems  (CyberBorg™  and 
CyberNAS'")  on  the  market,  Storage  Computer  is 
deploying  solutions  for  Storage  Wide  Area 
Network  (SWAN)  environments. 

As  a  pioneer  in  RAID  and  storage  technologies, 
the  company  built  an  impressive  intellectual 
property  patent  portfolio.  Today's  ground-break- 
ing technology  is  based  on  these  early  develop- 
ments surrounding  data  mirroring,  storage  virtu- 
alization  and  parity-protected  disk  arrays.  This  is 
the  firm  foundation  upon  which  Storage 
Computer  built  its  innovative  high-performance 
storage  systems  and  ongoing  progression  of 
advanced  technology  implementations. 

Nashua,  NH  •  SOS  •  IT  Technology 

www.STORAGE.com 
603-880-3005  •  800-959-2556 


IS  RPI 


RPI  (NASD:  RZYM),  located  in  Boulder, 
Colorado,  is  a  global  leader  in  the  development  of 
ribozyme-based  biotherapeutics  and  diagnostic 
tools  for  the  treatment  and  monitoring  of  signifi- 
cant human  diseases.  Ribozymes,  based  on 
patent-protected  Nobel  Prize-winning  research, 
are  synthetically  engineered  to  act  as  "molecular 
scissors"  capable  of  cleaving  target  RNA,  block- 
ing gene  expression  and  preventing  production  of 
unwanted  proteins. 

In  addition  to  its  therapeutic  and  diagnostic 
pipeline,  RPI  is  leveraging  its  broad-based  nucle- 
ic-acid technology  for  applications  in  genomics, 
proteomics  and  individualized  therapeutics. 
Phase  II  clinical  trials  under  way  include:  HEP- 
TAZYME™  (an  anti-hepatitis  C  virus  ribozyme) 
and  ANGIOZYME®  (an  anti-angiogenic  ribozyme). 
Other  RPI  development  projects  include 
HERZYME™  for  cancer  and  HepBzyme™  for 
hepatitis  B.  Corporate  development  partners 
include  Elan,  Chiron  and  GERON. 

Boulder,  CO  •  RZYM  •  Biotechnology 
www.rpi.com 
303-449-6500 


e  p  i  c  o  r 


Founded     in     1984, 
Epicor    is    a    leading 
provider   of    integrated 
mm ita<. su» mm.-      enterprise  and  eBusiness 
software   solutions   for 
market  companies  worldwide.  With  over  15,000 
omers.  Epicor  delivers  end-to-end,  industry-spe- 
solutions  that  enable  companies  to  immediately 
we  operations  and  build  competitive  advantage. 
Dicors  comprehensive  suite  of  integrated  solu- 
s  for  Customer  Relationship  Management, 
ncials.  Distribution,  Supply  Chain  Management, 
fpnse  Services  Automation  and  Collaborative 
merce  provide  the  scalability  and  flexibility  to 
wrt  long-term  growth.  Epicor's  solutions  are 
plemented  by  a  full  range  of  services,  providing 
ingle  point  of  accountability  to  promote  rapid 
m  on  investment  and  low  total  cost  of  ownership, 
following  its  tradition  as  an  early  adopter  of 
nology  platforms  optimized  for  the  midmarket. 
or  is  fully  leveraging  the  Microsoft  .NET  Web  ser- 
platform  to  deliver  leading  solutions  that  con- 
to  lower  total  cost  of  ownership.  Epicor's  first 
ponents  built  on  the  .NET  platform  will  include 
ESA,  enterprise  information  portal  and  busi- 
intelligence  solutions. 

rvine,  CA  •  EPIC  •  Enterprise  Software 

www.epicor.com 

949-585-4000 


Silverado  Gold  Mines  Ltd. 


It  may  not  be  spinning  straw  into  gold,  exactly,  but 
what  Silverado  Gold  Mines  Ltd.  is  doing  in  Alaska 
with  low-grade  coal  may  almost  do  Rumpelstiltskin 
one  better.  Three  years  ago,  the  company  bought  a 
process  with  the  unexciting  name  of  Low-Rank  Coal- 
Water  Fuel  that  has  suddenly  gotten  the  attention  of 
government  and  industry  alike. 

The  new "  green"  fuel  produces  as  much  heat  and 
much  less  pollution  than  a  barrel  of  oil  at  a  cost 
equivalent  to  oil  of  $14  per  barrel. 

Silverado's  core  business  is  operating  a  large 
placer  (nugget)  gold  mine  -  the  100%-owned  and 
paid-up  Nolan  Gold  Mine  -  200  miles  north  of 
Fairbanks,  Alaska. 

If,  as  Alaska's  Senator  Frank  H.  Murkowski  pre- 
dicts, the  Silverado  process  can  turn  low-grade  coal 
into  an  inexpensive,  environmentally  friendly  fuel:  "It 
could. satisfy  a  considerable  portion  of  the  United 
States'  energy  requirements."  And  that  could  prove 
even  more  valuable  than  gold. 

Vancouver,  BC  •  SLGLF  •  Mining  &  Exploration 

www.silverado.com 

604-689-1535  •800-665-4646 
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Frontrunner  in  Developing  Angiogenesis  Inhibitors 

/Eterna's  (NASD:  AELA)  lead  compound, 
Neovastat,  is  in  Phase  III  clinical  trials  for  lung 
and  kidney  cancer  and  in  Phase  II  for  multiple 
myeloma  (blood  cancer)  involving  over  1,000 
patients  in  140  clinical  institutions  across 
America  and  Europe. 

As  early  as  2003,  Neovastat  could  be  the  first 
angiogenesis  inhibitor  to  reach  a  potential  $3  bil- 
lion market  (2005  estimate). 
/Eterna's  Growth  Strategy 

Strategic  alliances  with  the  pharmaceutical 
industry  will  provide  /Eterna  with  an  internation- 
al marketing  and  distribution  network  for  the 
commercialization  of  Neovastat.  Two  such  part- 
nerships with  European  pharmaceutical  compa- 
nies have  already  been  reached. 

/Eterna  plans  to  expand  its  product  pipeline 
through  acquisitions. 

Quebec,  Canada  •  AELA  •  Biotechnology 

www.aeterna.com 

418-652-8525 
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Makers  &  Breakers 


A  Better  Shave 

WHEN  JAMES  KILTS  LEFT  NABISCO 
to  head  GILLETTE  (NYSE:  G)  in 
February  2001,  he  found  a  com- 
pany with  incredibly  profitable 
brands  but  slowly  eroding  mar- 
ket share — and  mounting  debt. 
William  Steele,  analyst  at 
Bank  of  America,  admires  what 
Kilts  has  done  thus  far.  He  has 
bumped  up  the  advertising 
budget  for  brands  like  Gillette 
razors,  Duracell  batteries,  Oral- 
is toothbrushes  and  Braun  elec- 
tric shavers  to  $650  million.  He 
slashed  Gillette's  capital  expen- 
ditures from  $793  million  in  2000  to  $624  million  last  year. 
That  will  give  him  some  leeway  to  pay  down  the  $2.3  billion  in 
long-term  debt. 

Although  Gillette's  much  healthier  than  a  year  ago,  restruc- 
turing charges  have  kept  improvements  from  showing  up  on  the 
bottom  line.  At  $34  and  a  trailing  price/earnings  multiple  of  39, 
the  stock  looks  expensive.  Steele  is  convinced  that  investors  will 
wake  up  when  Kilts'  improvements  become  more  evident.  He 
expects  earnings  per  share  to  climb  35%  this  year  to  $1.16. 

— Christopher  Helman 


For  more  financial  stats,  go  to  www.forbes.com/makers 


share  and  in  2000  moved  past  Little  Caesars  in  the  rankings. 

Despite  the  problems,  Papa  John's  last  year  recorded  reconj 
revenue  of  $971  million,  up  3%  from  2000,  while  net  incom 
rose  9%  excluding  a  charge  against  2000  earnings.  At  $28,  share 
trade  at  14  times  trailing  earnings.  — Daniel  Kruge 


Tarnished  Crown 


Pizza  Dough 


PIZZA  IS  ONE  CROWDED  NICHE  IN  THE  HYPERCOMPETITIVE 
casual  dining  market,  papa  JOHN'S  interna- 
tional, third-ranked  behind  leader  Pizza  Hut 
(owned  by  Tricon  International)  and 
Domino's,  suffers  from  the  price  war  between 
the  larger  two.  At  Papa  John's  (Nasdaq:  PZZA), 
which  itself  hasn't  sliced  prices,  same-store 
sales  dipped  2.9%  in  2001.  Now  it  trades  at  a 
discount  to  the  rest  of  the  fast-food  industry. 
But  Wendell  Perkins, 

manager  of  the  Johnson- 
Family  Funds  small-cap 

value  portfolio,  thinks 

Papa  John's  will  regain 

momentum    once    the 

price  competition  ends. 

Reason:  its  celebrated 
emphasis  on  quality;  Consumer  Reports  says 
its  pepperoni  pizza  is  the  best.  The  chain,  with 


CROWN  CORK  &  SEAL  KNOWS  ABOUT  TROUBLE.  ONE  OF  TH 
world's  biggest  makers  of  metal  cans  and  plastic  botties,  it's  fac 
ing  a  flat  market.  Losses  increased  450%  last  year  to  $972  mil 
lion.  Among  other  woes,  asbestos  litigation  cost  $118  million. 
But  there's  hope.  The  company  has  embarked  on  a  restruc 
turing  that  has  allowed  it  to  raise  funds  t< 
service  its  crushing  $4.9  billion  in  deb 
(compared  with  $980  million  in  equity) 
The  company  sold  its  African  operation: 
and  will  soon  shed  a  pharmaceutical-pack 
aging  division.  Wall  Street  has  responded  b 
bidding  up  the  stock  from  $1  in  Decembe 
to  $9  now.  Lately,  there  are  rumors  of  a  bii 
for  the  company  by  British  canmaker  Rexam. 

The  real  opportunity  here,  though,  isn't  the  stock  but  fh> 
bonds,  says  Lawrence  P.  Caplan,  senior  vice  president  at  Laden 
burg  Capital  Management.  With  $450  million  cash,  thank 
to  the  restructuring,  Crown  Cork  will  easily  retire  debt  o: 
time,  he  says. 

In  particular,  Caplan  recommends  the  7.125%  notes  duj 
September  2002.  Rated  a  superjunky  CCC,  the  bonds,  at  92  cent 
on  the  dollar,  give  you  a  13%  total  return  if  they  don't  default 
The  $350  million  issue  is  very  liquid. 


1 1  ToiT>  r^f*^^BBmi  - 

■  L11 

Habla  Overpriced? 


2,729  U.S.  outlets,  has  steadily  gained  market 


260      FORBES-   April  1?,  2002 


UNIVISION  IS  AMERICA'S  BIGGEST  SPANISH  BROADCASTER, 
reaching  90%  of  the  country's  Latino  households — a  grow- 
ing market  that  advertisers  covet.  The  stock  has  doubled  to 
$4 1  since  its  September  low. 

But  Billy  C.  Bowden,  analyst  at  Crown  Capital  Partners, 
a  Dallas  hedge  fund,  says  the  ad  business  remains  sluggish, 
and  Univision  (NYSE:  UVN)  won't  deliver  the  20%  growth  it 
projects  for  2002.  In  2001  revenues  rose  just  3%,  while  net 
income  was  down  55%  to  $52  million  after  a  charge  for  an  Internet  investment. 

Univision's  enterprise  value  (debt  plus  market  cap  of  common,  minus  cash)  is 
$10.7  billion,  35  times  last  year's  operating  income  (net  before  depreciation/amor- 
tization, interest  and  taxes).  Compare  that  to  TV  Azteca,  operating  primarily  in 
Mexico  and  Central  America,  with  an  enterprise  multiple  of  only  7.  While  long-term 
Univision  holders  may  be  vindicated,  the  immediate  outlook  is  grim.  Short  and 
cover  at  $25.  —  C.H. 


i, 


A  PERSPECTIVE  ON  VALUE  INVESTING 


ONCE  AGAIN, 

THE  TORTOISE  BEATS 
THE  HARE. 


Slow  and  steady  wins  the  race.  For 
example,  take  a  close  look  at  the 
performance  of  our  Mutual  Shares 
Fund.  Although  the  recent  per- 
formance of  some  Mutual  Series 
funds  has  been  adversely  affected 
by  swings  in  the  market,  they 
generally  have  performed  well  over 


Mutual  Series'  activist  approach  has  provided 
competitive  performance. 


What's  the  secret  of  its  com- 
petitive performance  through 
market  upswings  and  downturns? 
Consistently  following  our  time- 
tested,  value-driven  approach  to 
investing.  First,  our  analysts  dig 
deep  to  find  undervalued  securities 
others  have  overlooked.  Next  they 


Mutual  Shares  Fund  |  Morningstar  Ratings"  1/31/02' 


OVERALL 
•  ••• 


THREE  YEAR 
•  ••• 


FIVE  YEAR 
•  *•* 


TEN  YEAR 

N/A 


the  long  term.  The  fund's  Class  A  shares  received  a 
4-Star  Overall  Morningstar  Rating'"  by  Morningstar, 
Inc.,  against  a  universe  of  4,876  and  3,226  domestic 
equity  funds  for  the  3-  and  5-year  periods  respectively, 
'ended  1/31/02.'  Of  course,  past  performance  does  not 
guarantee  future  results. 


put  potential  investments  under  intense  scrutiny  based 
on  their  own  primary  research.  Finally,  they  stand  ready 
to  get  actively  involved  in  the  companies  they  invest  in. 
To  gain  further  perspective,  mail  in  the  postage-paid 
card,  call  1-800-FRANKLIN  Ext.  P551  or  visit  our  web- 
site at  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PERSPECTIVE™  > 

■anWin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403  Call  for  a  free  prospectus  containing  more  complete  fund  information,  including  sales  charges,  expenses  and  risks. 
>e  read  it  carefully  before  you  invest  or  send  money. 

vesting  in  companies  involved  in  mergers,  reorganizations  and  liquidations  involves  special  risks.  Foreign  investing  involves  special  risks  including  currency  fluctuations  and  political  uncertainty. 
Source;  MORIN6SBR :  Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  as  of  1  /31  /02.  The  ratings  are  subject  to  change  every  month.  Rating  for  the  ten-year  period  is  not  available  at  this 
ne.  Past  performance  does  not  guarantee  future  results.  Morningstar  ratings  are  calculated  from  the  fund's  three-,  five-  and  ten-year  average  annual  returns  in  excess  of  90-day  Treasury  bill  returns  with 
Vopnate  fee  adjustments  and  a  risk  factor  that  reflects  fund  performance  below  90-day  T-bill  returns.  The  top  1 0%  of  the  funds  in  a  broad  asset  class  recewe  5  stars,  the  next  22.5%  receive  4  stars,  the  next 
5%  receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  1 0%  receive  1  star.  Morningstar  does  not  guarantee  the  accuracy  of  this  information.  Fatings  are  for  Class  A  shares  only;  other  classes  may  vary. 
x  more  current  performance  information,  please  call  Franklin  Templeton  Investments  at  1  -800-342-5236.  fobmk 


The  Contrarian  By  David  Qreman 

How  to  Use  Analysts 


ANALYSTS,  FOR  ALL  THEIR  FLAWS  AND  CONFLICTS, 
have  their  uses.  You  just  have  to  know  how  to  use 
them.  They  do  terrific  research  on  the  economics  of 
different  business  lines  that  companies  are  involved 
in — pricing,  competitors,  product  trends  and  so  on. 
But  they  are  terrible  at  making  recommendations.  They  tend  to 
follow  the  herd,  and  they  tend  to  be  corrupted  by  their  employ- 
ers' investment  banking  work.  Know  these  limitations  and  you 
can  get  valuable  information  out  of  analysts'  reports. 

Don't  put  much  faith  in  the  analysts'  earnings  forecasts.  In 
recent  years  it  has  become  common  for  companies  to  report 
quarterly  earnings  within  a  few 
pennies  of  the  consensus  fore- 
casts. But  such  bull's-eye  fore- 
casts are  not  representative  of 
analysts'  skills.  For  one  thing, 
they  show  the  benefit  of  careful 
guidance  by  corporate  finance 
officers,  guidance  that  is  going 
to  be  much  less  common  under 
the  new  full-disclosure  regula- 
tions. For  another,  you  are  look- 
ing at  average,  not  individual, 
prognostications. 

My  own  database  of  fore- 
casts and  actual  results  covers 
33  years  of  analysts'  quarterly 
consensus  forecasts,  requiring  a 
minimum  of  eight  analysts,  for 
a  changing  list  of  approximately 
900  companies.  The  research  studies  I  did  compared  forecasts 
made  between  two  weeks  and  three  months  before  a  quarterly 
earnings  release  with  the  earnings  per  share  in  that  release. 
Average  error:  a  dismal  41%. 

In  my  last  column  (see  Mar.  18)  I  recommended  four  stocks 
that  herdlike  analysts  condemned  for  looking  too  much  like 
Enron.  Their  downbeat  conclusions  were  no  better  thought  out 
than  their  sunnier  reviews  two  years  ago  when  these  stocks  traded 
60%  to  70%  higher.  Well,  over  the  past  month  Williams  Cos., 
Dynegy,  Mirant  and  Reliant  Resources  are  up  an  average  of  31%. 
So  employ  analyst  reports  wisely — for  background 
research — and  draw  your  own  conclusions.  The  average 
investor  can  use  Multex  (www.multexinvestor.com),  one  of  the 
many  online  vendors  of  research;  you  pay  between  $4  and  $150 
per  report.  Extracting  the  helpful  stuff  from  a  number  of  good 
analysts  reports  is  how  I  come  by  these  stock  picks: 

Aberciombie  &  Fitch  (30,  ANF)  sells  casual  apparel,  generating 
some  of  the  highest  profit 


Simply  forget  their 
recommendations 
on  stocks  and  look 
at  the  backup  data 

they  provide. 

Sometimes  the 

two  vary  wildly — 

and  give  clues 
about  good  buys. 


theless,  Credit  Suisse  First 
Boston  recently  downgraded 
the  chain  from  buy  to  hold, 
arguing  that  comparable  sales 
for  menswear  were  off  (al 
though  women's  clothes  con 
tinued  strong). 

Indeed,  earnings  per  share 
were  up  only  6%  in  2001,  a 
sluggish  time  for  the  retail 
industry.  But  First  Boston 
focused  more  on  the  short-term 
challenges  of  the  company,  whose  annual  reports  have  detailed 
how  robustly  earnings  have  increased — at  a  15%  rate  through 
the  four  years  ended  in  2001.  First  Boston,  in  its  latest  report 
expects  the  company's  2002  earnings  per  share  to  expand  a  not- 
bad  12%.  Abercrombie  sports  a  clean  balance  sheet.  Given  the 
company's  20%  annual  expansion  of  retail  square  footage,  its 
recent  price,  18  times  trailing  earnings,  makes  it  an  excellent 
long-term  investment. 

Black  Hills  (30,  bkh)  was  recendy  downgraded  by  LehmanB 
analysts  Richard  Gross  and  Jim  Harmon  in  a  well-researched 
report.  BKH  provides  electricity  to  68,000  customers,  sells  excess 
power  and  does  some  energy  trading.  Normally  a  low  double- 
digit  grower,  its  earnings  jumped  by  $1.40  per  share,  or  61%, 
last  year  because  of  the  California  energy  crisis.  That  didn't  last; 
we  got  warm  weather  and  falling  energy  prices.  So  the  Lehman 
analysts  expect  earnings  per  share  to  sink  40%  in  2002,  to  $2.20. 
A  baleful  conclusion- — if  you're  a  short-term  investor.  But 
Gross  and  Harmon  themselves  call  Black  Hills'  business  model 
"sound"  and  expect  it  to  "emerge  as  a  survivor  in  the  current 
turmoil."  Not  only  that,  they  point  to  its  solid  credit  rating, 
Standard  &  Poor's  BBB,  with  a  positive  oudook.  And  they  cite 
its  nice  4%  dividend  yield.  At  a  P/E  of  9  on  last  year's  earnings 
and  13  on  this  year's  estimates,  Black  Hills  appears  cheap. 

Gardner-Denver  (24,  GDI)  makes  air  compressors,  industrial 
blowers  and  petroleum  pumps.  When  UBS  Warburg's  Warren 
Kirchberger  initiated  coverage  in  November,  he  gave  it  a  "hold," 
which  in  Wall  Street  parlance  means:  "Get  out."  The  negative 
rating  remains. 

Kirchberger  is  worried  about  weakness  in  demand  for  the 
company's  products  of  late.  Fair  enough.  Kirchberger  then  goes 
on  to  laud  how  well-positioned  Gardner- Denver  is  for  an  eco- 
nomic recovery.  You  bet.  And  the  company's  strategy  of  acquir- 
ing other  outfits'  manufacturers  is  sound,  which  he  notes  as 
well.  Forget  the  short  term.  Go  for  a  long-horizon  buy  at  17 
times  trailing  earnings.  F 


margins  in  retailing.  Never- 


TJYvf"hp*C  I  "av'<*  "reman  is  chairman  of  Dreman  Value  Management  of  Jersey  City,  N.J.  His  latest  book  is  Contrarian 
«L-.JL.!S.^n  I  Investment  Strategies:  The  Next  Generation.  Visit  his  home  page  at  www.forbes.com/dreman. 
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Welcome  to  TD  Waterhouse.  Where 
you're  in  control  of  your  finances." 


rD  Waterhouse.  The  online  broker  with  real  information, 
real  service  and  real  people  to  help  you  make  investment 
decisions  you  can  be  confident  in. 

With  TD  Waterhouse  you  get: 

•  Choice  of  investing  online,  by  phone  or  at 
one  of  our  150  local  branches 

•  Online  research  and  tools  to  help  you  stay  in 
control  of  your  investments 

•  Over  1400  no-transaction-fee  mutual  funds 


erhouse  Investor  Services.  Inc.  Member  NYSE/SIPC.  Access  to  services  and  your  account  may  be  affei 
:  conditions,  system  performance  or  for  other  reasons.  Online  ma'rket  orders  are  $9.95-$14.95  depending  on 
I  activity.  Call  or  see  tdwaterhouse.com  for  complete  commission  fee  schedule.  Please  read  the  prospectus, 
contains  management  fees  and  expenses,  carefully  before  investing  in  any  mutual  fund.  Offer  valid  for 
istomers  who  open  individual/joint  accounts  with  a  SI, 000  minimum;  retirement,  custodial,  partnership 
rporate  accounts  are  not  eligible.  Funds  transferred  from  existing  TD  Waterhouse  accounts  are  not  eligible. 
'fer  per  person;  U.S.  residents  only;  void  where  prohibited;  free  trades  are  valid  for  30  days  from 
it  opening:  standard  terms  and  conditions  apply;  offer  subject  to  change  at  any  time  without  notice. 


TDW2640  03/02 


Open  an  account  online  at 
tdwaterhouse.com/pwmotion/ 
10freetrades.html  and  enter 
offer  code:MBHFBT  to  get 
10  free  trades. 


1.800.tdwaterhouse 

tdwaterhouse.com 

over  150  branches  nationwide 

online  trades  as  low  as  $9.95 


IS 


WATERHOUSE 

You're  in  Control. 


Yes,  But  By  James  Grant 


Whitman's  Sampler 


MARTIN  J.  WHITMAN,  CELEBRATED  WALL  STREET 
nonconformist,  asserts  that  U.S.  corporate  finan- 
cial disclosure  has  never  been  better.  If  there's  a 
"crisis,"  he  says,  it  lies  not  with  the  numbers  but 
with  the  people  who  use  them. 

Whitman,  11  years  old  ("but  I  have  the  reflexes  of  a  60-year- 
old"),  is  the  founder  of  Third  Avenue  Funds  and  one  of  the 
sachems  of  the  value-investing  tribe.  His  first-quarter  letter  to 
the  shareholders  of  the  Third  Avenue  Value  Fund  deserves  a 
place  in  the  briefcase  of  every  serious  investor.  (Read  it  at 
www.thirdavenuefunds.com.) 

In  so  many  words,  Whit- 
man accuses  the  professional 
investment  community  of  illit- 
eracy. Analysts,  money  man- 
agers and  finance  professors,  he 
writes,  are  unqualified  to  put  to 
intelligent  use  the  reams  of 
information  so  painstakingly 
collected  and  disclosed  for  their 
benefit. 

Actually,  only  the  majority 
of  these  people  fall  under 
Whitman's  indictment.  Spared 
are  those  who,  like  himself  and 
other  value  investors,  focus  on 
what  the  numbers  "mean" 
rather  than  on  what  they  "are." 

What's  wrong  with  the  con- 
ventional investment  approach 
is  just  about  everything,  Whitman  contends.  It's  wrong  to 
obsess  about  the  income  statement  and  to  ignore  the  balance 
sheet.  It's  wrong  to  value  a  business  solely  on  the  basis  of  what 
it  might  earn  in  the  future  to  the  exclusion  of  what  it  owns  in 
the  present.  It's  wrong  to  demand  more  of  financial  statements 
prepared  in  accordance  with  generally  accepted  accounting 
principles  than  they  can  deliver.  What  these  financial  docu- 
ments offer  is  not  the  truth  but  a  set  of  objective  benchmarks 
with  which  an  intelligent  investor  can  arrive  at  a  useful  sem- 
blance of  the  truth. 

No  wonder  Enron  duped  so  many  professionals,  Whitman 
proceeds.  They  were  eminently  dupable,  indoctrinated  in  the 
spurious  notion  that  investment  value  resides  only  in  the  rela- 
tionship of  share  price  to  forecast  earnings  per  share.  Whitman 
likes  to  quote  his  mentors  Benjamin  Graham  and  David  Dodd 
on  the  magical  transformation  of  "value"  that  seems  to  occur 
when  a  private  business  goes  public. 

"[A]s  long  as  a  business  remains  a  private  corporation  or 
partnership,"  they  wrote  in  1962,  "the  net  asset  value  appearing 
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After  50  years  on 

Wall  Street,  Third 

Avenue's  celebrated 

nonconformist 

knows  that 

balance  sheets  are 

far  more  useful 

than  are  far-out 

earnings  forecasts. 


on  the  balance  sheet  is  likely  tc 
constitute  the  point  of  depar 
ture  for  determining  what  th 
enterprise  is  'worth.'  But  once  i 
makes  its  appearance  as  a  'pub 
licly  held  company'  ...  the  ne 
worth  figure  seems  to  lose  vir 
tually  all  its  significance.  'Value 
then  becomes  dependen 
almost  exclusively  on  thr 
expected  future  earnings." 
Not  that  Whitman  disdaini 
expected  future  earnings.  He  even  admits  to  speculating  abou 
them.  The  difference,  he  explains,  "is  that  at  Third  Avenue  w* 
try  not  to  pay  up  for  our  predictions."  Which  is  another  wa; 
of  saying  that  predictions,  even  those  of  a  highly  successfu 
investor  with  a  half-century  on  the  job,  aren't  worth  much. 

If  we  can't  know  the  future,  we  can  at  least  study  the  pre 
sent.  We  can,  but — in  all  too  many  cases — we  don't.  For  thi 
lamentable  inattention  to  investment  detail  among  so-callec 
professionals,  Whitman  pardy  blames  efficient-markets  propa 
ganda.  If  you  believe  that  the  right  price  for  a  stock  or  a  bond  i 
the  exact  price  quoted  in  the  newspapers,  there's  no  reason  t< 
study  the  balance  sheet,  let  alone  the  footnotes,  of  the  compa 
nies  in  which  you  invest.  That's  a  waste  of  time,  efficient-mar 
kets  theorists  say.  But  then  they  add  that,  to  be  on  the  safe  side 
you  should  be  broadly  diversified. 

Whitman  dissents:  "We  think  diversification  is  only  a  surro- 
gate, and  usually  a  poor  surrogate,  for  knowledge,  control  anc 
price  consciousness.  Third  Avenue  does  diversify  some;  it  is  no 
a  control  investor,  but  we  do  try  hard  to  bring  to  any  commor 
stock  investment  knowledge  and  price  consciousness." 

It's  a  tribute  to  Whitman  and  his  associates  that,  over  th< 
past  ten  years  of  price  obliviousness  on  Wall  Street,  Thin: 
Avenue  Value  Fund  has  earned  15.6%  a  year  while  the  S&P  50( 
index  only  earned  12.9%.  It's  a  testament  to  the  inefficiency  o 
markets — i.e.,  to  the  emotions  of  human  beings  when  handlinj 
their  own  money — that  attractive  opportunities  still  presen 
themselves. 

Nowadays,  says  Whitman,  bargains  are  plentiful  in  dis 
tressed  securities.  Just  one  example:  He  has  made  a  play  in  thi 
sharply  discounted  trade  claims  of  bankrupt  Kmart. 

Grandfathers  are  permitted  a  tincture  of  nostalgia,  bu 
Whitman  expresses  none.  The  U.S.  financial  markets  are,  anc 
deserve  to  be,  the  wonders  of  the  world,  he  says  in  his  gravelh 
voice.  GAAP  has  never  been  more  useful.  This  is  a  wonderfu 
world.  Just  be  sure  you  don't  overpay.  I 


~pV)f  hfic    James  Grant  is  tne  edi,or  °f  Grant's  Interest  Rate  Observer. 

•a^ai.c  c'.i,  I  Visit  his  home  page  at  www.forbes.com/grant. 
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For  all  of  America 


4  0  1  (  k  ) 

4  0  3(b) 
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TDA 

RETIREMF.  NT   PLANS 

LIFE   I N  S  U  R  A  N 


For  over  50  years,  our  retirement  and  savings  products  have  helped  those  who  worked  in  the 
not-for-profit  world  turn  their  dreams  into  reality. 

Now  we're  doing  the  sarne  for  the  rest  of  America. 

Individuals  and  groups,  companies  and  partnerships  -  big  and  small  -  receive  the  same  quality  service 
and  care.  The  same  freedom  of  choice.  The  same  retirement  and  savings  products  offering  a  variety  of 
investment  options.  All  with  a  single  phone  call.  All  without  front-end  charges,  withdrawal  fees  or 
transfer  charges*  from  a  local  salaried  consultant  you  get  to  know  by  name  and  who  has  a  personal 
and  professional  interest  in  the  financial  well  being  of  those  we  serve.  For  more  information  call  us  at 
1-800-468-3785  or  visit  our  web  site  at  www.mutualofamerica.com 

It's  our  way  of  helping  to  keep  their  dream  alive  for  anyone  who  wants  their  future  to  go  further. 


Mutual  ofAmerica 

the  yirit  of  America 


320  Park  Avenue,  New  York,  NY  1 0022-6839  1  800  468  3785  www.mutualofamenca.com  Mutual  of  America  Life  Insurance  Company  is  a  Registered  Broker/Dealer 
'For  complete  information  on  our  variable  accumulation  annuity  products,  including  all  charges  and  expenses,  please  refer  to  the  applicable  prospectuses  which  can  be 
obtained  from  Mutual  of  America  by  calling  1  -800-468-3785  and  should  be  read  carefully  before  investing. 


Fixed-Income  Watch  By  Richard  Lehmann 

Heads  You  Win 


THE  CONVERTIBLE  BOND  MARKET  HAS  SEEN  A  LOT  OF 
turbulence  lately.  A  prominent  hedge  fund  specializ- 
ing in  converts,  managed  by  Kenneth  Lipper,  recently 
exploded  with  a  loud  noise.  Expect  lower  prices  for 
many  convertible  bonds.  The  field  had  become  over- 
crowded. It's  a  good  place  to  stay  away  from  for  a  while. 

Not  so  with  convertible  preferreds.  Because  people  wrongly 
view  preferreds  as  less  safe  than  bonds,  the  preferreds  tend  to 
have  better  yields  and  lower  conversion  premiums.  (The  con- 
version premium  is  the  amount  by  which  the  price  of  a  con- 
vertible exceeds  the  value  of  the  common  stock  you  would  get  if 
you  converted.)  Another  plus: 
They  are  exchange  traded,  so 
preferreds  are  more  liquid. 

Why  opt  for  convertible 
preferreds  now?  Why  not  buy 
the  underlying  common  stocks 
instead?  Start  with  the  hand- 
some dividends  that  preferreds 
pay;  the  common's  payout  is 
much  lower,  when  there  is  one. 
That  dividend  tends  to  put  a 
floor  under  the  preferred,  which 
doesn't  exist  for  the  common. 

No  one  knows  how  strong 
the  recovery  will  be,  of  course, 
so  convertible  preferreds  are  an 
ideal  investment.  If  the  econ- 
omy and  the  market  take  off, 
the  preferreds  will  rise;  if  the 
recovery  is  sluggish,  the  preferreds  will  still  pay  their  dividends. 

In  my  May  14  column,  which  appeared  when  the  recession's 
severity  was  still  a  big  unknown,  I  recommended  four  convert- 
ible securities.  That  recommendation  worked  well,  even  though 
the  price  of  their  underlying  common  never  rose  high  enough 
to  make  converting  practical.  Had  you  invested  $10,000  in  each 
of  the  four  underlying  stocks,  your  $40,000  would  today  be 
worth  $37,180,  dividends  included.  Had  you  instead  followed 
my  advice  and  bought  the  converts,  you  would  have  $42,597  in 
payouts  and  principal. 

The  converts  benefited  from  declining  interest  rates,  which 
had  the  effect  of  raising  their  value  in  addition  to  the  interest  or 
dividend  the  converts  paid.  Remember:  A  convertible's  price  is 
based  on  its  yield  as  a  debt  instrument  as  well  as  on  its  value  as 
a  stock  in  waiting.  This  is  almost  like  flipping  a  coin  with  heads 
you  win,  tails  you  get  a  second  flip. 

I  say  almost,  because  the  lunch  here  is  not  free.  In  a  bear 
market  the  convert  holds  up  better  than  the  common 
stock,  but  in  a  bull  market  it  will  not  rise  dollar  for  dol- 
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lar  with  the  stock.  When  the 
company  is  a  winner,  you  see  ; 
shrinking  of  the  conversion  pre 
mium.  That  happens  as  thi 
issue  reaches  its  maturity  dati 
or  once  the  conversion  value 
exceeds  its  call  price,  since  it  can 
then  be  called  anytime. 

One  of  my  favorites  i: 
Mirant  Trust  I  6.25%  preferred 
it  converts  into  1.8  shares  o 
common.  Mirant,  which  owns 
power  plants  throughout  the  world  and  sells  electricity  to  util 
ities  and  big  corporate  consumers,  is  suffering  the  Enron  effec 
because  of  its  energy  trading  and  from  temporarily  depressec 
power  prices.  The  common  goes  for  $13.  The  preferred,  at  $32 
makes  waiting  for  conversion  illuminating  while  generating  i 
9.5%  yield. 

Sinclair  Broadcasting,  which  owns  TV  stations,  is  also  tem- 
porarily depressed,  in  this  case  by  the  advertising  slump.  Bu 
advertising  will  recover,  and  when  it  does,  the  cloud  over  Sin- 
clair will  lift.  Sinclair  has  a  6%  series  D  preferred  convertible 
into  2.2  shares  of  common.  The  common  pays  no  dividend  anc 
trades  at  $13.  The  preferred  trades  at  $36,  giving  an  8.3%  yielc 
with  no  time  limit  on  the  conversion  privilege. 

Take  a  look  at  Teco  Energy,  a  Florida  electricity  produce* 
that  sells  power  nationally.  Teco's  new  9.5%  preferred  is  manda- 
torily convertible  into  common  stock  on  Jan.  15, 2005.  The  con- 
version formula  calls  for  up  to  0.951shares  of  common  for  each 
share  of  preferred  if  the  common  stock  sinks  below  $26.  If  the 
stock  goes  above  $30,  you  get  0.831  shares  of  common.  Ir 
between  these  two  prices  you  get  $25  worth  of  stock.  Teco  pre- 
ferred sells  at  $26,  for  a  current  4%  to  18%  conversion  pre- 
mium. You'll  earn  that  back  in  one  year,  because  the  preferrec 
yields  9.5%  while  the  common  yields  only  5.3%. 

You  might  also  look  at  gas  pipeline  operator  Semco  Energy 
Its  Capital  Trust  II  11%  preferred  has  a  mandatory  conversion 
on  Aug.  16,  2003  at  a  floating  conversion  ratio  of  between 
0.7792  and  0.8649  shares  of  common.  The  common  was 
recently  trading  at  $8.38;  the  convert  at  $7.78.  If  the  common 
closes  on  the  conversion  date  at  the  recent  price,  the  common 
buyer's  total  return  would  be  9%,  while  the  convert  buyei 
would  have  10.8%.  If  the  common  rebounds  to  $10,  then  the 
returns  are  28%  and  29%,  respectively. 

As  a  convertible  investor  you  have  the  comfort  of  knowing 
that  even  if  you  don't  pick,  the  right  stock,  the  overall  results  car 
still  be  positive.  F 
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Small  Stocks  By  Marc  Robins 

Trivial  Pursuits 


IN  THE  TV  WESTERN  BONANZA,  WHO  PLAYED  BEN,  THE 
patriarch  of  the  Cartwright  clan?  If  you  were  a  fan  of  Trivial 
Pursuit,  the  board  game  fad  of  the  1980s,  you  probably 
know  that  the  answer  is  Lome  Greene.  And  you  have  just 
the  right  personality  for  investing  in  small  caps.  In  this  pur- 
suit, success  demands  a  little  knowledge  about  a  lot  of  things. 

Contrast  the  deep  knowledge  base  boasted  by  the  experts 
who  invest  in  technology.  But  no  amount  of  savvy  would  have 
saved  you  from  the  rout  in  that  sector  over  the  past  two  years. 

One  of  my  favorite  purveyors  of  trivia  is  the  venerable  Uncle 
John's  Bathroom  Reader  series  published  by  Advanced  Marketing 
Services  (21,  mkt).  These  collec- 
tions of  (mostly)  true  tales  offer 
richer  details  than  you  get  from 
the  quick  answers  that  fit  on  a 
Trivial  Pursuit  card.  The  Uncle 
John's  books  have  delicious  little 
sections  that  explore  such  stuff 
as  how  Dr.  Seuss  came  to  write 
Green  Eggs  and  Ham:  His  pub- 
lisher bet  him  he  couldn't  turn 
out  a  book  using  fewer  than  50 
different  words.  Also  included: 
that  old  chestnut  about  the 
Chevy  Nova's  supposed  prob- 
lems in  Latin  America  because 
in  Spanish  no  va  means  "it 
doesn't  go."  (For  a  debunking, 
check  out  snopes.com.) 

Now,  Uncle  John  is  just  a 
small  part  of  the  revenues  of  Advanced  Marketing,  a  book  dis- 
tributor that  does  good  business  with  the  fast-growing  ware- 
house retailing  industry.  But  Uncle  John's  success  demonstrates 
the  nimble  management  style  of  the  company,  which  for  the 
first  nine  months  of  its  fiscal  year  (ended  Dec.  3 1 )  showed  a  nice 
1 1%  rise  in  net  income  to  $20  million,  on  $578  million  in  sales. 
In  January  expansion-minded  Advanced  bought  Publishers 
Group  West,  a  distributor  of  independent  publishers.  Advanced 
trades  for  18  times  trailing  earnings. 

In  this  spirit,  here  are  some  more  trivia  that  should  lead  to 
good  investment  returns: 

Q:  Who  makes  the  bright  aluminum  Airstream  travel  trail- 
ers that  have  populated  roadways  for  decades? 

A:  Thor  Industries  (49,  THO),  the  nation's  largest  manufac- 
turer of  towables  and  fifth- wheel  trailers.  Its  leading  position 
in  the  industry  and  healthy  balance  sheet  let  the  trailermaker 
consolidate  its  market  position  and  grow  through  acquisi- 
tion.  Despite  the  economic  slump,  sales  have 
held  fairly  steady  over  the  past  three  years;  in 
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the  12  months  through  De- 
cember, they  came  to  $827  mil- 
lion. Investors  should  buy 
Thor  now  because  this  indus- 
try traditionally  has  been  one 
of  the  first  sectors  to  rebound 
after  a  recession  and  it  is  also  a 
great  demographic  play,  a  bet': 
on  graying  baby  boomers 
looking  for  leisure  outlets. 
Thor  increased  earnings  for 
fiscal  2002's  first  half  by  24% 
to  $14  million.  Its  price/earnings  ratio  is  21. 

Q:  How  do  they  get  natural  gas  from  deep  in  the  earth? 
A:  With  difficulty.  The  challenge  here  is  that  deep  gas  re- 
serves don't  easily  flow  through  to  the  well  hole.  Carbo  Ce- 
ramics (38,  CRR)  has  a  solution.  This  company  supplies  ce- 
ramic proppants,  small  uniform  beads  blended  with  fluids 
and  pumped  at  high  pressure  into  the  wells  to  prop  open 
fractures  in  the  earth,  allowing  oil  and  gas  to  flow  more  eas- 
ily to  the  surface.  Although  gas  prices  now  are  low  and 
drilling  activity  is  off,  the  longer-term  outlook  is  nonethe- 
less strong  because  shallower  reserves,  which  don't  require 
proppants,  are  being  depleted.  Meanwhile  demand  for 
natural  gas  continues  to  increase,  spurring  the  drilling  of 
deeper  wells. 

Earnings  for  2001  were  up  77%  to  $26  million  and  are 
expected  to  fall  this  year  to  $20  million.  You  don't  have  to  be  so 
pessimistic.  Gas  prices  will  pick  up  as  the  economy  gains 
momentum.  Carbo  goes  for  22  times  trailing  earnings. 
Q:  What's  the  coldest  something  can  get? 
A.  Other  than  my  poker  hand,  zero  degrees  Kelvin,  or  -273 
Celsius,  more  commonly  known  as  absolute  zero,  is  the  limit. 
In  superconducting,  big  minus  temperatures  are  a  big  plus 
because  extreme  cold  reduces  electrical  resistance  of  certain 
materials  to  zero. 

Intermagnetics  General  (25,  IMGC)  gets  as  far  down  the  ther- 
mometer as  it  can  with  its  low-temperature  electrical  compo- 
nents used  in  medical  magnetic  resonance  imaging  systems. 
Despite  the  beating  that  the  technology  sector  has  taken,  order 
trends  for  MRI  magnets  and  refrigeration  equipment  should  be 
strong.  The  market  for  these  invaluable  diagnostic  machines 
continues  to  grow. 

After  nonrecurring  items,  chiefly  the  sale  of  a  division, 
Intermagnetics  showed  a  20%  earnings  hike  to  $7.3  million  in 
its  fiscal  first  half.  Shares  are  now  trading  at  21  times  trailing 
earnings.  The  gain  potential  is  not  trivial. F 
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The  Patient  Investor  By  John  W.  Rogers  Jr. 

Never  Never  Land 


THERE'S  SOMETHING  ABOUT  TODAY'S  STOCK  MARKET 
that  reminds  me  of  Peter  Pan.  In  the  Broadway  musi- 
cal, when  Tinker  Bell  is  dying,  Peter  begs  the  audience 
to  clap  their  hands  to  bring  her  back.  Sure  enough,  the 
clapping  restores  the  fairy  to  life.  Today  Wall  Street 
seems  to  be  using  a  similar  strategy,  attempting  to  will  a  bull 
market  back  from  the  dead.  Unfortunately,  no  matter  how  hard 
we  clap,  we  cannot  bluff  away  lagging  profits  and  revenues. 

Signs  of  life  do  exist.  The  economy  seems  to  be  on  the 
mend,  from  rising  gross  domestic  product  to  the  fourth  quar- 
ter's productivity  surge  of  5.2%,  to  February's  surprising 
pleasant  employment  report. 
But  if  last  year's  faltering  econ- 
omy can  be  characterized  as  a 
"recessionette,"  does  it  make 
sense  for  the  market  to  have  a 
roaring  rebound  instead  of  a 
more  tepid  reversion  to  the 
norm?  Since  their  postattack 
lows  on  Sept.  21, 2001,  the  Dow 
is  up  30%  and  the  S&P  500,  20%. 
Even  Federal  Reserve  Chairman 
Alan  Greenspan  himself,  oft  the 
dispassionate  voice  of  economic 
reason,  is  sounding  exuberant, 
rationally  or  otherwise. 

Lest  we  forget,  we  are  still 
fighting  a  war  against  an  elusive 
enemy  at  home  and  abroad. 
The  consumer,  having  valiandy 
supported  a  struggling  economy,  is  now  saddled  with  debt.  Fac- 
tor in  Enron's  fall,  Global  Crossing's  and  Kmart's  bankruptcies, 
plus  a  besieged  accounting  industry — and  stocks  are  bound  to 
suffer.  Not  to  mention  the  likelihood  of  rising  interest  rates, 
inflation  and  a  failure  of  that  much-anticipated  corporate  profit 
growth  to  materialize. 

Maybe  the  economy  is  out  of  the  E.R.,  but  it  is  still  in  the 
recovery  room.  And  a  recessional  relapse  is  always  a  very  real 
possibility.  Realistically,  what  do  I  see  ahead  for  stocks?  After 
such  a  strong  surge,  I  anticipate  a  decline  of  10%  for  the  bal- 
ance of  the  year.  That's  no  bull  market. 

Amid  all  this  turbulence  you  can  find  good  stocks  that  also 
are  real  bargains.  The  following  companies  have  quality  fran- 
chises with  powerful  brands  and  outstanding  management. 
They  have  reasonable  long-term  growth  prospects,  and  they 
sell  at  significant  discounts  to  what  they  would  be  worth  to 
an  acquirer. 

The    outlook    for    Grey 
Global  Group  (645,  GREY)  is  any- 
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thing  but  colorless.  After  all,  the 
company  has  an  aversion  to 
stock  splits.  This  full-service 
advertising  and  marketing  ser- 
vices firm  boasts  an  A-list  client 
roster  that  includes  Procter  & 
Gamble,  Bell  South  and  3M. 
Owning  approximately  20%  of 
the  company,  septuagenarian 
Chief  Executive  Edward  Meyer 
aligns  his  interests  squarely 
with  those  of  investors.  It  lost 
money  last  year  in  a  horrible  ad  climate.  My  estimate  of  the 
stock's  intrinsic  value  is  $940  a  share,  meaning  its  current  price 
is  at  a  31%  discount. 

With  operations  on  five  continents,  Jones  Lang  LaSalle  (22, 
JLL)  helps  corporate  clients  buy,  sell  and  manage  real  estate 
worldwide.  Additionally,  its  financial  services  arm  provides 
investment  banking  and  other  real  estate  services.  Jones  is  now 
reaping  the  benefits  of  a  cost-reduction  program  implemented 
in  2001,  when  the  recession  and  restructuring  charges  left  it  in 
the  red.  Trading  at  13  times  what  I  expect  for  forward  12 
months  earnings,  lones  Lang  sells  at  a  21%  discount  to  intrinsic 
value. 

Libbey  (37,  LBY)  is  a  crystal-clear  bargain.  As  the  country's  i 
leading  producer  of  glass  tableware,  the  company  has  a  stable 
franchise  and  a  dominant  position  in  its  core  business.  Addi- 
tionally, with  its  strong  presence  in  the  food  service  segment, 
including  hard-hit  hotels  and  restaurants,  Libbey  is  due  to  ben- 
efit from  the  current  economic  recovery.  In  200 1  the  company 
agreed  to  purchase  the  Anchor  Hocking  glassware  business  of 
Newell  Rubbermaid  at  an  attractive  price,  an  acquisition  that 
should  add  to  earnings  assuming  the  deal  stays  on  course.  At 
$37  Libbey's  shares  sell  for  14  times  trailing  earnings  and  13 
times  forward  earnings.  Intrinsic  value:  $47. 

Despite  significant  debt  on  the  balance  sheet,  Sybron  Dental 
Specialties  (20,  SYO)  has  everything  straightened  out.  The  sec- 
ond-largest publicly  traded  dental  company  sells  tools  and  sup- 
plies for  orthodontics  and  general  dentistry.  I  am  willing  to  tol- 
erate Sybron's  debt — a  result  of  strategic  acquisitions  to  expand 
its  product  line  and  geographic  reach — because  the  company  is 
a  leader  in  an  industry  with  consistent  growth  and  a  steady 
stream  of  recurring  revenue.  Shares  sell  for  18  times  trailing  and 
only  16  times  forward  earnings,  and  at  a  26%  discount  to  my 
value  estimation. 

These  picks  may  not  fly  high  like  Peter  Pan,  but  they 
are  excellent  for  long-term  investors.  No  pixie  dust  needed.    F 
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New  evidence  says  many  devastating  brain  diseases 
may  share  the  same  cause— clumps  of  protein  debris  that 
clog  the  circuitry.  It  could  lead  to  new  drugs  for  millions 
of  aging  Americans,  by  robert  langreth 


/ard  Medical  Sc 


RAIN  DISEASES  LAY  WASTE  TO 
their  victims  in  many  different 
ways,  most  of  them  fatal. 
Alzheimer's  robs  patients  of 
memory.  Parkinson's  ravages 
>rain  regions  that  coordinate  movement. 
Huntington's  unleashes  uncontrollable 
pasms.  Lou  Gehrig's  disease  vanquishes 
he  nerve  cells  that  control  the  muscles, 
lesearchers  have  long  assumed  the  causes 


of  these  and  other  degenerative  disorders 
are  as  disparate  as  their  symptoms. 

But  that  assumption  is  being  turned 
upside  down,  a  stunning  development 
with  profound  implications  for  the  6  mil- 
lion Americans  with  these  ailments — and 
the  millions  more  to  come  as  baby 
boomers  age.  Many  researchers  now 
believe  most  of  these  disorders  share  a 
common  origin:  clusters  of  deformed 


proteins  that  pile  up  in  the  brain  over  the 
years,  slowly  poisoning  brain  cells.  Like 
globs  of  molecular  glue,  the  protein 
debris  wreaks  havoc  inside  brain  cells, 
clogging  communication  channels  and 
gumming  up  nutrients  and  other  neces- 
sary chemicals. 

The  new  thinking  provides  crucial 
clues  to  devising  the  first  treatments  to 
attack     the     molecular     origins     of 
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How  Toxic  Bundles  Form 


The  villainous  beta-amyloid 
begins  life  as  a  free-floating 
protein  fragment  that  has 
been  clipped  off  the  surface 
of  brain  cells  by  enzymes.  (I) 


Small  bundles  of  up  to  a 
dozen  amyloid 
fragments  are 
thought  to  be 
harmful  to  mem- 
ory, according  to 
data  from 
Harvard's  Dennis 
Selkoe.  Future  drugs 
might  bind  to  individual 
fibers  and  prevent  bun- 
dles from  forming.  (5) 


Individual  fragments  soon 
form  small  bundles  of  tens 
to  hundreds  of  the  frag- 
ments (2)  and  then  larger 
fibers  containing  thou- 
sands of  fragments.  (3) 


Ultimately,  huge  amyloid 
plaques  form  containing 
millions  of  amyloid  frag- 
ments mixed  in  with  other 
cellular  gunk. (4) 


Source:  Peter  Lansbury. 


Alzheimer's  and  other  brain  diseases. 
Instead  of  having  to  start  drug  develop- 
ment from  scratch  for  every  disease, 
researchers  hope  they  can  recycle  similar 
therapeutic  strategies  to  treat  several 
brain  disorders. 

"The  convergence  is  incredible. 
Everything  is  falling  into  place.  I'm  hop- 
ing not  to  be  working  on  these  diseases 
in  10  or  15  years,"  says  Harvard  Medical 
School  chemist  Peter  Lansbury,  who 
studies  Parkinson's  and  Alzheimer's.  He 
envisions  a  day  when  people  will  rou- 
tinely get  genetic  tests  to  spot  the  threat 
of  brain  decay,  followed  up  with  brain 
scans  every  few  years  for  those  at  risk.  At 
the  first  hint  of  trouble  patients  could 
preemptively  take  cluster-blocking 
drugs,  just  as  millions  take  cholesterol 
drugs  to  prevent  heart  disease. 

Little  biotechs  and  pharmaceutical 
giants  alike  are  racing  to  devise  drugs  to 
block  the  deadly  clusters.  They  arc  fo- 
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cusing  first  on  Alzheimer's,  by  far  the 
brain's  most  common  degenerative  dis- 
order. Praecis  Pharmaceuticals,  in 
Waltham,  Mass.,  has  crafted  a  compound 
dubbed  Apan,  now  in  early  human  tests, 
which  prevents  toxic  bundles  from  form- 
ing by  latching  on  to  them  like  Velcro. " 
Canada-based  Neurochem  has  designed 
a  drug  to  block  sugarlike  structures  called 
glycosaminoglycans,  which  help  protein 
fragments  form  bundles;  the  compound 
prolongs  survival  of  mice  with 
Alzheimer's-like  symptoms  and  is  in 
early  human  testing. 

"There  is  a  new  air  of  hopefulness 
after  a  long  time  without  much  hope," 
says  Zach  Hall,  president  of  En  Vivo  Phar- 
maceuticals and  former  head  of  the 
National  Institute  of  Neurological  Disor- 
ders and  Stroke. 

But  devising  new  drugs  may  take  a 
decade  or  more,  and  it  will  be  difficult  to 
target  such  a  delicate  organ  without 
causing  side  effects.  This  winter  Elan 
Corp.  had  to  halt  trials  of  its  Alzheimer's 
vaccine  after  it  was  linked  to  brain 
inflammation  in  15  of  360  patients. 

Nor  is  there  proof  that 
protein  clusters  cause 
brain-cell  death  rather 
than  result  from  it;  the 
evidence  is  especially 
sketchy  for  amyotrophic 
lateral  sclerosis,  or  Lou 
Gehrig's  disease.  It  isn't 
known  why  the  brain  is  so 
vulnerable  to  protein 
globs,  which  presumably 
form  in  other  organs,  too. 
Researchers  figure  the 
brain  is  more  sensitive 
because  most  neurons  are 
created  in  childhood  and 
are  never  replaced, 
whereas  in  most  other 
organs  cells  constantly  turn  over. 

"We  have  so  little  knowledge  that  we 
may  be  being  dangerously  simplistic," 
cautions  Mihael  Polymeropoulos,  a 
geneticist  at  Novartis. 

The  toxic-cluster  theory  arises  from 
the  sudden  confluence  of  several  inde- 
pendent lines  of  research.  Some  of  the 
most  powerful  evidence  comes  from 
studies  of  patients  with  inherited  forms 


"We  nave 
SO  LITTLE 
KNOWLEDGE 

that  we  may 
be  being 
dangerously 
simplistic^. 


of  Parkinson's,  Alzheimer's,  Lou  Gehrig's, 
Huntington's  and  related  diseases.  Over 
the  past  decade  gene  hunters  have  identi- 
fied a  dozen  mutant  genes  that  cause 
these  diseases.  Most  times  the  mutant 
gene  codes  for  a  protein  that  boosts  the 
formation  of  globs  of  protein  debris. 

The  first  hints  about  cellular  debris 
came  almost  a  century  ago,  when  psychi- 
atrist Alois  Alzheimer  studied  the  brains 
of  demented  patients  after  death  and 
found  them  clogged  with  strange  deposits 
he  dubbed  amyloid  plaques.  A  few  years 
later,  similar  deposits,  called  Lewy  bodies, 
were  found  in  autopsied  brains  of  Parkin- 
son's victims.  No  one  knew  quite  what  to 
make  of  these  odd  clumps.  For  decades 
the  plaques  and  Lewy  bodies  were  viewed 
merely  as  by-products  of  brain  disease. 
Doctors  came  up  with  all  sorts  of  theo- 
ries, blaming  Alzheimer's  on  factors  as< 
varied  as  aluminum  in  the  water  supply 
and  a  lack  of  key  brain  nutrients,  and 
attributing  Parkinson's  disease  to  pesti- 
cide exposure  or  drug  abuse. 

In  the  late  1980s  circumstantial  evi- 
dence condemning  the  role  of  Alzheimer's 
amyloid  plaques  began  to 
build  when  Harvard  biolo- 
gist Bruce  Yankner  showed, 
in  test  tubes,  that  the  amy- 
loid protein  poisoned  brain 
cells.  Exactly  why  and  how 
amyloid  might  harm  the 
brain  was  unclear. 

By  the  early  1990s  the 
amyloid  theory  attracted 
the  interest  of  chemist 
Peter  Lansbury,  who  was 
then  at  MIT  doing  basic  re- 
search on  how  proteins 
fold  into  their  complex 
final  structures.  His 
chemist  colleagues  viewed 
Alzheimer's  research  as  a 
dead  end,  but  Lansbury  switched  his 
lab's  focus  to  plaques. 

Other  researchers  had  identified  sev- 
eral related  protein  fragments,  called 
beta-amyloid,  inside  the  amyloid 
plaques,  but  they  didn't  know  which  pro- 
teins were  the  bad  ones.  In  1993  Lans- 
bury showed  that  when  he  put  a  smidgen 
of  beta-amyloid-42  into  a  mixed  solution 
of  free-floating  amyloid  particles,  it 


Novartis  and  Suzan  drove 
her  into  remission 

in  35  days. 


Suzan  had  been  fighting  a  losing  battle  against  cancer  for  three  long 
years.  By  January  2000,  she  was  too  sick  to  continue  her  studies.  She 
was  losing  weight,  her  hair,  and  at  times,  her  will  to  live.  But  today 
Suzan  feels  better  than  ever.  And  as  a  result  of  her  experience,  she's  now 
pursuing  a  new  degree,  and  a  new  career,  in  molecular  biology.  Novartis 
is  proud  to  be  the  innovative  force  that's  bringing  new  optimism  and 
hope  to  patients  and  their  families.  No  one  can  promise  what  the  future 
holds  for  cancer  patients,  but  today  Suzan  is  winning  the  fight  against 
her  particular  form  of  cancer,  enjoying  a  good  quality  of  life  and 
realizing  her  dreams. 


"One  minute  I  was  looking  at  death.  The  next, 
I  was  looking  at  my  whole  life  in  front  of  me." 

—  Suzan  M. 
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MainEvent    2002  Topics: 


•  Finding  Heroism  In  Your  Work 

•  The  Truth  About  the  24/7  World  Of  Communication 

•  We're  All  Connected:  How  To  Create  The 
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917  452  0290  or  visit  www.womenfuture.com  to  rec 
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Strategic    Partners 


accenture 


ARNOLD  &  PORTER 


BakekA  M^Kenzik 


Media    Partners 


-  '      ST 


NYSE 

New  York  Slock  tuhmp. 


I 

tompeters 


Forbes       (^PBS 


n 


womenfutun 


Advertisement 


$    i 


1 

Instant  Advertiser  Information  to  receive /h?e information 

from  Forbes  advertisers  visit  their  web  sites  or  call  the  listed  phone  numbers 


kJ  Kutomotive 

\i  ura 
l-800-TO-ACURA 
•rww.acura.com 

^Hummer 

www.hummer.com 
""Jeep 

www  jeep  com 

/  iXUS 

www.lexus.com 

-Shell  Oil 
|-8OO-376-O2O0 

www.eountonshell.eotn 

I  ota 
www  .toyota.COITb tomorrow 

-  Toyota  Motor  Sales  I  S  * 

GO-TOYOTA 
WWW  TOYOTA  COM 

U  UtfoflMUm  Technology 

Delphi  Automotive  Systems 
yww.delphiauto.com 
1  MBusiness  Opportunity 

( 'ORE  Licensing  Services 
- 
www.corf.com 

MBusmeSS  Serines 

Dynegy  Inc. 
grww.dynegy.com 

KINKO'S 
www.kinkos.com 

t&Busirtew  to  Business 

\i  r 
vww.aep.com 

\K  Steel  Corporation 
-866-571-6351 
s  w  w. aksteel.com/agion 

\ortel  Networks 
ww.nortelnetworks.com 

Rockwell  Automation 
1ww.r0ckwell.com 
K  'omputer/Technology 

Expedia.com 
ww.Expediaxom 

Sharp  Electronics  Corp. 
w  w  SharpLCD.com/note\  ision 
iarp  Electronics  Corp. 
ww.sharp-usa.com 
mlConsumer  Products/Sen  ices 

-  Callaway  Golf 
1-800-228-2767 

ww  wxallawaygolf.com 


Flight  Options 
www.tlightoptions.com 

Hallmark  Flowers 
1-800-Hallmark 
www.Hallmark.com 

Hillsdale  College 
www.hilKdale.edu 

Shell  Oil  Company  USA 
www.shellus.com 

Six  Continents  Priority  Club 
Rewards 

www.priohtyclub.com 
hi  Financial  Services 

American  Century  Investments 
I -877-44- AMCEN 
w  w  w  americuneentury.com 

Countrywide  Home  Loans 
www.countrywide.com 

Ikitek 
1-877-88-DATEK 
www.datek.com 

Janus  Investment  Fund 
1-800-272-9176 
www.iaiuis.com 

Jli  Oxford  &  Company 
I-XOO-JB-OXFORD 
www.jboxford.com 

The  Vanguard  Group 
1-800-643-9998 
www.vanguard.com 

U.S.  Trust 
1-800-US-TRUST 
www.ustrust.com         * 
^Hotels 

Starwood  Hotels 
1-877-Starwood 
www.spg.eom 

ul  Resort 

Lajitas 

800-944-9907 
www.laiitas.com 

^Travel 

Holland  America 

1-800-336-2687 
www.hollandamerica.com 

kt  I  Business  Classified 

^Academic  Resource  Center 

1-800-951-1203 
www.arrc.org 
Affiliated  Business  Consultants 

www.bizsale.com 
1-719-540-2200 
^ARBOC  Inc. 
561-621-7110 


^Aspire  Technologies,  Inc. 

www.quotewerks.com 
-Bally  Financial  Group,  Inc. 
1-888-539-5006/Louis 

Bank  Newsletter.com 
1-888-814-7575 
"  Bana  Fine  Arts 
1-800-275-DALI 

BusinessCreditUSA.com 
1-888-274-5325 

Capital  Asset  management 
1-800-710-0002 
www.assetprotection.com 

Comshare 
1-800-922-7979 
www.comshare.com/forbes 

Delaware  Business  Inc. 
I  -800-423-2993 
www.e-incorporate.com 

Fridgedoor.com 
1-800-501-3953 
www.fridgedoor.com/biz.htnil 

Great  Western  Business 
1-800-999-SAVE 
www.gwbs.com 
'  InfoUSA 
1-800-555-5335 

Inpex 
1-877-853-IDEA 
www.inventionshow.com 

Millennium  Investment 
Partners 
1-866-4-1 -space 
or  1-866-417-7223 

Modern  Postcard 
1-800-959-8365 
www.modenipostcard.com 
J '  Moran  Yachts 
www.moranyachts.com 
^Nationwide 
1-800-995-0049  ext  7675 

Palazzo  Antellesi 
www.florencerentals.net 
212-932-3480 

Partingglass  Racing 
Partnership 

www.partingglassracing.com 
^Publishers  Group 
1-800-675-6144 
^Rarity  Bay 
1-888-RARITY  BAY 
www.RarityBay.com 

Registered  Agents,  LTD 
1-800-441-5940 
www.IncUSA.com 


A "Rocky  Mountain  Real  Estate 

1-888-880-5363 

www.rockymtnre.com 

-^Steven  Sears  CPAI Attorney 

1-714-544-0622 

www.searsatty.com 

-^Sonesta  at  Mutiny 

www.miamiluxurypenthouses.com 

The  Loan  Consultants,  Inc. 
1-800-336-3933 
www.viewTLC.com 
^The  National  Center  For 
Stuttering 
1-800-221-2483 
www.stuttering.com 
^Valef  Yachts  Ltd. 
1-800-223-3845 
www.valefyachts.com 

\SlSouthwest  Florida: 

Doing  Business  in  Paradise 

-^Economic  Development 

Council  of  Collier  County 

www.eNaplesFlorida.com 

^The  City  of  North  Port 

www.northportecondev.com 

~^Mote  Marine  Laboratory 

www.mote.org 

^Sarasota  County  Committee  for 

Economic  Development 

www.sarasotachamber.org 

~^Lee  County  Economic 

Development  Office 

www.leecountybusiness.com 

70  WCI  Communities,  Inc. 

www.wcicommunities.com 

^Charlotte  County  Economic 

Development  Office 

www.charlottecountyfl.com 

Fifth  Third  Bank 
www.53.com 

LI  Mexico 

n  State  of  Nuevo  Leon 

www.mexico-business.net 

•^Telmex 

www.telmex.com 


^:=Web  visit  phone  call  only 


- 


Forbes  Magazine  April  15,  2002 


HEALTH  I  BRAIN  DISEASE 


Brain  region:  motor  neurons 

Lou  Gehrig's  disease  (ALS)  

ALS  destroys  nerves  that  operate  muscles.  Early  evidence 
hints  that  in  some  inherited  forms  of  the  disease,  a  mutant 
enzyme  forms  potentially  dangerous  clusters. 


Brain  region:  basal  ganglia 
Huntington's  disease  


Hazardous  Waste 


Huntington's  is  caused  by  a  mutant  gene  that  de- 
forms the  huntingtin  protein,  resulting  in  aggregates 
called  inclusions  inside  the  nucleus  of  brain  cells. 


Inclusions 


Brain  region:  substantia  nigra 

Parkinson's  disease 

Parkinson's  patients  have  brain  globs  called  Lewy 
bodies  that  contain  a  malformed  and  potentially 
toxic  protein  called  alpha-synuclein. 


Brain  region:  cerebral  cortex  (gray  matti 

Hippocampus 

Alzheimer's  Disease 

Alzheimer's  fills  the  brain  with  unnatural  de 
posits  called  amyloid  plaques  as  well  as 
"tangles"  of  a  fibrous  protein  called  tau. 
Both  proteins  may  be  toxic. 


Neurofibrillar 
tangles  inside 
neuron 


Amyloid 
plaque 


Protein  clusters  cajMbrm  in  the  various  brain 
regions  associate^with  deadly  diseases.  Over  time 
the  body's  protein  processing  centers  leave  debris 
behind  that  ovwrwhelms  neuroiis.  Why  deformed 
protein  debris  Knkbrain  celj^remains  a  mystery. 


Brain  region:  various 
Mad  Cow  disease 

The  human  form  of  Mad  Cow  dis- 
ease, Creutzfeldt-Jakob  disease,  is 
caused  by  deadly,  infectious  pro- 
teins dubbed  prions. 


Prion 


Source: 


trochem:  PNAS 


immediately  caused  them  to  coalesce 
into  clumps.  He  proposed  that  42  was  the 
pathological  form  of  amyloid  and  that 
excess  amounts  of  it  would  accelerate  the 
buildup  of  unnatural,  toxic  clusters  in  the 
brain's  memory  centers.  Sure  enough, 
geneticists  discovered  that  patients  with 
rare  gene  mutations  that  cause  them  to 
produce  high  levels  of  the  42  form  usually 
get  Alzheimer's  at  a  young  age. 

At  the  University  of  California,  San 
Francisco,  neurologist  Stanley  Prusiner 
was  amassing  evidence  that  deformed  pro- 
teins played  a  key  role  in  another  class  of 
fatal  disorders:  Creutzfeldt-Jakob  disease, 
the  human  version  of  Mad  Cow;  and  a  re- 
lated malady  in  sheep  known  as  scrapie. 

These  diseases  are  even  more  insidi- 
ous than  Alzheimer's  because  they  are 
infectious;  people  contract  Mad  Cow  dis- 
ease by  eating  tainted  beef.  Scientists  had 
long  assumed  these  disorders  must  be 
caused  by  a  virus,  but  Prusiner  had  pro- 
posed back  in  1982  that  deformed  pro- 
teins called  prions  were  the  culprit.  That 
violated  the  dogma  that  an  infectious 
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agent  must  contain  DNA  to  replicate;  pro- 
teins have  no  DNA.  But  Prusiner  gradually 
proved  his  case,  nailing  down  the  precise 
molecular  identity  of  the  infectious  prion 
in  1993,  just  as  Lansbury  was  publishing 
his  amyloid-42  work. 

Prusiner  proved  that  prions  are  a 
deformed  version  of  an  otherwise  harm- 
less protein  called  PrP.  The  bad  prion 
form  is  chemically  identical  to  the  good 
form  except  that  it  has 
morphed   into   a   highly 
toxic  shape,  like  an  X-Acto 
knife  stuck  in  the  open 
position.  (Prusiner  won 
the  Nobel  Prize  in  1997  for 
his  work.) 

Lansbury  noticed  par- 
allels between  his 
Alzheimer's  theory  and 
Prusiner's  prions.  He 
showed  that  just  as  the  bad 
amyloid-42  sped  the  for- 
mation of  amyloid  clus- 
ters, a  small  number  of 
pathological  prions  could 


convert  good  prions  to  the  dark  side,  at 
least  in  test-tube  experiments.  There  is 
still  debate  as  to  whether  single  prions  or 
clusters  are  the  villains. 

His  idea,  ahead  of  its  time,  was 
greeted  with  a  yawn  by  biologists.  "I  was  a 
wacky  chemist,  an  outsider,"  he  says.  But 
Harvard  neurologist  Dennis  Selkoe,  an 
early  champion  of  the  amyloid  theory  of 
Alzheimer's,  took  notice  and  lured  Lans- 
bury to  Harvard  Medical 
School  in  1996. 

In  the  late  1990s  the 

toxic-cluster  theory  was 

extended  to  a  third  major 

I  HI  hOpill^  nOt    disease:  Parkinson's. 

to  be  working 


ON  THESE 
DISEASES 

in  10  or  15 
yearsJ! 


Geneticist  Mihael  Poly- 
meropoulos,  then  at  the 
National  Institutes  of 
Health,  pinpointed  a  gene 
that  causes  a  rare  inherited 
form  of  the  disease  by 
spawning  mutations  in  a 
protein  called  alpha-synu- 
clein. When  researchers 
then  looked  inside  Lewy 


MAYBE  "CUSTOMER  SERVICE 
SHOULD  BE  MORE  THAN  ONE 
DEPARTMENT. 
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When  everyone  focuses  on  customers,  something  amazing  happens:  departments 
communicate,  questions  get  answered,  and  products  keep  moving.  That's  why  the  mySAP™ 
Customer  Relationship  Management  solution  links  customers  with  your  complete 
organization.  It  keeps  data  consistent  across  all  touch  points  and  it's  the  only  CRM  solution 
that  integrates  with  all  other  business  processes,  so  it  shortens  sales  cycles  and  lowers  costs. 
Which  means  your  customers  won't  be  waiting  around  for  good  service,  they'll  be  too  busy 
getting  it.  For  more  info,  visit  www.sap.com 

THE  BEST-RUN  E-BUSINESSES  RUN  SAP 


HEALTH  I  BRAIN  DISEASE 


Cluster  Busters 


Direct  Reimbursement  (DR)  is  the  one 
dental  plan  that  lets  you  design  the 
kind  of  coverage  you  want  for  your 
employees.  You  determine  the  employee 
contributions.  And  you  only  pay  for  what 
your  employees,  use.  Call  now  for  more 
information,  or  visit  our  website  for  a  DR 
cost  estimate.  Go  ahead,  check  us  out. 
You'll  like  what  you  see. 

1-800-212-7698  exk130 
www.ada.org/DR/13p 


DIRECT! 


A  bevy  of  biotechs  is  racing  to  design  drugs  that  stop  clusters  of  toxic  brain 

debris  from  forming.  They  are  focusing  first  on  Alzheimer's  disease,  but  similar 

strategies  may  work  for  other  brain  maladies  like  Parkinson's  disease. 

PRAECIS  PHARMACEUTICALS 

(Walfham,  Mass.) 

Strategy:  Experimental  drug  Apan  for  Alzheimer's  blocks  toxic  amyloid  clusters. 

Status:  Early  human  trials 

NEUROCHEM 

(Saint-Laurent,  Canada) 

Strategy:  Alzhemed  drug  reduces  Alzheimer's  signs  in  mice. 

Status:  Early  human  trials 

NOVARTIS 

(Basel,  Switzerland) 

Strategy:  Searching  for  compounds  to  inhibit  amyloid  clumps  in  Alzheimer's. 

Status:  Preclinical  testing 

ENVIVO  PHARMACEUTICALS 

(Redwood  City,  Calif.) 

Strategy:  Using  fruit  flies  to  screen  for  Alzheimer's,  Parkinson's, 

and  Huntington's  disease  drugs. 

Status:  Early  lab  research 

INPRO  BIOTECHNOLOGY 

(South  San  Francisco,  Calif.) 

Strategy:  Founded  by  Nobel  Laureate  Stanley  Prusiner.  Aims  to  disinfect  drugs  to 

kill  prions,  and  to  detect  prion  diseases. 

Status:  Startup 


bodies,  the  mysterious  globs  in  the  brains 
of  Parkinson's  patients,  they  found  abun- 
dant synuclein. 

The  gene  findings  showed  Parkinson's 
might  also  result  from  the  buildup  of  brain 
debris,  in  this  case  globs  of  synuclein. 
Lansbury's  team  helped  build  the  case, 
proving  in  1998  that  the  mutant  synuclein 
proteins  formed  clusters  more  easily  than 
normal  synuclein.  Meanwhile,  researchers 
had  discovered  the  gene  for 
Huntington's,  a  fatal  inher- 
ited disorder  that  currently 
afflicts  30,000  Americans.  It, 
too,  creates  mutant  proteins 
that  build  up  into  globs  in- 
side neurons. 

These  days  Lansbury, 
Selkoe  and  other  propo- 
nents of  the  cluster  theory 
are  suddenly  in  the  main- 
stream, as  the  circumstan- 
tial evidence  has  become 
difficult  to  ignore.  The 
biggest  unanswered  ques- 
tion is  why  protein  globs  are 


so  deadly.  The  answer  may  lie  in  their  un- 
usual structure.  Healthy  proteins  coil  up 
into  precise  ball-like  structures  that  en- 
sure they  interact  only  with  their  in- 
tended targets.  Prions,  beta-amyloid  and 
synuclein,  by  contrast,  are  full  of  stick) 
structures  called  beta-sheets  that  react 
willy-nilly  with  crucial  proteins. 

As  patients  age,  genetic  mutations  oi 
unknown  environmental  factors  ma) 
boost  the  production  of  de- 
formed proteins.  Or  olc 
brain  cells  simply  may  gel 
worse  at  disposing  of  de- 
bris. Stanford  Universit) 
biologist  Ron  R.  Kopito  re- 
cently showed  that  dump.' 
of  the  Huntington's  proteir 
can  clog  up  the  cell's  wastt 
disposal  system.  "You  get 
these  diseases  because  tht 
garbage  collectors  go  or 
strike,"  he  says,  "or  because 
the  in-laws  move  in  anc 
double  the  amount  o 
garbage  you  produce." 


The  biggest 
unanswered 
question  is 
why  PROTEIN 
GLOBS  ARE 
SO  DEADLY. 


/ith  a  Direct  Reimbursement  dental  plan,  you  decide  how  much  your  company  contributes.  You  decide  how  much  your 
mployees  contribute.  And  since  there  are  no  monthly  premiums,  you  pay  only  when  your  employees  actually  visit  the 
entist.  It's  a  self-funded  dental  plan  for  smart  companies.  What's  more,  your  employees  have  the  freedom  to  choose  any 
entist  they  want.  Wouldn't  you  like  to  get  compliments  on  your  dental  plan?  Call  now  for  more  information,  or  visit  our 
website  for  a  DR  cost  estimate.  1-800-232-7698  GXt.130  |  www.ada.org/OR/130 
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The  Pursuit  for  the  Charles  Schwab  Cup. 

Hale  Irwin  and  Tom  Kite  are  leading  the  charge  in  the  season-long 

chase  for  the  SENIOR  TOUR's  ultimate  prize,  the  Charles  Schwab  Cup. 

Allen  Doyle  won  the  2001  title  and  donated  his  entire  $1  million 

tax-deferred  annuity  to  charity. 
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CHARLES  SCHWAB  CUP  POINT  STANDINGS  AS  OF  3/10/02 
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North  America's  first  event 
exclusively  for  the  applications 

of  satellite  technology  ^0^^ 


SATCON 


Satellite  Application  Technology  Conference  &  Expo 

November  1 8-20,  2002 
Hilton  New  York 

www.satconexpo.com 
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Chick  Flick 

Okay,  so  they  mate  in  the  water.  But  what  else  would  make  you  watch  a  puffin  video? 

BY  MONTE  BURKE 


THESE  DAYS  IN  THE  WORLD  OF  ANIMAL  DOCUMEN- 
taries,  cute  is  okay,  but  sex  and  violence  sell  much 
better.  The  Fox  Network's  Wlien  Animals  Attack  was 
a  solid  Nielsen  winner,  as  is  die  Discovery  Channel's 
Shark  Week.  As  nature  writer  William  McKibben 
once  quipped,  the  most  popular  documentaries  consist  of  "ungu- 
lates and  big  cats  alternatively  mating  and  killing  each  other."  So 
why  did  filmmaker  Daniel  Breton  spend  four  months  last  year 
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braving  blizzards  and  fighting  off  frostbite  on  a  barren  chunk  of 
rock  some  20  miles  off  the  coast  of  Maine  filming  a  55-minute 
documentary  on  puffins  called  Fish  Out  of  Water7. 

Yes,  there's  some  sex.  Less  than  a  minute  into  it,  we're  treated 
to  a  mating  (in  the  water  no  less).  And  it  does  have  violence. 
There  is  footage  of  a  seagull  feasting  on  some  chicks. 

But  the  film,  which  Breton  has  hopes  of  peddling  to  PBS  or 
the  Discovery  Channel,  is  decidedly  G-rated.  Mosdy  because  he 


»vant£d  it  that  way.  "I  had  two  choices,"  Breton  explains.  "I  could 
:rv  to  sensationalize  it  or  just  make  the  film  I  wanted."  Certainly 
Jie  penguin-like  birds  are  supercute,  with  foreheads  that  sport 
.vhat  look  like  eyebrows,  giving  their  faces  the  appearance  of 
peing  able  to  express  surprise  and  curiosity. 

Puffin  lovers  in  fact  have  spawned  a  retail  industry  of  sorts 
n  Maine.  Trinket  shops  up  and  down  the  coast  sell  puffin  shirts, 
ishtravs  and  key  chains.  There's  even  a  chain  of  convenience 
itores  called  Puffin  Stop.  The  fowl  are  favorites  of  birders  from 
Maine  to  Newfoundland,  from  Greenland  to  Ireland  to  France 
the  full  range  of  the  Atlantic  Puffin's  habitat).  On  top  of  that, 
he  birds  (like  Garbo)  project  an  air  of  mystery:  They  spend 
anlv  a  few  months  near  land  each  year,  then  head  back  out  to  sea, 


Though  by  Breton's  reckoning  there  had  been  ten  documen- 
taries about  the  birds  and  Project  Puffin  already — including 
shows  aired  on  the  National  Geographic  Channel  and  the  Dis- 
covery Channel's  Animal  Planet — he  felt  there  was  more  of  the 
story  to  be  told.  "Most  filmmakers  came  out  for  only  a  few  days," 
he  says.  "I  knew  I  could  do  more."  The  result,  he  felt,  would  be  a 
better  film.  Next  question:  How  to  fund  the  project? 

Breton  saved  for  two  years  while  working  at  a  $40,000-a-year 
job  managing  an  organic  food  shop  in  Manhattan.  He  also  tapped 
into  the  salary  of  his  wife,  Christine,  who  works  as  a  hairdresser. 
"Using  your  life's  savings  for  a  film  is  exacdy  what  they  tell  you  not 
to  do,"  he  says,  recalling  the  advice  he  got  from  friends  in  the  film 
industry.  The  preferred  way  of  raising  money,  though — writing 


"I  wanted  to  be  a  FILMMAKER,  not  a  FUNDRAISER," 


scientists  know  not  where. 

Breton  saw  puffins  as  more  than  winged  ashtray-sellers.  He 
iaw  them  as  artistic  inspiration — cinematic  art,  in  his  case.  What 
Beatrice  was  to  Dante,  birds  were  to  Breton. 

He  was  born  the  son  of  a  tool-and-die  maker  in  Franklin, 
Mass.,  45  minutes  south  of  Boston.  His  parents  divorced  when  he 
;,  and  Breton,  now  35,  and  his  two  younger  brothers  stayed 
,vith  his  mother,  who  had  to  steal  scraps  of  food  from  dumpsters 
jehind  supermarkets  to  feed  her  young.  "She  had  to  swal 
ow  her  pride,"  he  says. 

Leaving  home  on  the  morning  of  his 
18th  birthday,  he  was  determined  to 
jecome  an  artist.  "The  poverty  of  my 
rhildhood  was  so  ugly,"  he  says.  "Art 
s  a  way  o(  making  a  reality  that's 
more  beautiful."  First  he  tried  his 
land  at  painting,  then  he  fiddled 
.vith  jazz  guitar.  But  it  wasn't  until  became  upon 
lis  grandfather's  old  windup  movie  camera 
:hat  he  knew  he  had  finally  found  his 
nedium.  He  moved  to  New  York  and 
mended  the  film  school  at  New  York 
University  for  a  semester  before 
dropping  out,  convinced  he  could 
earn  more  on  his  own.  All  he 
leeded  was  the  right  subject. 

He  found  it  on  Seal  Island  five 
■  ears  ago  while  visiting  his  brother, 
\ndre,  who  was  there  as  a  volun- 
eer  working  with  Project  Puffin — a 
lonprofit  group  seeking  to  right  an 
nvironmental  wrong  perpetrated  100 
/ears  ago.  After  seabird  feathers  became 
Jie  ornament  of  choice  for  ladies'  hats  and 
:oats  in  the  19th  century,  milliners  all  but 
clucked  the  species  clean.  As  recently  as  the 
1970s  there  were  fewer  than  200  birds  left  in  all  of 
Vlaine.  Today?  Lots  more,  including  at  least  400  on 
Seal  Island  alone. 


grant  proposals — was  not  for  him.  "I  wanted  to  be  a  filmmaker, 
not  a  fundraiser,"  he  says. 

He  spent  $10,000  on  a  Canon  XL1  and  a  Sony  XC-999,  the  lat- 
ter no  bigger  than  a  fat  cigar,  so  compact  it  could  be  put  inside  the 
birds'  underground  burrow  nests  to  get  shots  of  parents  feeding 
and  rearing  their  chicks. 

In  early  April  last  year  Breton  was  dropped  off  by  boat  on  Seal 
Island.  Five  days  later,  alone  and  with  only  his  tent  as  shelter,  he 
faced  his  first  crisis:  a  blizzard.  "No  one  prepared  me  for 
that,"  he  says.  He  bundled  up  in  every  piece  of  cloth- 
ing he'd  brought.  Then  his  toes  went  numb.  He  had 
to  do  something,  so  he  boiled  seawater  on  his  gas 
stove  and  placed  a  cardboard  box  over  the  steam, 
creating  what  he  called  a  "foot  sauna."  He  made 
it  through  with  toes  intact. 

He  had  no  running  water  and  ate  rice  every 
night.  He  had  no  human  contact,  just  a  cell  phone 
charged  by  solar  power.  His  only  company  were 
seals,  which  gave  him  lice. 
Three  weeks  into  his  stay,  the  puffins  started  to 
arrive,  a  pair  at  a  time.  They  spent  their  first  ten  days 
in  the  water  around  the  island,  mating  and  getting 
accustomed  to  the  sight  of  land.  Then  suddenly 
at  sunrise,  hundreds  came  ashore  all  at 
once,  squawking  and  making  a  racket 
with  the  thrumming  of  their  wings. 
Like  actors  answering  a  casting 
call,  they  hammed  it  up  for  Bre- 
ton's cameras,  walking  Charlie 
Chaplin-like  in  the  manner  of 
their  antipodal  counterparts, 
the  penguin. 

Having  finished  his  puf- 
fin homage,  Breton  views 
with  equanimity  the  com- 
mercial consequences  of 
his  decision  not  to  pros- 
titute his  product  in 
order  to  sell  it.  Even  if 
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PBS  were  to  buy  the  rights,  he  might  just  break  even. 

Last  month  Breton  sent  the  documentary  to  two  film  festi- 
vals, and  he  plans  to  circulate  it  among  at  least  six  more.  Its 
chances  of  winning  are  slim  against  animal  documentary  behe- 
moths such  as  National  Geographic  and  the  BBC,  whose  films 
have  $  1  million  budgets. 

Breton  shrugs  off  any  flirtation  with  fame  or  fortune.  "I'm 
never  going  to  be  Nelson  Mandela,  but  I'd  like  to  make  some  con- 


tribution," he  says.  "Puffins — because  they  seem  so  human— are 
maybe  a  way  to  inspire  people  to  learn  about  something  else  on 
earth."  With  any  luck  he  will  fly  to  immortality  on  the  wings  ol 
tiny  birds.  "People  will  see  the  firm,"  he  says,  "and  that's  the  only 
way  they'll  know  about  me." 
Puffin  fans  who  want  to  know  more  about  Project  Puffin 
or  keep  current  with  the  status  of  Breton's  movie  should  go  tc 
www.projectpuffin.org  or  www.ganglionfilms.com. 
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Get  ready  for  a  wave  of  new  V-I2s— in  all  their  gravel-throated,  carbon-spewing  splendor. 


JOHN  KERRY  HASN'T.  RALPH  NADER 
didn't.  The  Taliban  couldn't.  Noth- 
ing, it  seems,  can  stop  America's  love 
affair  with  petrol-guzzling,  rubber-burn- 
ing, more-cylinders-than-God-intended- 
man-to-have  horsepower.  Anybody  need- 
ing proof  has  only  to  look  at 
Lamborghini's  new  205mph,  $273,000 
V-12-powered  Murcielago,  in  U.S.  show- 
rooms since  January. 

Consider  what  the  advent  of  the  Mur- 
cielago represents:  It's  the  first  in  a  wave 
of  ridiculously  powerful  cars  about  to  hit 
U.S.  shores.  By  2006  we'll  practically  be 
swimming  in  V-l2s — not  to  mention 
V- 1 0s  and  even  a  V- 1 6. 

The  great  fallacy  here,  of  course,  is 
that  a  12-cylinci  -r  engine  is  necessarily 
more  potent  than  a  V-8.  It  all  depends  on 
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BY  MICHAEL  FRANK 

how  the  engine  is  built,  its  displacement 
(the  volume  in  liters  displaced  by  the 
cylinders)  and  other  variables,  such  as 
compression  ratios  and  the  way  an  engine 
"breathes"  (is  it  turbocharged  or  super- 
charged?). In  general,  though,  the  V-12s 
coming  our  way  will  kick  out  at  least 
400hp — much  more  than  the  average 
V-8 — and  in  some  cases  as  much  as 
600hp.  As  for  gas  mileage,  if  you  have  to 
ask,  you  can't  afford  to  purchase  these  big 
engines.  No  V-12  car  is  going  to  have  a 
sticker  price  below  $80,000. 

For  some  horsepower-hungry  drivers, 
money  is  no  object.  Despite  a  depressed 
economy,  the  wait  for  a  new  Ferrari  is  as 
much  as  two  years  now,  depending  on  the 
model.  In  the  U.K.  gas  costs  $5  a  gallon, 


and  a  special  levy  based  on  CO:  emissions 
adds  up  to  35%  to  the  price  of  a  car.  Still, 
buyers  are  lining  up  for  Aston  Martins, 
Ferraris  and  Lamborghinis. 

Such  nameplates,  formerly  indepen- 
dent, are  divisions  now  of  bigger  corpo- 
rations. Ford  Motor  owns  Aston.  Fial 
owns  Ferrari  and  Maserati.  Volkswagen 
owns  Lamborghini,  Bentley  and  Bugatti. 
Thus  a  new  motor  developed  for  one 
exotic  car  can  be  dropped  into  another 
owned  by  the  same  parent,  squeezing 
maximum  return  from  the  same  invest- 
ment in  engineering.  At  VW  both  a  Bent- 
ley  sports  sedan  and  a  four-seat  Bugatti 
may  get  new  12-cylinder  engines  in  the 
next  few  years.  A  two-seat  Bugatti  will 
debut  in  2003,  driven  by  an  outrageous 
1,001 -horsepower  V-16 — a  rarity  since 
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Executive  Education  That  Works 


TM 


Wharton  has  a  wealth  of  faculty  expertise  and  executive  development  experience 
to  help  you  respond  to  current  challenges  and  seize  new  opportunities. 


SENIOR  MANAGEMENT 

Executive  Development  Program 

\September  1-13,  2002;  November  10-22,  2002 

Suited  for  managers  who  need  to  integrate  several  functions, 

[products,  or  regions. 

Advanced  Management  Program 

\}une  2-July  5,  2002;  September  22-October  25,  2002 
Designed  for  senior  executives  who  are  in,  or  directly  support, 
the'office  of  the  chief  executive. 

LEADERSHIP 

1  The  Leadership  Journey: 

Creating  and  Developing  Leaders 

July  14-19,  2002 

Dubbed  a  "strategic  self-development"  exercise,  this  program 

prepares  you  for  increased  leadership  responsibilities  by 

examining  your  own  vision  of  yourself  as  a  leader. 

Building  Relationships  That  Work 

July  21-24,  2002  (San  Francisco);  November  3-6,  2002 
Build  stronger  relationships  throughout  your  career. 

The  CFO:  Becoming  a  Strategic  Partner 

July  28-August  2,  2002 

Designed  for  CFOs,  vice  presidents,  controllers  and  other 
senior  finance  executives  who  play  an  increasingly  central 
role,  in  setting  strategy  for  their  organization. 


MANAGEMENT 

Strategic  Thinking  and  Management  for  Competitive  Advantage 

August  4-8,  2002  (San  Francisco);  October  2j-November  1,  2002 
Examine  a  variety  of  growth  strategies,  including  alliances, 
acquisitions,  and  internal  corporate  ventures. 

join  the  best  minds  in  business 
at  Wharton  Executive  Education. 

To  apply  or  learn  more  about  programs  in  Philadelphia  and 
our  new  San  Francisco  location,  visit  our  website  or  call: 
215.898.1776  or  800.255.3932  ext.  2926  phone 
215.898.2064  (attn:  2926)  fax 
http://wh-execed.wharton.upenn.edu/2926.cfm  web 
execed@wharton.upenn.edu  (subject  2926)  e-mail 


Wharton 


Aresty  Institute  of 
Executive  Education 

The  Wharton  School 
University  of  Pennsylvania 
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1940,  when  Cadillac  made  the  last  V-16. 

Ford,  not  to  be  outdone,  has  put  an 
Aston  Martin  V-12  under  the  hood  of  its 
Lincoln  Continental  concept  car.  Daimler- 
Chrysler  will  roll  out  its  Maybach,  a  super- 
stretched  V-12  with  sleeper  seats  like  those 
on  an  airliner,  late  this  fall.  And  Cadillac 
may  market  a  V- 12  model  similar  to  its  con- 
ceptual 750-horsepower  Cien.  F 
To  learn  what  the  Lamborghini  is  like  to 
drive,  visit forhes.com/lamhorghini. 


Wages  of  Sin 

The  federal  gas-guzzler  tax  is  scaled  to 
fuel  efficiency  in  miles  per  gallon,  the  lux- 
ury tax  to  the  price  (3%  of  the  amount  it 
exceeds  $40,000).  If  you  worry  about 
global  warming,  pay  attention  to  GGE 
(Greenhouse  Gas  Emissions)  scores, 
which  reflect  the  number  of  tons  of  car- 
bon dioxide,  nitrous  oxide  and  methane 
dumped  into  the  atmosphere  by  each  en- 
gine per  15,000  miles  of  driving.  Sticker 
prices  below  do  not  include  guzzler,  luxury 
or  sales  taxes.  Mpg  numbers  assume  both 
urban  and  highway  driving. 

LAMBORGHINI 
MURCIELAGO 

Price  $273,000 
Mpg  10;  Horsepower  580;  GGE  18; 
Guzzler  tax  $7,700;  Luxury  tax  $6,990 

ASTON  MARTIN 
VANQUISH 

Price  $224,000 
Mpg  14;  Horsepower  460;  GGE  12.9; 
Guzzler  tax  $5,400;  Luxury  tax  $5,520 

BENTLEY 
ARNAGET 

Price  $230,000  (est.) 
Mpg  12;  Horsepower  450;  GGE  15.9; 
Guzzler  tax  $7,700;  Luxury  tax  $5,700 

FERRARI  575  M 
MARANELLO 

Price  $222,000 
Mpg  12;  Horsepower  515;  GGE  16.2; 
Guzzler  tax  $7,700;  Luxury  tax  $5,460 

MERCEDES-BENZ 
CL600 

Price  $119,595 
Mpg  17;  Horsepower  362;  GGE  10.9; 
Guzzler  tax  $3,000;  Luxury  tax  $2,388 

Sources:  Government  reports;  companies. 


The  Broker  Did  It 

Finally,  a  thriller  where  market  moves  supply  as 
much  suspense  as  a  murder  mystery  |  by  larry  light 


SHELF  AFTER  SHELF  OF  THRILLERS 
have  plots  set  in  courtrooms.  But 
what  about  on  trading  floors?  In  a 
nation  where  half  the  households  play 
the  market  (or  at  least  have  some 
money  invested  there),  you'd  think  an 
enterprising  novelist  would  pick  Wall 
Street  as  the  backdrop  for  popular, 
high-stakes  whodunits. 

One  has — Stephen  Frey. 

He  does  for  trading  floors  what 
John  Grisham  has  done  for  the  bench. 
In  his  day  job,  Frey  is  a  principal  at  a 
private  equity  firm,  so  his  tales  of  high 
finance  and  low  chicanery  come  from 
the  perspective  of  a  guy 
who's  been  there. 

Ever  wonder  how  to  get 
a  piece  of  an  initial  public 
offering?  Frey  weaves  the 
answer  into  his  seventh  and 
most  recent  novel,  The  Day 
Trader  (Ballantine,  $25),  set 
in  the  fevered  world  of  on- 
line investing.  For  Frey,  the 
pursuit  of  big  money  is  not 
a  wicked  thing.  This  alone 
makes  his  work  refreshing. 
Where  past  plots  have  in- 
volved vast,  shadowy  forces 
eager  to  unleash  worldwide 
havoc,  The  Day  Trader  is  intimate — an 
old-fashioned  murder  mystery  set  in  mo- 
tion by  one  man's  thirst  for  revenge. 

Augustus  McKnight  is  a  typical  Frey 
hero,  imbued  with  both  physical 
prowess  and  the  numerical  smarts 
needed  to  make  money.  Unlike  Frey's 
past  heroes,  though,  he's  not  a  Wall 
Street  hotshot  but  a  paper  products 
sales  rep  trapped  in  a  dead-end  job.  On 
the  side  he  dabbles  in  online  investing. 
When  his  wife,  Melanie,  is  murdered, 
McKnight  gets  $1  million  from  her 
insurance.  He  becomes  a  full-time  day 
trader  at  a  local  firm  that  rents  technol- 
ogy-crammed cubicles  to  people  like 
him,  hell-bent  on  getting  richer. 


As  Melanie's  beneficiary,  McKnight 
naturally  becomes  a  prime  suspect  of  thej 
detective  investigating  her  murder.  Turn? 
out  that  the  night  she  was  slain,  she  anc 
McKnight  argued.  She  scratched  him 
Worse,  he  has  no  one  to  vouch  for  hi: 
whereabouts  afterwards.  As  the  detective 
builds  a  case,  McKnight  sets  out  to  solve 
the  crime  himself,  not  knowing  the  killei 
lurks  among  his  fellow  traders. 

They  range  from  the  comical  to  the 
sinister:  a  spoiled  college  dropout  with 
purple  hair  who  chronically  lose;, 
money;  a  former  soldier  given  tc 
screaming  and  ranting  when  his  traded 
go  wrong;  a  mysteri- 
ously wealthy  widowj 
Frey  nails  the  Dan 
winian  economics  o:i 
this  kind  of  invest-! 
ing:  When  McKnight) 
asks  what  happenec| 
to  two  traders 
who've  departed,  i\ 
cubicle  mate  explain;1 
with  a  wry  chuckle 
"They  went  bank- 
rupt. Lost  every- 
thing. It  happens  al 
the  time." 

McKnight  daz-' 
zles  his  peers  with  prescient  stock  picks 
He  finds  a  drug  company,  recendy  gone 
public,  where  restrictions  on  manage- 
ment's selling  of  stock  are  ready  tc 
expire.  He  buys  puts  and  cleans  up 
When  a  trader  gets  into  a  jam  ordering 
$  1 0,000  of  the  wrong  stock  just  before 
the  market  opens,  McKnight  shows  hin 
how  to  cancel  out. 

Gropingly,  McKnight  deduces  the 
killer's  identity.  His  beloved  Melanie,  i 
seems,  had  been  leading  a  double  life 
Soon  suspects  start  piling  up  like  mar- 
gin calls,  including  Melanie's  amorou: 
former  boss  and  McKnight's  own  sup- 
posed best  friend.  To  reveal  more  woulc 
constitute  insider  trading.  f 
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George  E.  Pataki 

Governor  of  the  State  of  New  York 

Michael  R.  Bloomberg 

Mayor  of  the  City  of  New  York 


John  C.  Whitehead,  chairman 
Lower  Manhattan  Development  Corporation 
Louis  Tomson,  Executive  Director 
Lower  Manhattan  Development  Corporation 


Hugh  L-  Carey  Battery  Park  City  Authority 

James  F.  Gill,  Chairman 

Charles  I.  Urstadt,  Vice  Chairman 

David  6.  Cornsteln,  Member 

Timothy  S.  Carey,  President  &  CEO 


Tribute  in  Light 

A  tribute  to  the  memory  of  those  who  were 
lost  and  a  symbol  of  the  spirit  of  the  great 
city  of  New  York 

On  the  six-month  anniversary  of  the  World  Trade  Center  attacks,  it  is  important  to  honor 
those  who  were  lost  on  September  nth  and  to  celebrate  the  spirit  of  all  New  Yorkers  who 
have  struggled  to  get  our  city  through  its  greatest  trial. 

On  March  nth  a  Tribute  in  Light  will  be  inaugurated.  Two  great  beams  of  light  will  rise  from 
a  site  just  north  of  Ground  Zero.  The  lights  will  shine  each  night  through  April  13th,  from  dusk 
until  11  pm."  Filling  the  void  in  the  Lower  Manhattan  skyline  and  visible  from  miles  around, 
they  will  be  seen  as  a  symbol  of  respect  for  the  families  whose  lives  have  been  forever  altered 
and  also  as  a  symbol  of  our  shared  determination  to  rebuild  the  great  city  we  love. 


This  project  was  made  possible  through  the  generous  support  of: 

The  General  Electric  Company      Deutsche  Bank 


Contributing  sponsor* 

Con  Edison 

Agnes  Cund 

Alliance  for  Downtown  NY 

Covington  &  Burling 

Robert  Wood  Johnson  IV 

Metlife  Foundation 

David  Rockefeller 

The  Rudin  Family  Foundation 

Sullivan  &  Cromwell 

Forbes  Magazine 

The  New  York  Times 

The  Wall  Street  Journal 

The  New  York  Daily  News 

Thomas  Healy  and  Fjed  Hochberg 

LEF  Foundation 

Third  Millennium  Foundation 

Phillip  Aarons  and  Shelley  Fox  Aarons 

Aber  D.  Unger  Foundation 

Amanda  Burden 

Andy  Warhol  Foundation  for  the  Arts 

Andrew  Helskell 

Richard  and  Donna  Joi 

Lynford  Family  Fund 

Mark  Willard  and  Associates 

Merrill  Lynch 

Tobias  Meyer  and  Mark  Fletcher 

Millennium  Partners 

New  York  Times  Company  Foundation 

Roy  and  Niuta  Titus  Foundation 

We  also  extend  our  thanks  to  the  many 
individuals  who  made  additional 
contributions  to  this  project. 


Imagine  New  York 

We  Invite  the  public  to  contribute  Its 
opinions.  Ideas  and  visions  for  the  future 
of  our  city.  Lower  Manhattan  and  the 
World  Trade  Center  site  by  participating 
in  "Imagine  New  York",  a  project  of  the 
Municipal  Art  Society.  For  more 
information,  go  to  vmnv.lmaglneny.org 


Citizens  Committee 
Philip  K.  Howard 

Chairman 

Kent  L.  Barwick 

President,  The  Municipal  Art  Society 

Amanda  Burden 

Gordon  J.  Davis 

Jennie  Farrell 
Give  Your  Voice 

Mary  Fetchet 
Voices  of  September  1 1 

Marian  Fontana 

September  it  widows'  and  Victims 

Families  Association 

Susan  Freedman 
Anthony  Gardner 

World  Trade  Cente:  United  Family  Group 

Gail  Gregg 

Vartan  Gregorian 

Agnes  Gund 

Thomas  Healy  and  Fred  Hochberg 

Andrew  Heiskell 

Monica  Iken 

September's  Mission 

Robert  Wood  Johnson  IV 

Peter  R.  Kann 

Bruce  Ratner 

David  Rockefeller 

Arthur  M.  Schlesinger,  Jr. 

Carl  Weisbiod 

We  recommend  the  following  public  places 

Manhattan 

Washington  Square  Park 

Abingdon  Square  at  8th  Ave  &  Hudson  St. 
Union  Square  Park 

Empire  State  Building  (Observation  Deck) 
Washington  Market  Park  in  Tribeca 

(bounded  by  Greenwich.  Chambers  and  West  Streets) 

Roosevelt  Island 
Waterfront  Promenade 

Brooklyn 

Brooklyn  Bridge  Pedestrian  Walkway 

Brooklyn  Heights  Promenade 

f  ulton  Ferry  State  Park 

69th  Street  Pier 

Pulaski  Bridge  Pedestrian  Walkway 

Fort  Greene  Park 

Queens 

Gantry  Plaza  State  Park 

Rockaway  Station,  Roxbury 


AOL  Time  Warner 

Creative  Team 

John  Bennett 
Gustavo  Bonevardi 
Richard  Nash  Gould 
Julian  Laverdiere 
Paul  Marantz 
Paul  Myoda 

Organized  byt 

The  Municipal  Art  Society 
Saskia  Levy,  Project  Coordinator 

with  support  from  Creative  Time 
Anne  Pasternak,  Executive  Director 

With  special  thanks  to: 

Mayor's  Office  of  Emergency 

Management 

Mayor's  Community  Assistance  Unit 

Manhattan  Community  Board  1 

Public  Art  Fund 

Urban  Data  Solutions 

Dan  Kloris  Communications 

Charles  Nesbit 

Space  Cannon  Illumination  Inc. 

Light  America  Inc. 

Michael  Ahern 

Site  Production 

Hammer  Press 
Lippincott  &  Margulies 


for  optimal  views  of  Tribute  in  Light: 

Staten  Island 

Ferry  Terminal  and  on  the  ferry 

St.  George  Waterfrcnt 
Fort  Wadsworth 

New  Jersey 

Liberty  State  Park,  Jersey  City 

Owen  Grundy  Pier,  Jersey  City 

Newport,  Jersey  City 

Port  Imperial,  Weehawken 

Castle  Point  Promenade,  Hoboken 

PierAPark.Hoboken 

Boulevard  East,  Weehawken 

Exchange  Place,  Jersey  City 

South  Mountain  Reservation,  Essex  County 

Eagle  Rock  Reservation,  Montclair 

DeKorte  Park,  Meadowlands 

*  The  lights  may  be  turned  off  on  cloudy  nights 
when  the  Federal  Aviation  Administration 
determines  that  they  may  Interfere  with  air  traffic. 


FORBES  LIFE  I  JULES  VERNE 


Eerily 
Prescient 

New  novels  cinch  Jules  Verne's  reputation 
as  the  Nostradamus  of  technology. 


BY  SUSAN  ADAMS 


FROM  THE  IAKTH  TO  THt  MOON 


ALVIN  TOFFLER,  JOHN 
Naisbitt,  Faith  Popcorn: 
all  of  them  famous  prog- 
nosticated. Yet  each 
comes  off  a  piker  when 
compared  to  the  true  master  of  indus- 
trial clairvoyance,  Jules  Verne.  As  a  bevy 
of  new  books  (some  never  before  avail- 
able in  English)  makes  plain,  no  mod- 
ern seer  is  worthy  to  touch  so  much  as 
the  hem  of  his  diving  suit. 

Before  he  died  in  1905,  Verne  had 
depicted — in  some  60  novels — a  world 
eerily  like  ours:  airplanes,  movies,  guided 
missiles,  submarines,  the  electric  chair,  air 
conditioning  and  the  fax  machine.  Even 
Islamic  terrorists  make  their  precocious 
debut  in  Invasion  Of  the  Sea  (1905),  in 
which  they  face  off  against  Western  tech- 
nocrats. The  book,  now  translated  into 
English  for  the  first  time  ( Wesleyan  Uni- 
versity Press,  $25),  is  but  one  of  five  newly 
released  Verne  novels  coming  out  over  the 
next  two  years. 

Even  where  Verne  was  wrong,  he  may 
eventually  be  right.  Case  in  point:  spacer 
travel.  He  nailed  many  details  perfectly. 
In  his  version  {From  the  Earth  to  the, 
Moon,  1865,  and  its  sequel,  All  Aroundi 
the  Moon,  1870),  an  aluminum  craft 
launched  from  central  Florida  achieves  a. 
speed  of  24,500  miles  per  hour,  circles 
the  moon  and  splashes  down  in  the  Pa- 
cific. A  century  later  Apollo  8,  made  of 
aluminum  and  traveling  at  24,500  miles 
an  hour,  took  off  from  central  Florida.  It 
circled  the  moon  and  splashed  down  in 
the  Pacific. 

What's  wrong  with  this  picture? 
Verne's  vehicle  is  not  a  rocket  but  a  pro- 
jectile launched  into  space  by  a  gigantic 
cannon.  As  recently  as  1990,  though, 
British  engineer  Gerald  Bull  came  close 
to  building  just  such  a  gun  for  Saddam 
Hussein — so  close  that  unknown  agents 
snuffed  him  out  before  he  could  com- 
plete the  job.  We  may  yet  live  to  see  such 
space  cannons. 

Verne  never  studied  science  formally. 
Pushed  to  get  a  law  degree  by  his  lawyer 
father,  he  toiled  as  a  stockbroker,  not  pub- 
lishing his  first  novel  until  1863,  at  the 
ripe  old  age  of  35.  He  sucked  in  scientific 
knowledge  from  1 5  newspapers  a  day,  as 
well  as  a  half-dozen  magazines  and  the 
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GIVING  WITH  THE 
RIGHT  HAND, 

TAKING  AWAY  WITH  THE  LEFT. 


Back  in  the  1950s,  when  the  federal  government  first 
offered  subsidies  to  higher  education,  many  small  liberal 
arts  colleges  said  no  Hillsdale  College  was  among  the  loudest. 

Right  from  the  beginning,  we  wondered  where  the 
Constitution  says  the  federal  government  is  in  the  business 
of  higher  education  And  what  will  become  of  the  liberal 
arts  when  they  are  taught  under  government  regulation? 

Today  Hillsdale  College  is  almost  alone  in  refusing  all 
forms  of  federal  support.  But  though  we  are  outnumbered, 
we  are  still  right 


Did  you  know,  for  example,  that  the  cost  of  college  is  driven 
up  for  everyone  by  the  subsidies  the  government  provides? 

Did  you  know  that  even  the  meager  tax  breaks  you  can  get 
for  college  tuition  are  available  only  to  colleges  that  submit 
to  the  full  panoply  of  federal  regulation? 

Title  IV  of  the  Higher  Education  Act  has  now  grown  to 
hundreds  of  unreadable  pages,  every  one  full  of  bright  ideas 
by  bureaucrats  about  how  to  run  a  college. 

Maybe  we  are  almost  alone  in  resisting  the  education 
bureaucrats.  But  we  think  the  Constitution  agrees  with  us. 


Wrik,  call  or  go  to  our  Web  site  to  learn  more  about  (MM 
fufht  lor  inAtptadtna  I  lilhdale  (  olhije  also  publishes 
a  FREE  national  speech  digest.  Imprimis,  which  is 
sent  monthly  to  over  ont  million  readers.  I  urge  you  to 
sign  up  jor  your  own  FREE  subscription  today 


President,  Hillsdale  College 


HillsHale 


COLLEGE 

Educating  for  liberty  Since  1844 

800.535.0860 

www.hillsdale.edu 


Hillsdale  and  America 

»„  Ja"yP.Arnn 
Present.  Hillsdale  College 

■ — ■ 

rasa         >pz:r 


""%  mnm*  sfitvci 


§■   ■■!  ■ 


Hillsdale  College  Dept  PB-41 
Hillsdale,  Michigan  49242 


To 


receive 


Imprimis  FREE  OF  CHARGE  call  800.535.0860  or  go  to  www.hillsdale.edu. 


FORBES  LIFE  I  JULES  VERNE 


bulletins  of  various  scientific  and  geo- 
graphic societies.  His  genius  lay  in  extrap- 
olation. Everything  he  wrote  had  as  its 
foundation  the  best  engineering  and  best 
science  of  his  day.  His  future  was  the  pres- 
ent on  steroids. 

Verne  insisted,  for  example,  that  the 
Nautilus,  the  submarine  in  20,000  Leagues 
Under  the  Sea  (1870),  was  "nothing 
wholly  extraordinary,  nor  beyond  the 
bounds  of  actual  scientific  knowledge." 
He  was  right.  By  the  1860s  submarines 
indeed  existed — for  military  use.  But  they 
were  cramped,  two-  or  three-man  vessels, 
nothing  like  Captain  Nemo's  capacious 
craft,  with  its  20-foot  ceilings,  library, 
pipe  organ  and  fountain  bubbling  with 
fresh  water. 

In  Paris  in  the  Twentieth 
Century,  published  for  the 
first  time  in  1994,  Verne 
described  fax  machines,  gas- 
powered  cars  and  an  elevated 
mass  transit  system.  None  of 
these  existed  when  he  wrote 
the  book  in  1863.  But  there 
were  precursors,  such  as  the 
facsimile  gizmo  Scottish 
inventor  Alexander  Bain 
devised  in  1842.  It  had  two 
styli  connected  to  pendulums 
joined  to  a  wire  and  could 
reproduce  writing  on  an  elec- 


even  the  master,  and  many  of  the  things 
Verne  predicted  have  failed  to  appear, 
such  as  the  movable  10-square-mile 
island  built  by  a  group  of  millionaires  in 
Propeller  Island  (1895):  Home  to  a  large 
city,  it  moved  around  the  Pacific  Ocean 
on  electric  power.  Then  there  was  the 
chameleonlike  craft  in  Master  of  the 
World  (1904) — a  car/airplane/subma- 
rine/boat hybrid  that  transformed  itself, 
as  needed,  to  the  demands  of  ground,  air 
or  sea  travel. 

Spurred  on  by  his  publisher,  Pierre- 
Jules  Hetzel,  Verne  often  included  in  the 
texts  didactic  technical  explanations  of 
how  his  inventions  worked.  The  Catholic 
church  controlled  France's  schools  in  the 


CLASSICS  M 


WE  ARE  NOW  ENTERING 
THE  MOON  AREA  WHICH 
IS  BATHED  IN  SHADOWS 


THE  TEM- 
PERATURE 
IS  DROPPING/ 


just  been  reworked  into  English  by  two 
different  scholars  (Modern  Library,  $24 
and  Wesleyan  University  Press,  $40). 
Modern  Library's  is  the  more  elegant, 
inviting  translation,  but  Wesleyan's  has 
the  advantage  of  including  all  150  of  the 
gorgeous  woodcuts  created  for  the  origi- 
nal French  1870  version. 

Verne  books  are  freebies  for  publish- 
ers, since  European  and  U.S.  law  puts  pre- 
viously published  work  into  the  public 
domain  70  years  after  an  author's  death. 
Movie  and  television  producers  are  also 
cashing  in.  The  Disney  film  Atlantis, 
partly  inspired  by  20,000  Leagues,  is  per- 
haps the  most  recent  example. 

Verne  did  well  by  authors'  standards 
of  his  day.  He  got  a  cut  of 
theater  adaptations — the 
19th-century  equivalent  of 
optioning  screenplays.  Ac- 
cording to  Arthur  B.  Evans, 
the  most  prominent  Verne 
scholar  in  the  U.S.  and  pro- 
fessor of  modern  languages 
at  DePauw  University, 
Verne  earned  more  than 
50,000  francs — roughly 
$139,000  in  today's  dol- 
lars— from  his  share  of  the 
box  office  take  the  first  year 
Around  the  World  in  80 
Days  was  performed  on 


Verne  described  FAXMACHINES  AND  CARS  in  1863. 


trically  conductive  surface.  As  for  auto- 
mobiles: Though  cars  were  still  23  years 
off,  the  internal  combustion  engine  had 
been  invented. 

While  Verne  and  H.G.  Wells  are  com- 
monly regarded  as  twin  pioneers  of  science 
fiction,  Wells  was  by  far  the  more  "fantas- 
tic" of  the  two.  Verne  said  of  Wells  in  an  in- 
terview: "I  consider  him  a  purely  imagina- 
tive writer."  Again  Verne  was  far  more  right 
than  wrong.  Wells,  like  Verne,  tried  to  pre- 
dict how  man's  first  lunar  voyage  might 
unfold  (The  First  Men  in  the  Moon,  1901). 
But  in  the  Briton's  version,  the  vehicle  is  a 
sphere  covered  in  Venetian  blinds.  When 
opened  and  closed,  these  blinds — coated 
with  a  gravity-defying  substance — initiate 
man's  voyage  into  space. 

Nobody  bats  1,000,  of  course — not 


19th  century  and  frowned  on  the  teaching 
of  science.  By  weaving  science  lessons  into 
roiling  adventure  tales,  Verne  and  Hetzel 
strove  to  circumvent  those  strictures. 

Verne's  English  publishers,  however, 
didn't  favor  this  same  didacticism,  and  early 
translators  chopped  out  whole  chunks  of 
Verne's  work.  Worse,  some  early  transla- 
tions were  atrociously  sloppy.  In  the  1872 
English  version  of  20,000  Leagues  (regret- 
tably still  in  print),  Canadian  harpooner 
Ned  Land  lights  a  fire  with  "a  lentil."  Verne 
wrote  lentille,  meaning  "lens." 

The  good  news  for  Verne  readers: 
Steadily,  the  40-odd  badly  translated 
works  are  being  improved  in  new  edi- 
tions. One  of  his  most  wonderful  adven- 
ture stories,  The  Mysterious  Island,  about 
five  men  stranded  in  the  South  Seas,  has 


stage.  Verne's  deal  with  Hetzel,  his 
shrewd  publisher,  was  less  lucrative. 
Until  1875,  Verne  earned  a  flat  sum  for 
each  manuscript,  with  no  royalties.  For 
20,000  Leagues,  for  instance,  he  got  3,000 
francs,  or  the  equivalent  of  roughly 
$8,300.  After  1875  he  made  royalties,  but 
they  were  not  large — only  5%  of  first- 
edition  sales. 

Verne  may  not  have  been  a  great  busi- 
nessman, but  he  remained  intrigued  until 
the  end  of  his  life  by  matters  financial.  In 
his  70s,  he  told  a  journalist,  "If  I  were 
young  enough  I  would  be  tempted  to  take 
up  the  greatest  set  of  subjects  the  novelist 
of  the  future  will  have — the  fictions  of 
business  life,  with  the  intricate  intrigues 
. . .  and  gigantic  deals."  Could  he  have  had 
Ken  Lay  in  mind?  F 
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Travel 
Commerce 

CONFERENCE  &  EXPO 

June  4-5,  2002 
Hilton  New  York 
Hew  York,  NY 

rhe  Travel  Industry's  Event" 
For  Distribution,  Technology, 
and  Marketing  Strategies 

rravelCom  focuses  on  marketing,  technology  and 
distribution  strategies  relevant  to  offline  and  online  travel 
irms,  with  targeted  programming  covering  critical  issues 
ind  an  Expo  Hall  featuring  companies  that  will  provide  the 
ools  to  put  those  strategies  to  work  today! 


b  register: 


vww.travelcomexpo*com 

or  information  on  Exhibiting  and  Sponsorship 
)pportunities,  contact  Sue  Cronin  at  203-254-1488 
r  secronin@optonline.net 


FORRESTER 


onsored  by: 

Forbes 

3RQADVISI0N   XSMAi 


#^     ^   HEDNA  ™»" 

jQ    HOTEL 

ONLINE 


May  1,  2002 


The  Ritz-Carlton  Battery  Park,  New  York  City 


The  Forbes  Forum  on  the  Global  Economy: 
Creating  Wealth  &  Managing  Risk. 


Where  in  the  world  will  you  be  on  May  1? 

The  best  brains  in  the  world  will  be  at  The 

Forbes  Forum  on  the  Global  Economy.  Be 

sure  to  register  today  and  hear  how  your 

colleagues  are  weighing  the  risks  and 

rewards  of  global  financial  markets. 


The  keynote  address  will 

be  delivered  by  one  of  the 

world's  leading  economic 

thought  leaders, 

Robert  Rubin, 

Chairman,  Executive  Committee, 

Citigroup,  and  former  U.S. 

Treasury  Secretary. 


Joining  Mr.  Rubin  and  providing  extraordinary  insight  and  robu: 
discussion  are  the  following  confirmed  speakers: 

•  Lawrence  T.  Babbio,  Jr.,  Vice  Chairman  and  President,  Verizon 

•  John  C.  Bogle,  Founder,  The  Vanguard  Group 

•  Howard  Charney,  SVP,  Member,  Office  of  the  President,  Cisco 

•  Abby  Joseph  Cohen,  Chair,  Investment  Policy  Committee,  Goldman  Sach 

•  Kenneth  W.  Dam,  Deputy  US  Treasury  Secretary 

•  George  Gilder,  Chairman,  Gilder  Publishing 

•  Jeremy  Grantham,  Founder,  Grantham,  Mayo,  Van  Otterloo 

•  Lawrence  Kudlow,  ceo,  Kudiow  &  Co. 

•  David  Malpass,  Chief  International  Economist,  Bear  Stearns  &  Co. 

•  Andrew  Smithers,  Founder,  Smithers  &  Co. 

•  Anne  M.  Tatlock,  Chairman  and  CEO,  Fiduciary  Trust  Co.  International  ■ 

•  Brian  Wesbury,  Chief  Economist,  Griffin,  Kubik,  Stephens  &  Thompson 

For  more  information  on  this  conference  and  to  register,  please 
visit  www.forbes.com/conf  or  call  Linda  Stalzer  at  212.367.3527 
or  email  lstalzer@forbes.com. 


Forbes 'hr 


JBAL  ECONOMY 


AREER  OPPORTUNITIES 


Employment  review. 


From  the  flat  plains  of  Kansas  to  the  busy  streets  of  Los  Angeles,  the  power  of  communication 
is  universal.  Everybody  wants  to  talk  to  somebody.  At  Sprint,  our  community  of  employees  and 
suppliers  is  just  as  diverse  as  the  people  we  serve.  Better  yet,  we  are  the  people  we  serve. 
We  are  your  neighbors  in  Miami.  We  are  your  friends  in  New  Mexico.  We  are  calling  you 
from  down  the  street  and  sending  instant  messages  from  across  the  nation.  We  are  Sprint. 
And  we  are  working  together. 


Sprint 


sprint.com/hr 


© 


561-277-1216 


For  more  career  opportunities  visit  BestJobsUSA.com 


here 


takes  you  places; 


Exceptional  performance  is  driven  by  exceptional  people -working 
at  a  place  where  they  can  leverage  their  experiences,  strengths  and 
perspectives.  At  JPMorgan  Chase,  we've  created  an  environment 
where  everyone  can  reach  their  fullest  potential.  Our  people  build 
strong  networks,  meet  new  challenges  head-on,  grow  their  careers 
and  take  themselves -and  our  firm -to  new  heights. 


"•MPMorganChasi 


J. P.  Morgan  Chase  &  Co.  An  Ecpal  Opportunity  and  Affirmative  Action  Employer  M/F/D/V.  JPMorgan  Chase  is  a  marketing 
name  for  J. P.  Morgan  Chase  &  (Jo.  and  its  subsidiaries  worldwide.  ©2002  J. P.  Morgan  Chase  &  Co.  All  rights  reserved. 
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CAREER  OPPORTUNITIES 


Eiiiploymenl  Review 


Take  a  closer  look 


at  who  we  are. 


^^^^_     You  recognize  MasterCard  as  one 
^^^^j     of  the  world's  first  -  and 
|  '      best  -  payments  companies.  You 

I       H     know  that  the  MasterCard  brand 
^•^-^2     is  one  of  the  most  recognized  on  the 

planet.  But  take  a  closer  look,  and  you'll" 
discover  what  an  innovative,  forward-thinking  company 
like  MasterCard  can  do  lor  your  career,  r-rom  our  Global 
Headquarters  in  Purchase.  New  York,  and  our  Technology 
and  Operations  Headquarters  in  St.  Louis. 
Missouri,  comes  the  vital  support  that  builds, 
maintains  and  enhances  our  respected  and 
recognized  brand. 

At  MasterCard,  we  respect  and  value  the  important 
contribution  our  employees  have  made  to  our  success. 
Our  employees  feel  proud  to  work  for  MasterCard  and 
we  leel  proud  to  have  them  work  for  us. 

Ready  to  fast-forward  your  career?  Keep  MasterCard  in 
your  sights.  You"ll  find  everything  you  need  here  to  build 
the  exciting  career  you  want  -  and  deserve.  Our  benefits 
package  is  outstanding. 


New  York  Opportunities 

•  Business  Development 

•  Marketing 

•  Finance 

•  Communications 

St.  I  oiiiN  Opportunities 

•  Internet  Application 
Development 

•  Software  Development 

•  Network  Engineering 

•  Telecommunications 

•  Technical  Services 


E-Commcrcc 

Solutions/Strategies 

Sales 

Product  Development 


1  Customer  Support 
1  Operations 
1  Business  Development 
Finance/Accounting 


www.mastercard.com 


•ZiLL 


An  equal  opportunity  employer. 


~^% 


FIRST  DATA. 

Keeping  the  world's  commerce  moving. 

One  transaction  at  a  time. 


Paying  hills. 
Buying  online. 

mply  paying 

for  groceries 

at  the  local 

supermarket. 

Every  day. 

millions  of 

people  around 


=.'     the  world  rely  on 
First  Data  to 
quickly  and 
securely  handle 

what  they 

consider  to  be 

the  single  most 

important 

transaction  - 

their  own. 


We  re  First  Data,  the  global  leader  in  payment  systems  and 
e-commerce.  We  take  care  of  the  world's  commerce,  touch- 
ing more  than  1 7  billion  transactions  a  year  through  out- 
First  Data  family  of  companies,  including  TeleCheck  and 
Western  Union. 

But  most  importantly,  we  take  care  of  people,  ensuring  that 
their  transactions  are  processed  safely  and  efficiently.  We 
understand  that  each  single  financial  transaction  is  impor- 
tant, which  is  why  our  people  take  special  care  of  each  and 
every  one. 

And  as  a  company,  we  feel  the  same  way  about  every  one  of 
our  employees.  Because  we  recognize  that  it  is  their  indi- 
vidual contributions  and  their  capabilities  and  ideas  that 
have  made  us  who  we  are  today. 

When  you  work  at  First  Data,  you  have  all  our  resources 
and  support  behind  you  and  a  rewarding  career  ahead  of 
you.  Visit  our  website  at  www.flrstdata.com  to  find  out 
more  about  us  and  our  current  opportunities. 


Finl  Data  Corporation  is  an 
Etptal  Opportunity  Employer 
commuted  to  a  culturally 
Hivcric  workforce. 


FIRST 


We  're  a  world  of  opportunities 
tight  in  your  backyard." 


F7-1216 


For  more  career  opportunities  visit  BestJobsUSA.com 
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At  Corvas  International,  we're  on  a  mission  to  make  cardiovascular 
disease  and  cancer  ailments  of  the  past  through  innovative  drug  design. 

By  putting  yourtalents  to  work  for  us,you'll  gain  more  thanthe  resources 
needed  for  career  advancement.  You'll  experience  the  tremendous 
personal  rewards  that  come  with  making  a  positive  impact  on  the  quality  of 
life  for  people  acioss  the  globe. 

Right  now,  we're  utilizing  our  in-depth  knowledge  of  the  molecular 
and  cellular  mechanisms  underlying  blood  clotting,  inflammation,  and 
tumor  growth,  to  make  major  strides  in  the  development  of  injectable 
pharmaceuticals  that  intervene  at  specific  steps  involved  in  the  disease  process. 

We  also  have  a  strategic  alliance  with  Pfizer  Inc  for  the  development  and 
commercialization  of  our  novel  anti-inflammatory  agent  to  treat  ischemic 
stroke  We  expect  to  initiate  a  Phase  II  clinical  trial  for  the  treatment 
of  unstable  angina  in  2002  with  our  potent  anticoagulant  nNAPc2.  Our 
cancer  drug  discovery  programs  are  focused  on  the  development  of 
therapeutic  drugs  that  modulate  the  activity  of  serine  proteases  associ- 
ated with  the  growth  and  progression  of  solid  tu  11105  through  the  use  of 
innovative  chemistry  and  biology-based  platform  technologies. 

Take  your  career  out  of  the  realm  of  the  ordinary  Make  it  spectacular! 
F01  immediate  consideration,  forward  your  resume  to:  (orvas  International 
Inc,  Human  Resources  Department,  3030  Science  Paik  Road  San  Diego,  CA 
92121;  fax:  (858)  45S-04S7;  e-mail:  careers  <rcorvas.com  and  remember  to 
visit  www  CORVAS  com  for  up  to  date  information  about  new  positions. 


CORVAS 


National  Cooperative  Bank,  headquartered  in 
Washington,  DC,  is  a  truly  unique  financial 
services  company,  with  a  special  mission  and  a 
dynamic  work  environment. 


if 


We  offer  excellent 
compensation 
and  outstanding 
benefits. 

AfcB 

National  Cooperative  Bank 

Equal  Opportunity  Employer 


■  three  weeks  vacation  to  start 
■dollar  for  dollar  40 1k 

■  education  assistance  program 

1  top  medical,  dental  &  vision  plans 


To  learn  more  about  our 
opportunities,  visit  us  online, 
www.ncb.com,  or  submit  your 
resume  to  resume@ncb.com. 


I 


Trying  to  attract  the  best? 

Advertise  in  the  Best  Places  for  Business  and 
Careers  in  America,  Forbes  May  27  issue. 

Employment  Review  's  Banner 
Best  Places  to  Live  and  Work 


For  information  contact: 
561.277.1216 

forbes@rcitnedia.com 

Ad  Materials  duo:  April  1H 


•ftmu«r-i.iw.Tiin 

opmR 


Spread  the  Word 


Get  your  resume 
out  there  using  the 
best  tool  on  the  net. 


www.  Candida  tesuite.  com 


For  more  career  opportunities  visit,  BestJobsUSA.com 


To  advertise 
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Advertisement 


RETAIL  PRICET799.  ON  YOUR  WRIST  $179. 

IN  YOUR  POCKET  $620. 

I  lie  Klaus  Kobec  Couture  Sports  riion  timepiece  designed  for  the  cosmopolitan  man  01  woman  and  sports  professional  alike,  is 

now  available  direct  from  the  manufacture!  at  the  astonishing!)  low  price  ol  $179  -  a  saving  of  $620  on  the  retail  price  of  $799.  So  how  can 
we  make  an  offer  like  tins1  1  he  answer  is  beautiful!;  simple  We  have  no  middleman  to  paj  No  retail  overheads  to  pay.  And  not  the  usual 
mark-up  to  make,  which  on  lu\nr\  items  (including  watches]  I  in  bi   I  normous  We  just  make  beautiful  watches,  beautifnlK  simple  to  buy 

LADIES  RETAIL  PRICI    S759  DIRECT  PRII  CENTS  RETAIL  PRICI    $799  DIRECT  PRIC1    H79    FEATURES  INCLUDE    STAINLESS  STEEL  CAS1     \\l> 

BRAC1  t  I  I    STAINLESS  STI  I.I.  BUTTERFLY  CLASP  TO  THI    BRACELE1    CHRONOCRAPH  FEATURINC  HOURS,  MINUTES  A    D  SECONDS  DIALS.  CALENDAR 
WATER  RESISTANT    in  <  \l  MS    SI  I'l'l  II  I)   in  YOU  IN   \  MACNIFICEN'I   PRES1  NTATION  C\SI     LADIES  WATCH  DOES  NO!   INCLUDI   CHRONOCRAPH 

Credit  Card  Hotline   1-800-733-TIME  (1-800-733-8463),  seven  days  a  week.  Please  quote  code  FOR/04/CS. 


\i,,i  \imrn.r    I  -"I  No     I  npiration  Dari 


30  DAY 

MONEY 

BACK 

GUARANTEE 


Gentlemen's  Coutun   Sports 

total 

Ladies'  Couture  Sports 

iii  si""  total 

Plus  Shipping 

II,  Ri  I  ,  total 


ed  a  checl  or  money  ordei 
Signature 

Name 
I-  I'  phone 

ess 


.Zip  code  IOK;ii4/c;s 


Timepieces   International,   3580  North  West  56th  Streel     Fori    Lauderdale,  Florida  33309     Fa»     I  888  675  304S 
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Montana  Living 


Montana  Mountaintop  Living. 


homes  and  homesites  ranging  from  a 
comfortable  one  acre  to  an  expansive 
40  acres. 

Located  only  5  minutes  from  the 
town  ol  Whilehsh  and  20  mtnules  from 
,m  international  airport,  they  arc  ideal 
for  your  Rocky  Muuniain  retreat.  GME 
homesites:  SlMUk  -  $650k  LMR  parcels: 
S895k-$  1.5mm, 

Rocky  Mountain  Real  Estotc 

Toll  free.  888-880-LAND    Wbitefish,  Montana    www.rockymtnrc.com    rock ym tn@digisvs.net 


Enjoy  spectacular  views  of  pristine 
alpine  lakes.  Big  Mountain  Ski  & 
Summer  Resort.  Glacier  National  Park, 
and  the  extraordinary  Flathead  Valley. 
plus  have  the  convenience  of  full-time, 
high-speed  (1  5  million  hps)  Internet 
access.  Grouse  Mountain  Estates  and 
Lion  Mountain  Ranches  are  two  security- 
sated  enclaves  that  oiler  fully  serviced 


Advertisemen 


Dali  Original  Art 


DALI 


The  largest  exhibit  of  Dali  original  art, 

sculpture  &  authentic  prints  ever  shown 

and  offered  for  sale  in  the  Big  Apple. 


APRIL  20- MAY  1 

METROPOLITAN    PAVILION 

125   W.    18th   Street 

www.DALIinMANHATTAN.com 
TICKETS    1-800-367-DALI 


Luxury  Yachts 


32'  Hakvoort  Represents  a  world-class  MY  of 
excellent  pedigree  excellent  equipment  Trans- 
Atlantic  range.  10  guest  in  4  cabins.  Central  Agent. 


121 '  Hakvoort  Proven  world  cruiser  launched  in  1998. 
Superyachts  award  winner  First  time  for  sale.  True 
passage  maker  ready  to  go  anywhere  in  the  world. 


188'  Feadship.  This  new  yacht  will  be  ready  to  cruise 
the  Mediterranean  this  summer.  A  new  yacht  without 
the  wart  &  priced  very  competitively  Owner's  Agent 


132'  Amels.  Launched  in  Holland  in  1998.  Accom  for  8 
guests  in  4  cabins  Extremely  well  built  transatlantic 
yacht  with  all  the  right  equipment  MCA  classed. 


MORAN  YACHT  &  SHIP  INC. 

WORLDWIDE  CHARTERS  •  YACHT  MARKETING  •  CONSTRUCTION  CONSULTANTS 

1300  S.E.  17th  St.,  Ft.  Lauderdale,  FL  33316  •  (954)768-0707 
E-mail:  sales@moranyachls.com  Web  Site:  http://www.moranyachts.com 


Rarity  Bay,  East  Tennessee  Real  Estate 


Exceptional  Waterfront  Golf  Living 


It  s  an  interesting  choice:  the  coast  of  southern 
France  or  a  home  on  the  shores  of  Rarity  Bay,  a  scenic 
960-acre  peninsula  with  a  championship  golf  course, 
an  equestrian  center,  country  club,  and  homes  in 
French  Country  architecture.  Grand  Estate  homesites 
offer  you  Chateau  elegance  and  waterfront  vistas 
with  the  ambiance  of  Provence  in  the  foothills  of 
the  beautiful  Great  Smoky  Mountains.  Call  soon. 

Rarity  Bay  •  Vonore,Tennessee  •  Toil  Free  1-888-RARITYBAY 
e-mail:  infoQraritybay.com  •  www.raritybay.com 


(aritv 


Homes  starting  in 
the  $200, 000s 


,o 


For  information  and 

rates  on  advertising 

in  the  next  Forbes 

Display  Classified  Section 

Call  Media  Options 

1-800-442-6441 


Tuscany  Rentals 


Florence  and  Siena,  Italy 

The  best  apartments 

in  the  most  desirable  locations 

in  historic  landmarked  buildings. 

Rent  for  one  week  and  longer. 

www  .florencerentals  .net 
Tel:  212-932-3480 


Charge 
your  ad 


Legal  Services 


Asset  Protection 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 

•  Global  Investments 


Steven  Sears,  CPA  •  Attorney  at  Law 

714-544-0622  •  www.searsatty.com 


Forbes  Subscriber  Service. ..to  order,  change  address  or  other  customer  service,  call  1-800-888-9896. 
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Budget 


Report 


Analyze 


Success  today  depends  on  your  ability  to  quickly 
respond  to  change.  That  requires  accurately 
measuring  performance,  identifying  trouble 
spots,  and  having  the  flexibility  to  adjust  budgets 
and  plans  as  needed.  It's  an  ongoing  process 
calling  for  a  constant  flow  of  timely,  accurate 
data.  Is  your  current  business  information 
system  up  to  the  challenge? 

Comshare  offers  a  single  software 
application  to  help  you  implement, 
execute,  measure  and  adjust  your 
plans  and  actions  faster  and  more 
effectively.  Comshare  enables  you  to 
model  multiple  business  scenarios  with  the 
click  of  a  mouse,  use  that  information  to 
allocate  resources  in  support  of  strategic 
initiatives,  and  analyze  online  data  and  results 
immediately  for  quick  response  to  change. 
By  closing  the  gap  between  strategy  and 
performance,  Comshare  business  software 
delivers  maximum  ROI. 

Visit  our  website  to  receive  a  copy 
of  our  ROI  white  paper. 

800.922.7979 

Software  to  help  companies  implement  and  execute  strategy. 


pi 
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$4,500 
PER  CLIENT 


Offering  affordable  asset  protection 
to  make  clients  lawsuit  proof.  All 
the  local  appointments  you  can 
handle.  Lifetime  residuals.  24-hr. 
recorded  info.  (800>-653-4497 


Buying  or  Selling??? 

Businesses  and  franchises. 

Distributorships  and  Licenses. 

All  types,  prices,  terms, 

locations. 

ABC  719-540-2200 

bizsale.com 

or  see  franchise-for-sale.com 


e-mcorporate 


•  Registered  agent  services 

•  U.S.  bank  accounts  opened 
•Nominee  director  services 

Delaware  Incorporation  Handbook 
Delaware  Business  Incorporators,  Inc. 

8QO. 423.2993 


1500  New  Products  to  Manufacture, 
Market  or  License!  - 


The  World's  Largest 
Invention/New  Product  Tradeshow 
May  15  -  IS,  2002  •  Pittsburgh,  PA 

IN'PEX     1-877-853-1DEA 


WHY  DIDN'T  I  THINK  OF  THAT 


That's  the  response  we  hear  after  we 
explain  our  unique  and  exciting 
opportunity.  If  you're  looking  for  a 
simple  business  with  HIGH  INCOME 
POTENTIAL  and  absolutely  no 
downside.  let's  talk.  $12,900 
Investment  required. 


Call  1-800-675-6144 


INCORPORATE 

PhOne  800-441-5940  $ 
Online  www.lncUSA.Dom 
FaX  302-421-5753 


OFFSHORE 


for  as 


<$&» 


♦Companies 
♦Banking 

:£d4Card*  QsstAjg 

(800)710-0002        Fr«  Brochure 

Visa/MC/Amex     www.asserprotection.coni 


VL 


REGISTERED  AGENTS,  LTD. 


1220  N  Market  Slreel,  Suile  606.  Wilmington,  OE  19801 


THOUSANDS 


Of  Businesses  For  Sale  By  Owners 

Nationwide.  Preview  Businesses 

For  Free. 

vfGl/MSS 

If  Interested  In  Buying  Or 
Selling  A  Business  Call 


1-800-999-SALE 

or  visit  www.gwbs.com 


Arrange 

equipment  leases  •  Factoring  •  Business 
baits  of  ALL  types  ♦  No  experience  needed. 

SEE  FOR  YOURSELF! 
Visit  us  at  www.viewTLGcom  where  making 
money  is  as  easy  as  receiving  your  E-mail! 
RECEIVE  A  COLOR  INFO  KIT       fam* 
AND  FREE  VIDEO  SEMINAR  _J^j 
The  Loan  Consultants.  Inc 
since  1983 


CALL 
800-336-3933 


Buy  Foreclosed  Property. 

Use  OUR  Money.  Split  Big  Profits. 

Complete  Training.  Call  tor  Free 

Information  Package. 

800-995-0049  Ext.  7675 


Health 


STUTTER? 

Latest  Findings 
stuttering.com 

The  National  Center  For  Stuttering 


Health 


DOCTORS  DENTISTS 
VETERINARIANS 

DO  YOU  NEED  FINANCING 

WITH  EASY  TERMS 

$0  PAYMENTS  1ST  90  DAYS 

$99  @MTH  FOR  NEXT  NINE  MTHS 

CALL  FOR  APPLICATION 

1-888-836-9417 


Real  Estate 


The  most  extraordinary 

condominium 

residences 

Miami  has  to  offer. 

miamiluxurypenthouses.com 


Quoting  Software 


Save  Time. 


QuoteWerks 
Sales  Quoting  Software 

Integrates  with: 

ACT! "  -  GoldMine    -  Maximizer 

Outlook    -  SalesLogix    -  TeteMagic 

407-248-1481 

sales@quotewerks.com 


www.quoiewerKS.coin 


For  information  and 

rates  on  advertising 

in  the  next  Forbes 

\  Display  Classified  Section 

Call  Media  Options 

1-800-442-6441 
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Printing 


Direct  mail  made  easi 


MB 


mailing  services  &  lists,  all  in-house 


We  are  your  one-source  solution 
for  direct  mail  with  postcards. 

Postcards 

•  Send  a  photo  &  text  or  digital  files 

•  High  quality,  full  color  printing 

Mailing  Services  &  Lists 

•  Competitive  rates  —  domestic  &  inll 

•  Obtain  o  targeted  list  from  us  or 
upload  your  own 


FREE  SAMPLES 

Visit  our  website  or  call  NOW 
for  your  postcard  kit! 
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800-959-8365 

modempostcard.com 
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There  h 

an  answer 

Send  for  FREE  informatioi 

on  NEW,  guarantee 

seat  and  back  support 

^\  designed  by  a  leadint 

«  Hack  pain  specialist 

Posture  Education 

15  Parkway,  Katonah,  NY  1053 
www.postureeducation.com 


CALL  TOLL-FREE  1-800-392-036 
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Luxury  Yachting 


For  information  and 

rates  on  advertising 

v  in  the  next  Forbes 

Display  Classified  Section 

Call  Media  Options 

1.800-442-6441 


Promotional  Product 


USTOM  MAGNETS 


iusiness  Cards  Magnets  as  low  as 
tther  Styles  Available!   jf/llj 

«x  tndgedoor  com  biz. htm' 

1-800-501-3953 
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Rent  A  Greek 
^  fruising  Palace 


And  sail 

among  the 

4,000  Greek 

islands 


Established  In  1969 


THEN  YOITCAN  SELECT  YOUR  OWN 
ENVIRONMENT,  YOUR  OWN  SCENERY,  YOUR  OWN  ISLAND! 

Charter  a  motor  yacht,  motor  sailer  or  sailing  yacht  (for  6  to  50  guests, 

from  50'  to  200'  and  $700  to  $20,000  per  day  for  entire  yacht  with 

its  full  crew)  from  VALEF  YACHTS,  agents  for  the  largest  fleet 

of  crewed  yachts  for  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 

BUT 

•  You  can  plan  your  own  itinerary  with  your  own  captain 

•  Your  food  with  your  own  chef 

J  Your  drinks  with  your  own  steward,  or  leave  it  up  to  them 

to... pamper  you. 

VALEF  YACHTS  LTD 

International  Headquarters:  7254  Fir  Rd.,  P.O.B.  }85,  Ambler,  PA  19002  U.S.A. 

Tel:  (215)641-1624  •  (215)641-0423  •  (800)  223-3845  •  Fax:  (215)641-1746 

E-mail:  INFO@VALEFYACHTS.com  •  Website:  VALEFYACHTS.com 


Capital  Available 


Real  Estate/Invest 


TTORNEYS  ACCOUNTANTS 
EALMAKERS  Public  or  private 
inds  available  tor  expansion  of 
roiects  with  excellent  manage- 
lent  and  growth  potential. 
RBOC  INC.  561-627-71 10 


Looking  for  a 
Real  Estate 
Investment? 

www.millenniuminvestmentpartners.com 


Investments 


IRA  QUALIFIED 

E!.40%APRSSm« 

INSURED/GUARANTEED 


Min.  $13,500/  42  MOS. 
(228)  539-5006  /  (985)  966-3763 


Investment  Advisory 


BankNewsletter.com 

1-888-814-7575 
Money  Management 
BankNewsletter.com 


Education 


Business  Services 


Mailing  Lists 


Horse  Racing  Partners 


FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
for  life  and  work  experience.  Bachelor  s, 
Master  s.  and  Ph.D.  degrees  in  most 
fields.  No  residency  requirements. 
"ree.  prompt,  and  confidential 
valuations.  Guaranteed  Student  Loans. 
1-800-951-1203  www.arrc.org 
Fax:  1-707-371-2979 


Business  Credit  Reports 

In-depth  detailed  information  on  14 
million  Businesses  -  virtually  every  U.S. 
&  Canadian  business. ..only  $5  each. 

Click  or  Call  Now  -  YourRrst  Report  is  fREE! 

BusinessCreditUSA.com 

Toll-Free:  1-888-274-5325  „F0R 


SALES  LEADS  AND  MAILING  LISTS 

Business  L/sfs-14  million  businesses. 
Select  by  geography,  size,  type,  contact  name, 

credit  rating,  and  more. 

Consumer  Lists-266  million  consumers. 

Select  by  age,  income,  home  value,  buying 

behavior,  geography,  and  more. 

Call  infoUSA  1-800-555-5335 


Something  new  and  exciting  in 
Horse  Racing  Partnerships 


www.partingglassracing.com 


(877)  RACE  WIN  {722-3946} 
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THOUGHTS 

On  the  Business  of  Life 


/  ^^  fier  Anthony  Grosso,  an  operator  of  an  illegal  numbers  lottery,  was  caught  and  convicted, 
A"™^^k  the  IRS  demanded  that  his  wife,  Angela,  pony  tip  the  unpaid  income  tax  on  Anthony's 
-JL.  J^mhuge  illegal  income.  Though  they  had  filed  a  joint  return,  her  husband  maintained 
that  Angela  knew  nothing  of  the  unreported  sums.  "Under  the  Italian  custom,  we  have  a  way  of  not 
telling  our  wives  anything.  We  don't  want  to  hurt  them," Grosso  explained.  The  Tax  Court  agreed  and  re- 
jected the  IRS  argument  that  Angela  knew  about  her  husband's  "take."       — MALCOLM  S.  FORBES  (1981) 


Indoors  or  out,  no  one  relaxes, 
In  March,  that  month  of  wind  and  taxes, 
The  wind  will  presently  disappear, 
Tlte  taxes  last  us  all  the  year. 

— OGDEN  NASH 


Nothing  is  so  well  calculated  to  produce 
a  death-like  torpor  in  the  country 
as  an  extended  system  of  taxation 
and  a  great  national  debt. 

—WILLIAM  COBBETT 


A  democratic  government  is  the 
only  one  in  which  those  who  vote 
for  a  tax  can  escape  the  obligation 
to  pay  for  it. 

—ALEXIS  DE  TOCQUEVILLE 


Death  is  the  most  convenient  time 
to  tax  rich  people. 

—DAVID  LLOYD  GEORGE 


April,  April, 

Laugh  thy  girlish  laughter; 
Then,  the  moment  after, 
Weep  thy  girlish  tears! 

—WILLIAM  WATSON 


The  Rich  aren't  like  us — they  pay 
less  taxes. 

— PETER  DEVRIES 


For  like  as  herbs  and  trees  bringen 
forth  fruit  and  flourish  in  May,  in 
likewise  every  lusty  heart  that  is  in 
any  manner  a  lover,  springeth  and 
flourisheth  in  lusty  deeds. 

—THOMAS  MALORY 


A  charity  ball  is  like  a  dance  except 
it's  tax  deductible. 

—P.J.  O'ROURKE 


Spring  is  never  Spring  unless  it  comes 
too  soon. 

— G.K.  CHESTERTON 


A  tax  loophole  is  something  that  benefits 
the  other  guy.  If  it  benefits  you,  it 
is  tax  reform. 

—RUSSELL  B.  LONC 


Taxes,  after  all,  are  the  dues  that  we 
pay  for  the  privileges  of  membership 
in  an  organized  society. 

—FRANKLIN  DELANO  ROOSEVEL 


No  Winter  lasts  forever,  no  Spring 
skips  its  turn.  April  is  a  promise  that 
May  is  bound  to  keep. 

—HAL  BORLANE 


A  Text... 

Without  counsel  purposes  are 
disappointed:  but  in  the  multitude 
of  counsellors  they  are  established 

—PROVERBS  15:2i 

Sent  in  by  Jean  Hofmann,  Battle  Creek,  Iowa 
What's  your  favorite  text?  The  Forbes  Book  o 
Quotations:  Thoughts  on  the  Business  of  Life 
given  to  senders  of  Bible  texts  that  are  used. 


More  than  14,000  "Thoughts,"  arranged  alphabetically  b 
subject,  are  available  in  a  900-page,  one-volum 
deluxe  edition,  Forbes  Book  of  Quotations:  Thoughts  on  th 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shipping  am 
$1  per  item  for  handling  (add  applicable  sales  tax 
To  order,  please  call  toll-free,  1  -800-876-6556.    • 
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Introducing  Fujitsu  Consulting— a  partner  who  shares  your  vision 

In  times  like  these,  you  can't  afford  to  work  with  a  consultant  who's  single-minded. 
You  need  a  company  that  understands  the  true  meaning  of  collaboration.  At  Fujitsu 
Consulting,  we  share  your  vision  right  from  the  start,  and  we  never  lose  sight  of  your 
business  goals  throughout  the  process.  This  has  always  been  our  approach,  one  that 
further  benefits  from  the  expertise  and  resources  of  the  entire  Fujitsu  group,  which 
has  long  provided  world-class  IT  products  and  platforms  all  over  the  globe. 

Unique  ROI-focused  methodology 

As  a  forward-thinking  global  consulting  organization,  we  utilize  a  unique,  proven 
methodology  that  delivers  a  rapid  and  measurable  return  on  your  IT  investment. 
It  starts  by  focusing  on  the  results  the  client  expects  to  achieve.  It  then  provides 
a  road  map  through  the  design,  implementation  and  operation  of  the  solution  to 
achieve  the  desired  results. 

Industry  and  business-process  knowledge 

Fujitsu  Consulting  creates  tailored  solutions  for  a  variety  of  industries-in  particular, 
communications,  financial  services,  and  government.  Whether  it's  core  back  office, 
front  office  or  extended  functions,  we  enable  companies  to  better  serve  their  customers 
and  collaborate  with  their  extended  supply  chain  of  employees,  vendors  and  partners. 

Fujitsu  Consulting— the  new  alternative 

In  creating  powerful  IT  solutions,  we  live  and  breathe  three  simple  ideas:  deep 
collaboration  with  our  clients,  an  eye-to-eye  approach,  and  a  passion  for  getting  the 
job  done.  It  is  the  unique  combination  of  global  scope  and  human  scale  that  sets  us 
distinctly  apart  from  our  competitors.  And,  perhaps,  earns  us  a  spot  on  your  short  list 
of  consulting  partners. 


cO 


FUJITSU 


THE     POSSIBILITIES     ARE     INFINITE 

us.fujitsu.com 


©2002  Fujitsu.  AM  rights  reserved. 
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Aluminum.  It's  virtually  impossible  to  work  with.  But  we  knew  that  if  we  could  create  a  viable  aluminum  frame  it 
would  result  in  a  car  that  would  be  lighter,  stronger  and  safer  than  its  steel  competitors.  In  short,  a  technological 
marvel.  Forty  patents  and  more  than  10  years  later,  we  crafted  a  premium  luxury  sedan  with  the  revolutionary 
all-aluminum  Audi  Space  Frame.  Partnered  with  quattro®  all-wheel  drive,  the  A8  became  legendary.  But  we  didn't 
stop  there.  With  a  roaring  360  hp  engine  and  a  sportier  suspension,  the  S8  continues  to  set  standards  in  its  class. 
Never  quit.  Never  do  the  expected.  Never  rest  on  your  laurels.  Never  think  great  is  good  enough.  NEVER  FOLLOW.™ 


Your  legacy  systems  have  helped  y< 
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What  does  product 
development  mean   | 

to  Herman 
Miller? 


©2002  Parametric  Technology  Corpoi  nd  its  logo,  Shaping  Innovation,  and  Product  Development  Means  Business  are  trademarks  or  registered  trademarks  of  Parametric 

Technology  Corporation  or  its  subsidiaries  in  the  United  States  and  in  other  countries.  Herman  Miller  is  a  registered  trademark  of  Herman  Miller,  Incorporated. 


"A  passion  for  breakthrough 

innovation  —  in  our  value  chain 
as  well  as  our  products." 

-Michael  Volkema 
Chairman  and  CEO,  Herman  Miller 

What  the  world  knows  today  as  collaborative  product  development,  Herman  Miller 
has  had  at  the  heart  of  its  business  strategy  for  60  years.  But  as  you  would  expect  from  an 
innovator  of  this  caliber,  Herman  Miller  wants  to  define  what's  next.  That's  why  this  $2  billion 
office  furniture  leader  uses  PTC  solutions  that  enable  its  dealers  to  directly  collaborate  in  online  product 
customization.  Now  Herman  Miller  won't  just  be  reducing  delivery  times  by  50  to  90  percent- it'll  be  teaching 
competitors  a  new  lesson  about  breakthrough  innovation.  For  more,  visit  www.ptc.com/hermanmiller. 


Product  development  means  business. 
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PTC 

Shaping  Innovation 


Productivity  is 


Consider  the  facts.  According  to  IDC,  for  every  1 ,000 

knowledge  workers,  your  enterprise  wastes  $7.5  million 

a  year  looking  for  and  reworking  information  that  already  exists. 

Inktomi  can  help.   Our  XML-enabled  knowledge  retrieval  solutions,  tightly 
integrated  with  your  business  critical  applications,  allow  people  to  find  and 
react  in  real-time  to  information  spread  across  your  global  enterprise. 
By  connecting  the  right  content  to  the  right  person  at  the  right  time,  Inktomi 
makes  your  organization  far  more  efficient  and  competitive.   Best  of  all, 
Inktomi  requires  minimal  IT  resources  to  deploy  and  maintain,  delivering 
an  extremely  low  total  cost  of  ownership. 

For  the  most  effective  real-time  information  management,  insist  on 
Inktomi®  Enterprise  Search.   It's  just  one  of  a  comprehensive  suite  of 
scalable  network  infrastructure  applications  many  of  the  leading 
FORTUNE  1000  companies  regard  as  essential  to  their  enterprises. 
You'll  find  it  essential  to  yours. 

www.inktomi.com/search 


Inktomi 
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Truly  remarkable:  at  the  start  of  a  century  marked  by  a 
sense  of  new  beginnings  and  an  acceleration  of  every  aspect 
of  life,  Wilhelm  Maybach  remained  completely  focused  on  his 
work.  He  developed  a  wide  range  of  concepts  for  cars  and 
engines  which  ultimately  served  only  one  goal:  to  build  the 


perfect  automobile.  His  untiring  perfectionism  and  love  foi 
beautiful  precision  of  engines  was  shared  by  his  son  Kai 
1921,  seized  with  the  desire  to  create  the  ultimate  automc 
he  built  the  first  Maybach  saloon.  Handcrafted  with  meticu 
attention  to  detail,  each  car  is  a  unique  and  perfect  specir 


._/_ 


Maybach  -  a  brand  of  DaimlerChrysler.      www.maybach-irrianufaktur.co 
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credo  was  simple:  "Perfection  takes  time"  And  Karl 
bach  was  certainly  not  going  to  be  rushed.  So  it  comes  as 
jreat  surprise  that  in  more  than  twenty  years  no  more 
1  1800  luxury  cars  were  delivered  to  Maybach  clients.  A 
ition  we  continue  to  cherish  after  more  than  60  years  and 


the  reason  why  every  single  one  of  our  automobiles  is  still 
manufactured  individually  and  at  a  stately  rate.  In  spite  of 
which  you  can  rest  assured:  the  new  Maybach  is  on  its  way. 


MAYB. 


HI 


ONLINE  CONTENTS 


Forbes 


com 


HOME  BUSINESS         TECHNOLOGY         MARKETS 


Home  Page  For  The  World's  Business  Leaders 


WORK 


LISTS    *  ■   PERSONAL  FINANCE         LIFESTYLE 


Daily  News  &  Commentary 


Forbes  Magazine 


News  analysis  from  FORBES 
throughout  each  business  day; 
plus  Reuters  business,  technology 
and  market  news  as  it  breaks. 

News  and  Alerts  by  E-mail 

Choose  from  22  free  daily  and 
weekly  e-mail  newsletters. 

Quotes  &  Research 

Prices,  earnings,  conference-call 
calendar  and  company  tear  sheets. 

Investment  Newsletters 

Six  Forbes  subscription  news- 
letters, including  the  new 
Forbes/Wolfe  Nanotech  Report. 

Forbes  Lists 


Download  to  a  PDA  a  free  sum- 
mary of  the  Forbes  500s  database 
of  America's  biggest  companies. 
Or  buy  detailed  versions  of  all 
Forbes  lists  in  spreadsheet  format. 

Premium  Services  <> 

The  Shop^  Forbes.  Featuring 
Forbes  Signature  Series  wine  and 
Forbes  Collection  products. 

Investing.  Subscribe  to  desktop 
real-time  stock-tracking  services. 
Business.  Search  the  Web's  largest 
source  of  business  white  papers. 

Lifestyle.  Book  travel  and  find  cars, 
real  estate  and  art  for  sale. 


Post  Your  Ideas-And  Why  Not? 


Paul  Maidment 


Ian  Ayres  and  Barry  Nalebuff. 


A  powerful  aspect  of  the 
Web  is  that  it  lets  a  pub- 
lication's readers  talk 
back  to  the  editors  and 
to  one  other.  We  sensed 
that  would  be  a  great 
way  to  tap  into  a  partic- 
ularly Forbesian  kind  of 
ingenuity:  simple  but 


unconventional  ideas  to  improve  business.  Last  issue  we 
launched  a  column — both  in  print  and  online — that 
is  designed  to  promote  just  that:  "Why  Not?"  by  Yale 
professors  Ian  Ayres  and  Barry  Nalebuff.  They  asked  you 
to  tell  them  what's  right  or  wrong  with  their  ideas  and 
to  propose  your  own.  Two  weeks  in,  the  Why  Not? 
Forum  on  Forbes.com  is  well  established  as  a  gathering 
place  for  original  ideas  for  products  and  services.  The 
conversation  continues.  Come  join. 

Lifestyle 

Miami:  Hot  or  Not? 

Christina  Valhouli 

It  might  have  great  sunsets  and  proximity  to  Latin  Amer- 
ica, but  if  Miami  wants  to  attract  big  companies  it  has  to 
solve  its  problems  of  crime,  poor  education  and  outdated 
infrastructure.  Forbes.com  reports  on  a  city  struggling  to 
shed  its  image  as  a  neon-lit  tourist  destination  full  of 
cruise  ships,  drug  lords  and  rap  stars. 


Miami:  working  overtime  to  promote  itself  as  business-friendly. 


"EYYfh|-*C  I  For  links  to  all  articles  cited  on  this  page,  visit  us 
_L_JL_.        I  at  www.forbes.com/contents. 


Commander  of  the  Airwaves 

Follow  up  this  issue's  cover 
story  using  Forbes.com's 
People  Tracker  to  get  e-mailed 
news  updates  on  FCC 
Chairman  Michael  K.  Powell. 

Citicorp  vs.  GE 

Last  issue  we  invited  you  to  go 
online  to  break  the  tie  atop  the 
Forbes  Super  500.  See  which 
corporate  behemoth  you  voted 
the  undisputed  number  one. 

Makers  &  Breakers 

Watch  clips  from  our  Forbes  on 
Fox  TV  show  and  read  its  com- 
panion column  in  this  issue. 

Search  Our  Archive 

Instant  access  to  past  issues. 

Forbes  Global 

Life  on  the  High  Seas 

We  explore  the  joys  and  risks 
of  owning  a  yacht — from  a 
$250,000  motor  yacht  to 
the  exclusive  ships  built  by  the 
Netherlands'  Feadship.  Want  to 
feel  the  brine  on  your  cheeks 
before  you  buy?  If  so,  charter 
the  yacht  of  your  dreams. 


14       !•'    O    R    li    E    S   ■    April  29,  2002 


WKjf 


i     I     Your  board  of  directors  has  a  few  very  simple  requests:  higher 

productivity,  lower  costs,  and  improved  efficiency.  It's  time 

you  met  Brown.  Brown  can  help  you  coordinate  the  flow 

'     of  goods,  data  and  funds  throughout  your  procurement, 

manufacturing  and  delivery  cycle.  Brown's  technology  works 

with  yours  to  give  you  better  visibility  into  your  supply  chain.  And  you 

thought  we  just  delivered  packages.  WHAT  CAN  BROWN  DO  FOR  YOU?5 
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brightness.  And  a  screen  that's  merely  2.5  inches  thin.  Aquos  by  Sharp.  It's  what  TV  will  be.  sharp-usa.com 
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covering  the  business  of  life.  You'll  also  find  the  whole  paper  easier  to  navigate,  with  an 
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ever-so-tasteful  use  of  color.  To  subscribe 
call  1-800-JOURNAL  or  log  on  to  wsj.com. 
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These  Puts  Have  No  Clothes  imagine  genu 

this  pitch  from  your  stockbroker:  "I've  got  a  terrific  new  inves 
merit  plan  for  you:  SeH  naked  puts!  Collect  option  premiums- 
and  take  a  chance  on  going  bankrupt!" 

No  brokers  I  know  of  are  making  a  living  with  this  partici 
lar  pitch.  But  they  are  selling  the  naked  put  idea  all  the  time- 
under  other  names.  One  goes  under  the  name  "covered  ca 
writing."  It  appeals  to  the  basic  human  desire  to  find  mone 
lying  on  the  sidewalk. 

With  covered  calls  you  buy,  say,  General  Motors  at  $60,  the 
sell  a  January  2004  $60  call  against  your  position,  pocketing  th 
$9.30  a  share  of  option  premium.  Looks  like  finding  money  in  th 
street — until  you  think  about 
the  bet  you  are  making.  If  GM 
goes  up,  your  stock  gets  called 
away.  If  GM  is  the  next  Enron, 
you  are  stuck  owning  it. 

Mathematically,  the  cov- 
ered call  scheme  is  identical  to 
never  buying  the  stock  at  all 
but  instead  shorting  GM  put 
options.  When  you  sell  puts, 
you  agree  to  let  the  buyer  of 
the  puts  stuff  shares  of  GM 
down  your  throat  at  $60,  an 
option  the  buyer  will  be  sure 
to  exercise  if  GM  fares  badly.  In 
a  bear  market  covered  call 
programs  do  better  than  just 
buying  and  holding,  so  natu- 
rally the  promoters  of  the  cov- 
ered call  gimmick  are  coming 

out  of  the  woodwork.  Two  of  this  magazine's  competitors  hav 
recently  published  naive  endorsements  of  the  strategy. 

Another  naked  put  comes  wrapped  up  in  a  "structurec 
note"  offered  by  Freddie  Mac,  with  a  luscious  10%-plus  coupon 
Marilyn  Cohen  deconstructs  Freddie  on  page  130. 

First,  a  note  on  the  terminology.  "Structured"  is  a  technica 
term  meaning  "kinky."  The  kinky  feature  here  is  a  provision  tha 
erases  your  coupon  during  periods  when  short-term  interes 
rates  pop  above  7%.  Since  they  are  a  long  way  from  there,  i 
seems  Freddie  has  left  a  $20  bill  lying  on  the  sidewalk.  Befon 
you  reach  for  it,  ponder  this:  Buying  one  of  these  things  is  equiv 
alent  to  buying  a  straight  bond  and  then  making  a  side  bet  ii 
naked  puts. 

Promoters  of  convoluted  investment  products  will  taki 
exception  to  my  use  of  the  term  "naked."  I  say  you're  naked  i 
you  sell  a  put  on  something  you  don't  particularly  want  to  own 
None  of  those  covered  call  customers  are  telling  their  brokers, "' 
really  want  to  own  GM — but  only  if  it's  going  to  go  down." 


l/v  +^-~w  EDITOR 
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Novartis  and  Clay  drove 
his  into  remission 


in  60  days. 


"Last  year,  cancer  made  me  too  weak  to  climb 
•  a  flight  of  stairs.  This  year,  I  climbed  Pike's 
Peak  and  loved  it"  —  Clay  Coker 


sJ 


In  March  2000  Clay  Coker  dragged  himself  into  his  local  ER.  He  had 
already  suffered  through  months  of  fever,  chills  and  extreme  fatigue, 
but  what  he  discovered  made  him  feel  even  worse.  He  was  diagnosed 
with  cancer.  It  had  made  him  so  weak  that  climbing  a  flight  of  stairs 
became  impossible.  But  those  dark  days  are  over.  Today,  Clay's  feeling 
great  and  climbing  mountains  to  prove  it.  Novartis  is  proud  to  be  the 
innovative  force  that's  bringing  new  optimism  and  hope  to  patients  and 
their  families.  No  one  can  promise  what  the  future  holds  for  cancer 
patients,  but  today  Clay  is  winning  the  fight  against  his  particular 
form  of  cancer,  enjoying  a  good  quality  of  life  and  realizing  his  dreams. 

Think  what's  possible. 
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NOVARTIS 


www.novartis.com 


TALK 
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The  240-hp  Acura  MDX.  These  days,  getting  out  of  cell  range  is  quite  an  accomplishment.  Fortunately,  the  MDX  performs  nimbi 
and  off  road,  thanks  to  an  advanced  electronic  4-wheel-drive  system  that  can  provide  traction  when  you  need  it.  And  with  room  fors 

i 


?'20Ol  Acura  Division  of  American  Honda  Motor  Co..  Inc.  MDX  with  Touring  Package  shown.  Acura  and  MDX  are  trademarks  of 
Honda  Motor  Co..  Ltd.  Bose'  is  a  registered  trademark  of  Bose  Corporation.  Make  an  intelligent  decision.  Fasten  your  seat  belt. 


vailable  Acura/Bose®  Music  System  with  6-disc  CD  changer,  you  could  end  up  almost  anywhere.  Rendering  your  cell  phone  useless. 
±  Call  1-800-TO-Acura  or  visit  acura.com.  Taking  the  SUV  to  a  place  it's  never  been  before.   l/V>\LLJf^^\ 
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READERS  SAY 


Political  Capital 

I  read  "Killer  Tax"  (Apr.  1,  p.  72)  with 
interest.  I  am  concerned  more  middle- 
income  taxpayers  are  being  caught  in  the 
AMT's  web.  I  offered  an  amendment. to 
exempt  taxpayers  with  incomes  under 
$100,000  from  the  individual  AMT.  It  was 
rejected,  with  Republicans  voting  against 
it.  Your  article  should  be  a  wake-up  call. 
The  question  is:  Do  we  pay  for  the  AMT's 
elimination  with  higher  deficits,  or  with 
common  sense  reforms  elsewhere? 

JOHN  F.  KERRY 

U.S.  Senator,  Massachusetts 

Washington,  D.C. 

Policy  Debate 

"Fact  and  Comment"  (Mar.  18,  p.  27) 
is  off  the  mark.  The  IMF  advocates  poli- 
cies Steve  Forbes  should  support  in 
South  Africa:  tax  reform,  sound  money 
and  deregulation.  These  measures  are 
critical  for  establishing  foundations  for 
long-term  growth.  On  foreign  ex- 
change policy,  South  Africa  decided  on 
a  flexible  policy.  The  policy  is  followed 
by  the  U.S.,  Europe  and  Japan.  The  IMF 
respects  Pretoria's  decision. 

THOMAS  C.  DAWSON 

Director,  External  Relations 

International  Monetary  Fund 

Washington,  D.C. 

"Tax  reform"  is  IMF-talk  for  tax  increases; 
"sound  money,"  IMF-speak  for  debasing 
the  currency.  Look  at  the  IMF  record — one 
failure  after  another.  — S.F. 

Mechanical  Breakdown 

"Are  Airplanes  Safe  Enough?"  (Apr.  1, 
p.  52)  was  misleading.  It  cited  mainte- 
nance errors  that  were  not  substantiated 
in  our  maintenance  records  and  quoted 
employees  whose  comments  did  not 
represent  facts  correctly.  At  United  we 
take  pride  in  the  quality  of  our  mainte- 
nance. We  received  high  marks  during 
the  FAA's  recent  safety  audit  of  U.S.  car- 
riers, and  the  U.S.  Air  Force  relies  on  us 
to  perform  its  maintenance.  Most  of  our 
practices  exceed  FAA  requirements. 

ANDREW  P.  STUDDERT 

Chief  Operating  Officer,  United  Airlines 

Chicago,  III. 


Keeping  Score 

Not  only  does  "Double  Play"  (Apr.  15, 
p.  92)  contain  inaccurate  data,  it  disre- 
gards audited  financials  provided  by 
Major  League  Baseball.  The  only  expla- 
nation is  that  FORBES  is  more  inter- 
ested in  selling  magazines  than  pre- 
senting an  accurate  depiction  of  MLB. 

While  your  revenue  figures  were 
fairly  accurate,  your  expense  figures 
were  inaccurate.  I  provided  team  infor- 
mation on  certain  expenses  to  FORBES, 
gathered  from  each  club's  audited  fi- 
nancial statements.  It  showed  FORBES 
understated  expenses  by  $323  million. 

The  published  expense  estimates 
adjusted  original  estimates  by  $51  mil- 
lion. It  seems  safe  to  say  that  figures 
subject  to  an  initial  audit  and  subse- 
quent review  by  Ernst  &  Young  and 
PricewaterhouseCoopers  are  more 
accurate  than  FORBES'  information. 

ROBERT  D.  MANFRED  JR. 

Executive  Vice  President 

Major  League  Baseball 

New  York,  N.Y. 

MLB  includes  ballpark  depreciation  (a 
noncash  charge)  in  its  figures.  We  do  not. 
Our  figure  is  based  on  EBITD.  We  respect- 
fully disagree  with  MLB's  claim  that  it  in- 
curs expenses  of  minor  league  affiliates  but 
shares  none  of  their  revenue.         — ED. 


Past  Tense 

After  page  62  was  printed,  Deutsche  Ban 
analyst  Christopher  Mortenson  notd 
that  he  was,  not  is,  a  skeptic  on  Manu 
gistics,  in  a  June  2001  report;  the  ban 
currently  has  a  buy  rating  on  the  stock 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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OvernigW 
Delivery 


A  box  that  delivers  paper  documents  anywhere  overnight? 
Or  a  box  that  delivers  them  instantly  over  the  internet? 
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The  Canon  imageRUNNER  with  document  distribution  technology. 

You  can  send  paper  documents  anywhere,  in  any  form,  at  anytime,  right  over  your  network  or  the  internet. 
Instantaneously.  Simply  scan  a  document  into  the  imageRUNNER  5000,  and  you  can  send  it  to  any  desktop, 
e-mail  address,  fax  machine,  database  or  file  server.  And  since  the  Canon  imageRUNNER  is  capable  of 
integrating  directly  with  your  existing  e-mail,  lanfax,  and  document  management  software,  you  can 
maximize  your  investment  in  these  systems*.  The  cost  and  hassle  of  overnight  delivery  are  finally  over. 
At  Canon,  we're  giving  people  the  know-how  to  make  paper  documents  work  in  an  internet  world. 
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PRINT 


Call  1-866-25-CANON  orvisitwww.imagerunner.com 
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KNOW  HOW 


American  Reassurance 


Monsters  in  the  closet.  Growth  stocks  in 
your  value  fund.  Same  thing.  = 

If  we  call  it  a  value  fund,  it  is  a  value  fund.  No  drift.  And  no 
surprises  waiting  inside.  This  allowed  it  to  take  advantage  of 
past  market  rotations.  Rest  assured,  like  all  of  our  value  funds, 
it's  managed  with  a  consistent,  disciplined  approach.  Using  our 
own  screening  methodology,  we  identify  stocks  we  believe  to 
be  undervalued  despite  strong  fundamentals.  As  a  result,  our 


Value  Fund  has  outperformed  the  S&P  500  for  one,  three 
five  years,  and  since  its  inception  in  1993.  To  find  out  m 
ask  your  advisor  or  visit  us  at  americancentury.com.  As  you 
older,  you  realize  there  are  no  monsters  in  the  closet.  But  f 
into  your  mutual 
funds,  and  who 
knows  what  you 
might  confront. 


Duration 

Value  Fund 

S&P  50 

1  Year 

12.86% 

-11.87 

3  Years 

9.81% 

-1.02 

5  Years 

11.86% 

10.70 

Life  of  Fund 

14.54% 

13.60 

(9  i  K| 

Average  annual  returns  are  as  of  12/31/01. 

Fund  performance  nun/  be  subject  to  substantial  short-term  changes,  due  to  market  volatility  or  other  factors,  for  further  information,  including  current  fund- 
performance  information,  please  call  us  or  visit  our  Weh  site. 

Data  presented  reflect  past  performance  and  are  no  guarantee  that  the  advertised  performance  man  be  repeated  or  consistently  achieved  in  the  future. 
Performance  over  a  longer  period  oj  tune  is  more  meaningful  than  short-term  performance.  Data  assume  reinvestment  of  all  dividends  and  capital  gams. 
Investment  returns  and  principal  values  will  flut  luale.  and  redemption  value  may  be  more  or  less  tlian  original  cost.  Performance  reflects  Investoi  Class 
shares.  Lor  information  about  other  share  classes,  please  consult  the  prospectus. 

The  S&P  500  Index  is  a  capitalization  -weighted  index  of  500  widely  traded  slocks.  Created  In/  Standard  &  Poor's,  it  is  considered  to  represent  the  performance 
Oj  the  Stock  market  in  general.  II  is  not  an  investment  vrodw  i  available  lor  purchase. 

Please  call  1-877-44-AMCEN  for  a  prospectus  with  more  complete  information,  including  charges,  expenses  ami  minimums.  Be  sure  to  read  it 
carefully  before  you  invest  or  send  money. 

American  Century  Investment  Servit  es,  Inc.  ©2002  American  Cent  in  \i  Servit  es  Corporal  ion 
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•ACT  AND  COMMENT 

y  Steve  Forbes,  editor-in-chief 

With  all  thy  getting  get  understanding" 


Tf 
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COLD  PEACE  A-COMIN' 


)IT  OF  THE  MIDEAST  VIOLENCE  A  TRUCE  OF  SORTS  WILL  EMERGE. 
rom  this  imperfect  armistice  should  come  the  makings  of  a  pros- 
perous peace,  a  state  of  affairs  that  could  see  the  beginning  of  liberal 
istitutions  taking  root  in  Palestinian  areas.  But,  alas,  Palestinian 
nilitants  will  first  have  to  learn  the  bloody,  hard  way  that  suicide 
ttacks  against  civilians  are  not  going  to  beat  Israel  into  diplomatic 
ubmission  and  that  such  attacks  will  result  in  their  thorough  defeat. 
Despite  Prime  Minister  Ariel  Sharon's  fearsome  reputation, 
tie  internationally  denounced  actions  he 
ias  taken  have  been  remarkably  mea- 
ured  in  the  face  of  severe  provocations, 
haron  has  thus  far  not  gone  all  out  to 
uell  uprisings  and  eradicate  terrorist 
lests  the  way  former  Prime  Minister 
lenjamin  Netanyahu  would  have  done 
ad  he  been  in  office  when  Yasir  Arafat's 
ntitada  first  began.  The  blunt  truth  is 
hat  the  Israelis  have  the  means  and  the 
itcessary  intelligence  to  crush  or,  at  the 
bast,  severely  restrain  their  Palestinian 
ntagonists.  Within  weeks  Israel  could 
ffectively  eliminate  or  neutralize  the  ter- 
orist  leadership,  defeat  and  disarm  the 


Israel's  Menachem  Begin,  a  hard-liner,  and  Egypt's 
Anwar  Sadat,  who  sprang  an  almost-successful  at- 
tack against  Israel,  each  had  the  political  courage 
and  muscle  to  reach  historic  agreements.  New 
Palestinian  and  Israeli  leaders  must  do  the  same. 


Palestinian  army  and  cut  to  a  trickle  the  flow  of  money  and 
weaponry  to  Arafat  and  his  allies.  Such  an  offensive  would  not  be 
pleasant  to  behold,  but  it  would  be  successful  and  decisive.  An 
exiled  Arafat  would  then  be  impotent  to  stir  up  another  uprising. 
Most  Israelis  would  gladly  give  up  their  West  Bank  settlements 
if  they  thought  such  a  move  would  bring  about  a  genuine  peace. 
But  Arafat  &  Co.  want  nothing  less  than  total  victory:  the  annihi- 
lation of  the  Jewish  state.  For  now,  any  settlements  broken  up 
will  be  replaced  with  full-blown  military 
bases  until  circumstances  in  the  Palestin- 
ian territories  fundamentally  change. 

The  Sharon  government,  sooner  or 
later,  will  fall  because  of  the  irrecon- 
cilable differences  between  its  hawks 
and  doves.  Former  Prime  Minister 
Netanyahu  will  win  the  subsequent 
election  and  form  a  new  government. 

Netanyahu  and  the  new  Palestinian 
leadership  that  will  emerge  from  the  rub- 
ble of  an  unmistakable  defeat  may  well 
craft  a  peace  of  sorts,  especially  if  they 
each  pursue  liberal,  entrepreneurial 
Hong  Kong-style  economic  policies. 


TERM  LIMITS  FOR  COPYRIGHTS 


"HE  SUPREME  COURT  HAS  AGREED  TO  RULE  ON  THE  CONSTI- 
utionality  of  a  1998  law  that  extended  the  life  of  existing  copy- 
ights  an  additional  20  years.  The  justices  should  say  no  dice  to 
he  extension.  This  was  the  eleventh  time  in  recent  decades  that 
Vashington  had  stretched  the  life  of  copyrights. 

Publishers  and  others  have  brought  a  lawsuit  claiming  this 
atest  lengthening  makes  a  mockery  of  the  Constitution's  grant 
>f  authority  for  copyrights  and  patents  to  be  for  "limited 
rimes."  They're  right.  Pre- 1998  law  gave  artists  and  corpora- 
ions  substantial  protection:  life  plus  50  years  for  authors,  musi- 
cians and  other  creators;  75  years  for  companies. 

It  is  fitting  and  proper  that  your  creations  be  protected  by  law 


for  your  lifetime  and  a  reasonable  period  afterward.  But  there  is 
no  justification  for  what  Congress  has  been  doing:  transforming 
a  limited  monopoly  into  an  unlimited  one.  Creativity  and  cul- 
ture are  enhanced  by  having  works  ultimately  become  public 
domain,  particularly  with  the  advent  of  the  Internet.  Nowadays 
you  don't  even  need  a  publisher  to  disseminate  your  work  to  the 
world.  Walt  Disney  has  made  extraordinary  use  of  stories  writ- 
ten by  long-dead  authors,  e.g.,  The  Hunchback  of  Notre-Dame  by 
Victor  Hugo,  The  Little  Mermaid  by  Hans  Christian  Andersen, 
Pinocchio  by  Carlo  Collodi  and  Cinderella  by  Charles  Perrault. 

The  high  court  would  be  right  to  rule  that  enough  is  enough 
and  should  knock  down  that  1998  law. 


COMMANDING  TV 


DEAS  ARE  THE  LENSES  THROUGH  WHICH  WE  SEE  THE  WORLD. 
V  fascinating,  well- researched  three-part  series- on  PBS,  Com- 
nanding  Heights:  The  Battle  for  the  World  Economy1,  tells  the  story 
)f  the  epic  battle  that  has  raged  between  free  enterprisers  and 
■conomic  central  planners  since  the  1917  Russian  Revolution.  For 
nuch  of  the  last  century  political  and  intellectual  leaders  assumed 


that  the  true  path  to  economic  progress  lay  in  the  hands  of  elites, 
who  could  wisely  guide  the  activities  of  the  rest  of  us.  In  Russia, 
China  and  elsewhere  the  guidance  was  tyrannical  and  murderous. 
But  even  in  the  West  the  overwhelming  consensus  was  that  gov- 
ernment had  to  play  an  active,  intrusive,  oft-dominating  role  in 
the  markets.  War  helped  shape  this  view — Franklin  D.  Roosevelt's 
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FACT  AND  COMMENT 

New  Deal  was  the  peacetime  version  of  the  WWI 
mobilization  of  1917-18.  For  decades  free-market 
economist  Friedrich  Hayek  (subject  of  a  FORBES 
cover  in  1979)  was  considered  a  fringe  figure.  His 
nemesis,  John  Maynard  Keynes,  believed  that  a  handful 
of  well-informed,  bright  economic  types  like  himself 
could  platonically  promulgate  economic  policy.  Hayek 
rightly  considered  Keynes'  notion  political  naivete. 
The  series  and  the  book  upon  which  it  is  based  bril- 


liantly, absorbingly  portray  these  battles.  The 

examine    the    ordeals    government-dominate 

economies  in  Latin  America  and  eastern  Europlf 

have  undergone  as  they  make  the  transition  to  fre 

markets.  This  series  shows  how  important  prop 

erty  rights  and  the  encouragement  of  individu; 

enterprise  are  to  economic  growth  and  prosperit 


'To  order  the  video  Commanding  Heights  (WGBH  Boston  Vide 
$39.95),  call  1-800-949-8670.  The  book  is  written  by  Daniel  Ye 
gin  and  Joseph  Stanislaw  (Touchstone  Books,  $16). 


HAPPY  WARRIOR 


JIM  DUNN,  WHO  IN  1966  BECAME  THE  FIRST  PUBLISHER  OF 
FORBES  not  a  member  of  the  Forbes  family,  died  last  month  at 
age  81.  Bringing  Jim  on  board  was  a  fantastic  move  by  my 
father.  Jim  had  the  requisite  experience  when  he  came  to 
FORBES  from  Life  magazine,  where  he  had  been  adver- 
tising sales  director.  More  important,  Jim  loved  his  work 
and  was  superb  at  it.  Like  a  pro,  he  made  it  all  look 
effortless.  He  served  as  publisher  through  1988  and 
then  as  the  magazine's  vice  chairman  until  1992. 

Jim  Dunn  was  at  the  center  of  FORBES 
magazine's  extraordinary  expansion  as  we  be- 
came the  leading  business  publication.  He  la- 
bored tirelessly  and  effectively  to  grow  and 
expand  our  advertising  and  circulation.  With 
Pop,  he  ceaselessly  bird-dogged  anyone  and 
everyone  who  could  help  boost  our  adver- 
tising linage.  He  not  only  worked  hard  here  at 
home  but  also  spearheaded  efforts  to  increase  our 
overseas  business,  making  numerous  trips  to 
Japan  and  elsewhere  with  my  brother  Kip. 


During  Jim's  years  at  FORBES  our  annual  advertising  rev 
enues  grew  almost  twelvefold.  Paid  circulation  practically  dou. 
bled.  Jim  and  his  wife,  Patti,  became  close  friends  of  the  Forbe- 
family  during  the  considerable  time  we  spent  together  a, 
.    countless  FORBES  activities  and  events. 

Fortunately,  Jim  had  a  wonderful  gift  for  rememberin; 

names.  Any  number  of  times  at  FORBES  functions  Poj 

would  turn  to  him  and  ask,  "Now  who  is  that?"  Jim 

would  know  and  give  an  incisive  sound-bite  back 

ground  bio.  He  made  guests  feel  the^ 

were  welcome  and  fit  right  in.  Hr 

was  also  a  fanatic  gin  player.  When  . 

was  on  the  opposite  side,  the  onh 

question  in  my  mind  was:  How  mucl 

is  this  going  to  cost  me?  We  sometimes  teased  Jim, ; 

competitive  man,  urging  him  to  learn  to  play  bette: 

"customer  gin"  or  "customer  golf." 

Personally,  I  was  very  touched  by  Jim's  selfles: 
efforts  to  help  my  political  ventures. 
Jim  Dunn  will  be  much  missed  by  all  who  knew  him 


-      ' 


EERIE 


LAST  FALL  BROTHER  KIP  POINTED  OUT  THIS  PASSAGE  IN  CLIVE 
Cussler's  bestselling  novel,  Valhalla  Rising  (Putnam,  $27.95), 
which  was  published  before  Sept.  1 1 :  "Once  past  Battery  Park, 
the  red  line  made  a  sharp  right  turn  into  the  shore  and  ended  at 
the  base  of  the  twin  World  Trade  Center  towers.  He  flexed  his 


muscular  shoulders,  his  body  attuned  to  the  speeding  mass  of  thi 
ship  below  his  feet.  The  Mongol  Invader  would  not  be  stopped 
could  not  be  stopped  before  reaching  her  destiny.  He  would  b< 
remembered  a  thousand  years  from  now  for  achieving  the  wors 
man-made  disaster  ever  attempted  against  the  United  States." 


RESTAURANTS:  GO,  (  ^R,  STOP 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  other  FORBES  eatery  experts 
Tom  Jones,  Patrick  Cooke  and  Monie  Begley. 


•  Cello-53  East  77th  St.  (Tel:  517-1200).  Without  exception  the 
fare  in  this  luxurious  townhouse  setting  is  sublime.  Favorites:  risotto 
of  pan-seared  lobster  and  foie  gras  with  sauterne  foam;  curry- 
scented  ahi  tuna  with  avocado,  Granny  Smith  apple  and  a  tomato 
olive  tapenade;  and  parsley-crusted  arctic  char.  Desserts  are  divine. 

LaCorniche-156  East  64th  St.  (Tel.:  421-7899).  Obvious  effort 
has  been  put  into  the  setting  here,  but  the  food  doesn't  compare. 
Almost  everything  tastes  as  if  it  had  been  prepared  hours  earlier 
and  was  only  just  heated  up  in  a  microwave. 

•  Trattoria  Dell'Arte— 900  Seventh  Ave.,  between  56th  and  57th 
streets  (Tel:  245-9800).  After  14  years,  the  atmosphere  is  still  hap- 
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pening;  the  service,  excellent;  and  the  food  far  better  than  average 
This  is  tine  place  for  an  evening  with  pals — great  antipasti,  delicioii 
classic  Italian  fare  and  scrumptious  desserts,  especially  the  cannoli. 
•  Levana-141  West  69th  St.  (Tel.:  877-8457).  A  premier  koshe: 
restaurant  serving  some  of  the  best  meals  near  Lincoln  Center 
For  starters  try  the  duck  salad  with  baked  pears  and  a  sun-driec 
tomato  vinaigrette  or  the  lentil-laden  vegetable  soup.  For  mair 
courses:  the  grilled  Chilean  sea  bass  with  spaghetti  squash,  lemoi 
tarragon  sauce  and  pan-roasted  cherry  tomatoes  or  the  sauteec 
red  snapper,  which  is  both  crispy  and  moist.  The  chocolate 
mousse  torte  will  disappear  in  record  time.  t 


Cancer  vaccine. 

She's  putting  those 
words  together — to  keep 
families  together. 
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Marian  Nakada. 
pharmaceutical  company  researcher 


Marian  Nakada  is  searching  to  find  a  cancer  vaccine.  She  knows  that  developing 

such  a  vaccine  would  bring  hope  to  millions  of  patients  and  their  families. 

More  than  $0,000  researchers  at  America's  pharmaceutical  companies 

are  dedicating  their  lives  to  making  our  lives  better. 

AMERICA'S  PHARMACEUTICAL  COMPANIES 

NEW   MEDICINES.   NEW   HOPE. 


www.newmedicines.org 
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i  a  world  where  it's  a  different  kind  of  threat  every  day,  you  need  a  different  kind  of  security. 

iw  threats  can  blow  right  through  any  firewall  or  anti-virus  software.  That's  where  we  come  in.  Our  dynamic  protection 
?lps  you  conduct  business  safely  in  the  face  of  ever-changing  threats  and  increased  risk.  From  proactive  research  and 
vard-winning  software  to  24/7  protection  and  response  services,  our  solutions  detect,  prevent  and  respond  to  online 
tacks  and  misuse.  No  matter  who  you're  up  against.  To  iearn  more,  call  800-776-2362.  Or  visit  www.iss.net/ad/forbes. 
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Wouldn't  you  like  to  harvest  more  from  the  fruits  of  your  labor?  We  can  help  you  increase  the  value  of  your  capital  with 
innovative  insurance  techniques  and  sophisticated  investment  banking  and  asset  management  skills  that  protect  you 
from  unexpected  volatility.  Our  solutions  create  a  third  form  of  corporate  capital,  beyond  equity  and  debt,  to  help  grow 
your  business.  As  a  leading  manager  of  capital  and  risk,  we're  pioneering  the  concept  of  convergence  by  tearing  down 
the  wall  between  capital  and  risk  management.  Indeed,  as  you  can  see.  there's  a  lot  more  to  us  than  our  name  suggests. 


Solutions  beyond  the  obvious.         Swiss  Re 


IURRENT  EVENTS 

I  Caspar  W.  Weinberger,  chairman 


LET'S  WIN  THE  WAR  FIRST 


HIND  EVERY  DISCUSSION,  COMMENTARY  AND  ANALYSIS  OF 
e  awful  events  of  Sept.  1 1  has  been  the  (at  first  silent)  ques- 
>n:  Would  the  great  rush  of  old-fashioned  patriotism  that  fol- 
ded the  attacks  translate  into  the  patience  and  resolve  we  need 
fight  and  win  a  long,  difficult  and  new  kind  of  war?  So  far,  six 
onths  into  this  war,  the  prospects  for  the  continued  support  of 
e  American  people  seem  good.  But  the  tests  and  strains  will 
ow  more  severe  as  time  goes  on. 

For  one  thing,  some  people  simply  cannot  stand  being  in  the 
jjority.  If  more  reports  conclude  that  the  war's  prospects  continue 
be  favorable  and  if  polls  continue  to  show  exceptionally  strong 
pport  for  the  Administration's  conduct  of  the  war,  then  those  ana- 
ts  who  pride  themselves  on  emphasizing  any  "mistakes"  they  can 
id  or  construct  will  be  given  increasing  print  space  and  airtime. 

It  is  taidy  considered  newsworthy  to  BM^^fcC  tAAtf^x 
lint  out  how  much  has  been  achieved 
ice  Oct.  7,  when  our  military  response 
gan.  Some  of  the  good  news,  however, 
nnot  be  ignored.  We  have  destroyed 
e  Taliban  government  and  its  support 
r  the  al  Qaeda  terrorist  network  in 
ghanistan;  laid  the  foundation  for  the 
aeased  military  strength  we  need  fol- 
ding eight  years  of  Clinton  neglect; 
d  progressed  with  the  necessary  plati- 
ng tor  the  next  phase  of  the  war:  the 
ntinued  destruction  of  al  Qaeda  wher- 
er  it  operates,  as  well  as  the  replace- 
ent  of  regimes  using  and  relying  on  terrorism  as  state  policy. 

Direct  criticism  of  the  Administration's  conduct  of  the  war 
>es  not  seem  to  play  very  well,  politically  or  editorially.  Instead, 
:  have  many  "news"  articles  reporting  our  allies'  increasing 
iticism  of  what  they  assume  to  be  our  plans  to  bring  down  the 
urderous  regime  in  Iraq  or  the  equally  malodorous  govern- 
ent  of  North  Korea.  We  also  read  a  great  deal  of  criticism  by 
hers  that  we  are  not  "consulting"  with  some  of  our  allies  (i.e., 
greeing  with  them  not  to  do  anything  decisive")  or  that  we  are 
inilateralists"  (following  the  path  U.S.  interests  require,  even 
tien  others  do  not  agree).  Actually,  many  do  agree,  but  that 
>es  not  make  for  a  newsworthy  story. 

Once  again  this  emphasizes  that  the  press'  greatest  power  is 
at  of  selection.  What  we  read  on  the  front  pages  of  our  news- 
ipers  and  watch  during  the  first  five  minutes  or  so  of  the  non- 
ature  stories  on  evening  television  news,  is  not  necessarily  the 
ws.  Frequently  it  is  a  selection  of  items  that  bolsters  an  edi- 
r's  or  network's  views. 

There  is  another  category  of  less-than-avid  support.  This  is 


Ready  to  roll:  Americans  in  Afghanistan. 


the  position  of  "neutrality"  held  by  supposedly  high-minded 
people  too  sophisticated  to  be  "taken  in"  by  our  government's 
policies.  These  are  people — or  institutions — whose  devotion  to 
politically  correct  views  is  virtually  manic.  Two  examples:  David 
Westin,  President  of  ABC  News;  and  the  American  Red  Cross. 

Mr.  Westin  announced  last  October  that  he  had  no  opinion  on 
whether  the  Pentagon  was  a  legitimate  target  for  a  terrorist  attack. 
The  American  Red  Cross  censored  a  California  high  school 
group's  program  for  a  Red  Cross-sponsored  event  because  the 
high  school  chorus  planned  to  sing  "God  Bless  the  U.S.A."  and 
"The  Declaration,"  a  song  that  uses  the  text  of  the  Declaration 
of  Independence  as  lyrics.  A  Red  Cross  representative  said:  "The 
American  Red  Cross  cannot  offend  anyone.  The  words  'prayer' 
and  'God'  are  religious  words  and  will  offend  some."  The  Red 
Cross  has  to  be  "neutral"  (i.e.,  it  cannot 
be  seen  as  being  on  God's  side.  Heavens, 
that  would  be  almost  as  bad  as  putting 
up  a  Christmas  tree!).  The  representative 
went  on  to  say,  "The  Declaration  of 
Independence  is  a  political  document 
that  also  may  offend."  George  III  may 
have  been  offended  by  the  Declaration, 
but  it  does  not  offend  or  trouble  his  suc- 
cessors to  the  crown. 

Just  as  Westin  and  the  Red  Cross  were 
staking  out  the  front  positions  in  the  cur- 
rent Idiocy  Sweepstakes,  late  apologies 
and  belabored  explanations  that  what 
they  had  said  had  been  taken  out  of  context  blunted  their  lead. 
These  incidents  called  to  mind  Winston  Churchill's  famous 
comment  on  neutrality/impartiality:  "I  decline  utterly  to  be 
impartial  as  between  the  Fire  Brigade  and  the  fire." 

An  additional  group  should  be  added:  those  who  leap, 
foaming  at  the  mouth,  on  any  mistake  they  think  the  President 
or  the  Administration  has  made.  A  case  in  point:  the  decision  to 
impose  tariffs  on  imported  steel.  As  a  devotee  of  free  trade,  I  will 
say  at  the  outset  that  this  decision  was  disappointing.  But  as 
Lord  Charles  Powell,  a  distinguished  and  keen  U.K.  analyst  of 
foreign  policy,  pointed  out  in  the  Wall  Street  Journal:  "Our  high- 
est priority  ...  has  to  be  to  maintain  the  unity  of  the  coalition 
against  terrorism."  We  must  "stop  the  fallout  from  the  steel  dis- 
pute from  spreading.  Global  terrorism  is  a  far  more  direct  threat 
to  our  civilization  than  is  a  dispute  over  steel.  We  cannot  allow 
lesser  issues  to  drive  the  U.S.  and  Europe  apart." 

First  things  first.  Let  us  win  the  war  against  the  undoubted 
evil  that  endangers  us  all;  then  people  so  inclined  can  go  back  to 
all  the  U.S.-bashing  they  wish.  F 
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MAKE  A  GREAT 

BUSINESS  DEAL 

BEFORE  YOU  EVER 
GET  TO  YOUR  MEETING. 


Save  up  to  50%  with  BizFlex.™ 

Simply  book  your  next  flight  10  to  14  days  in  advance  and  save  big  with 

BizFlex  fares.  Plus,  with  no  Saturday-night  stay  required,  you  get  to  be  home 

on  the  weekend.  With  BizFlex,  any  business  trip  can  be  a  successful  one. 


mm 
75® 


•  • 


A 


AIRLINES. 


BIZFLEX  TERMS  AND  CONDITIONS:  Pgi-eha*e.Re.qM 


30  d.iy».  Additional  TiUtcVFcej:  Sou 
Seats  arc  limited  and  may  not  be  a 
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ii  Coach  Class.  A  10*  or  14-day  advance  purchase  is  required.  Tickets  must  be  purcha 
i»d.  Min/Max.  Stay:  BizFlex  fares  require  a  l-nij>ht  mi 

'       '  I0BIZN  and  -I4BIZN  fares.  Other  Conditions:  Ticket 
icr  restrictions  may  apply.  t  2002  Nbrt 


3IGITAL  RULES 

Jy  Rich  Karlgaard,  publisher 


PERPETUAL  MOTION  LIVES 


lNDV  grove  gi\tth,  bill  gates  taketh  away,  that  was  the 
ake  heard  at  elite  conferences  in  the  PC  industry  during  the  1990s, 
dien  ideas  such  as  perpetual  motion  and  a  1 0,000  Nasdaq  seemed 
Jtogether  possible.  The  quip  happened  to  be  true.  Every  time 
ntel's  Andy  made  a  new,  smoking-fast  chip,  Microsoft's  Bill  would 
ollow.  He'd  mop  up  the  additional  cycles  with  feature-rich  soft- 
rare.  So  Intel  would  get  busy  and  double  the  ante  again— every  18 
nonths,  on  schedule.  Which  guaranteed  PowerPoint  would  clean 
e  plate  of  mips  within  a  year.  And  so  it  went. 

To  conspiracy  theorists — you  Mac  users  know  who  you 
ire — it  looked  rigged.  But  to  the  rest  of  us,  it  was  a  miracle  of 
nnovation,  cooperation,  new  paradigms  and  market  caps  the 
ize  of  Brazil.  It  sure  looked  like  a  perpetual  motion  machine. 

But  now  it's  2002.  The  hangover  drags  on.  Besides,  it's  no  longer 
uidv  and  Bill's  show.  Craig  Barrett  runs 
ntel,  and  Steve  Ballmer  runs  Microsoft. 
oaig  giveth,  Steve  taketh  away?  Not  so 
unnv.  Worse,  it  may  not  even  be  true. 
Consumers  and  corporate  IT  departments 
ire  revolting.  They  don't  want  more  fea- 
ures  in  Word.  Buyers  are  refusing  to  shell 
>ut  money  for  a  new  PC  every  three  years. 
Consequently,  Microsoft  and  Intel  have 
eased  to  be  fast-growth  companies.  Don't 
;et  me  wrong:  Both  are  terrific  enterprises 
vith  rock-solid  financials  and  decades  of 
iiture  vitality.  But  that  old  two-stroke, 
>erpetual  motion  machine  (repeat:  mips  'n'  software  . . .  mips  'n' 
pftware  ...)  isn't  firing  like  it  used  to — and  may  not  again. 

he  New  Machine 

fear  not.  There  is  a  new  perpetual  motion  machine.  It  is  cont- 
used not  of  two  parts,  but  three.  They  are  sensory  digitization, 
earch  and  storage.  Think  of  them  as  the  three  Ss.  But  if  you  like 
rour  trends  captured  as  companies,  think  Foveon,  Google  and 
Extreme  Networks. 

Digital  cameras  have  been  strong  sellers  for  the  past  two 
'ears,  but  Foveon  (see  my  Mar.  18  editorial)  changes  the  game 
:ompletely  Foveon's  color  sensory  chips  provide  such  a  leap  in 
:olor  and  clarity  that  their  use  is  sure  to  become  mainstream, 
rven  for  professional  portraits  and  Hollywood  movies.  Foveon's 
hock  value  is  hard  to  overstate.  It's  as  if  some  Tutsi  tribesmen 
urned  up  at  Yankee  Stadium  one  day,  nonchalantly  throwing 
40mph  fastballs  down  the  pike.  That  would  change  everything. 

Because  Foveon-based  cameras  are  that  good,  few  will  want  to 
tse  film  anymore.  But  here's  the  kicker.  Foveon  images  are  detailed 
ind  intricate.  They  take  up  enormous  amounts  of  digital  bytes — 


Cheap  storage  will  put  Google  cofounders 
Larry  Page  and  Sergey  Brin  on  easy  street. 


a  megabyte  for  a  single  photo,  compressed,  is  typical.  Yet  the  pho- 
tos are  so  good  that  people  will  want  them.  Hello — demand  for 
storage!  We  want  storage!  More  storage!  More  yet! 

But  every  time  the  storage  industry  giveth,  Foveon  is  sure  to 
taketh  away.  Just  when  we  finally  think  we  have  enough  storage 
to  store  all  our  Foveon  photos,  along  will  come  ...  Foveon 
movie  cameras!  Every  man  and  woman  a  Spielberg!  More  stor- 
age, please!  More!  More!  More! 

My  Google 

Enter  Google,  everybody's  favorite  search  engine.  Google  started 
life  in  1998  as  a  network  storage  company,  of  sorts.  At  least  that's 
what  its  twentysomething  founders,  Larry  Page  and  Sergey  Brin, 
had  in  mind.  They  ran  up  their  combined  credit  cards  to  a  max 
of  $20,000,  buying  cheap,  bankruptcy-sale 
disk  drives.  (Off  the  backs  of  trucks,  Brin 
says.)  The  two  Stanford  grad  students 
bought  a  terabyte's  worth.  Their  goal:  to 
store  everything  on  the  Web. 

Good  search  capability,  such  as 
Google's,  sucks  up  plenty  of  storage.  That's 
fine.  Like  chips,  storage  rides  its  own 
Moore's  Law  rate  of  huge  improvement. 
Yesterday's  measure  of  infinity,  a  terabyte 
(trillion  bytes),  becomes  tomorrow's 
cheap  box  purchased  at  Fry's  Electronics 
for  $150.  Now  the  miracle:  Cheaper 
storage  begets  more  bright  ideas  from  Google.  Yesterday's  text 
hunt  for  a  New  York  Times  article  becomes  tomorrow's  sound 
search  for  an  ad  jingle.  Or  a  visual  search,  say,  for  those  six  MRIs 
in  the  world  that  might  unlock  the  cure  for  your  cancer.  Today's 
breadthy  search  engines,  such  as  Google,  become  tomorrow's 
deep,  specific  searches,  such  as  Google  intends  to  provide. 

I  used  to  think  the  next  perpetual  motion  machine  would 
be  broadband  and  Web  video.  That  could  still  happen  someday. 
But  a  real  problem  exists  with  broadband  today.  It  takes  an 
enormous  amount  of  capital  investment,  which,  because  of 
the  telecom  collapse,  is  currently  off  the  table.  Worse,  broadband 
is  regulated  by  the  FCC  (seep.  78).  Any  industry  that's  regulated 
in  Washington  ceases  to  be  fast- evolving,  whatever  its  potential. 
Too  bad. 

Sensory  digitization,  storage  and  search  suffer  no  such  gov- 
ernment interference.  They  are  free  to  evolve  as  fast  as  physics  and 
consumer  delight  will  permit.  Which  is  fast,  indeed.  Have  fun  with 
a  Foveon  camera  or  Google's  search  engine,  and  you'll  agree.     F 


Forbes 


Visit  Rich  Karlgaard's  home  page  at  www.forbes.com/karlgaard 
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Growing  Up  Is  Hard  to  Do 

Internet  poster  boy  MARC  ANDREESSEN  has  a  new  recipe  for  survival  after  the  bubble: 
three  parts  sweat,  one  part  luck  |  by  Elizabeth  Corcoran 


It 


WATCHING  MARC  ANDREESSEN 
since  1995  has  been  like 
watching  the  Internet  grow 
up.  1  Ie  grinned  at  us  from  the 
cover  of  Time,  a  kid  in  shorts  and  bare  feet, 
beaming  over  the  explosive  public  offer- 
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ing  of  his  company,  Netscape  Communi- 
cations. Now,  in  impeccably  tailored  jack- 
ets and  gleaming  leather  shoes,  he  is  gun- 
ning for  grown-up  success:  a  low-profile 
business,  Loudcloud,  that  will  be  judged 
by  its  bottom  line. 


What  a  time  to  grow  up.  Th< 
Netscape  IPO  ignited  the  Internet  boom 
Loudcloud  ended  the  craze  with  a  whim 
per.  It  has  the  dubious  distinction  o 
pulling  off  one  of  the  last  Internet  stod 
offerings,  going  public  in  March  2001 


idreessen's  new  shop  won  a  $700  mil- 
m  valuation  in  its  last  round  of  private 
lancing,  in  June  2000.  Its  worth  had 
Hen  to  S450  million  nine  months  later, 
nen  it  went  public  at  S6  a  share.  These 
lys  the  stock  trades  at  SI. 52,  valuing 
mdcloud  at  just  $116  million. 

In  March  1999  Netscape  was  folded 
to  America  Online.  Andreessen  reaped 
>0  million  selling  AOL  stock  a  few 
onths  before  starting  Loudcloud,  which 
ins  other  companies'  Web  sites,  with 
ree  Netscape  colleagues  in  late  1999. 

As  the  boom  went  bust,  opportunities 
get  rich  got  scarce.  But  Andreessen,  30, 
mdcloud's  chairman,  sees  a  silver  lin- 
g:  He  says  the  Net's  "big  rollout"  is 
lead.  "Most  of  the  PC  companies  started 
5m  1975  to  1^82  were  dead  by  the  time 
at  big  rollout  happened,"  he  says.  If  he 
n  survive  the  next  year  or  so,  he  has  a 
ot  at  building  a  lasting  brand. 

Profitwise,  however,  Loudcloud  still 
oks  too  much  like  a  fatuous  Internet 
ay.  In  the  fiscal  fourth  quarter  ended  Ian. 
,2002,  it  posted  revenue  of  $16  million 
id  a  loss  of  $34  million.  It  has  burned  up 
l  estimated  $195  million  since  inception. 
hief  financial  Officer  Roderick  Sher- 
ood  III  had  predicted  hitting  break-even 
l  cash  flow  by  the  end  of  2003.  But  in 
irly  April  a  major  customer,  Atriax, 
osed  shop,  forcing  Sherwood  to  retreat; 
gnv  he  won't  say  when  break-even  will 
rive.  Loudcloud  stock  fell  28%  in  two 
lys  following  the  Atriax  move. 

Unlike  many  of  its  brethren,  however 
lotably  Exodus  Communications), 
:>udcloud  has  survived.  Its  IPO  bought 


uary  they  had  $125  million  in  the  bank 
and  were  still  cutting  the  burn  rate — how 
much  more  money  is  spent  than  is  taken 
in — which  was  $25  million  last  quarter. 

This  firm  just  might  make  it.  Gold- 
man Sachs,  a  Loudcloud  underwriter,  sees 
fiscal  2003  revenues  of  $88  million,  up 
from  $56  million  the  year  before. 
(Though  it  was  similarly  high  on  a  raft  of 
Weblets  it  underwrote,  only  to  have  them 
later  crater.  Remember  Etoys?  Ivillage?) 

Some  80%  of  Loudcloud's  corporate 
clients  are  increasing  the  services  they  buy 
from  Loudcloud  by  an  average  of  60%. 
Andreessen  himself  has  bet  a  lot  on 
Loudcloud's  rise — his  reputation,  his 
heart  and  a  solid  chunk  of  change.  He 
owns  11.5  million  shares  (a  14%  stake), 
including  1 .4  million  shares  he  bought  on 
the  market  as  the  price  fell  in  the  past 
year.  "I  bought  purely  because  I  thought 
I'd  make  a  lot  of  money,"  he  declares. 

It  wasn't  supposed  to  be  this  hard 
back  in  1999.  "Nothing  has  been  as  we 
expected,"  Horowitz  says.  Restless  at  AOL, 
the  four  founders  began  building  a  reli- 
able, secure  Web  site  they  figured  would 
be  central  to  some  other  unspecified  busi- 
ness. Building  it  was  so  tricky  they  figured 
they  could  start  a  company  that  would 
use  the  software  to  reliably  manage  other 
people's  Web  activities. 

Like  every  other  1999  startup,  Loud- 
cloud had  huge  early  ambitions.  "You 
couldn't  raise  money  [in  1999]  without 
an  aggressive  plan  of  300%  growth,"  says 
Horowitz.  (Andreessen's  other  invest- 
ments that  year  included  the  startup 
Accompany  with  FORBES  publisher  Rich 


Internet  plays. 

One  constant,  however,  has  been  the 
"secret  sauce"  the  founders  concocted  at 
the  start:  Opsware,  the  software  Loud- 
cloud uses  to  monitor  and  maintain  its 
clients'  Web  sites.  Opsware  gauges  every- 
thing from  routine  software  changes  to 
possible  glitches.  As  of  March  Loudcloud's 
40  customers  generate  3,000  alerts  every 
day.  Fewer  than  30  a  month  flag  problems 
that  could  shut  down  a  site. 

Initially  Andreessen  and  Horowitz 
thought  their  ripest  market  would  be  dot- 
com startups.  They  hoped  to  borrow 
heavily  to  finance  the  firm,  letting  the 
founders  and  early  investors  hold  on  to 
large  equity  stakes.  In  its  first  year  Loud- 
cloud borrowed  $45  million  from  Mor- 
gan Stanley  and  raised  $125  million  in 
private  equity.  When  Loudcloud  first  filed 
for  an  IPO  in  September  2000,  it  was  years 
away  from  a  profit.  Even  so,  whispers  pre- 
dicted a  valuation  above  the  $700  million 
of  its  last  private  round. 

It  didn't  come  close.  Less  than  six 
months  later,  as  dot-coms  rotted  like  bad 
tomatoes,  Loudcloud  was  grateful  to 
scoot  into  the  public  market  with  a  $450 
million  valuation.  "We  got  lucky," 
Andreessen  says.  "If  we  had  started  the 
company  a  year  earlier,  we  would  have 
had  more  dot-com  customers  and  more 
debt;  if  we  had  waited  a  year,  we  wouldn't 
have  been  able  to  raise  the  money." 

With  cash  in  the  bank,  Andreessen  and 
Horowitz  started  wringing  out  costs  and 
reworking  the  business.  They  laid  off  122 
people  (19%  of  the  work  force)  in  May 
2001.  Loudcloud's  strategy  was  boiled 


We  got  lucky.  If  we  had  started  the  company  a  year  earlier,  we 
vould  have  had  more  dot-com  customers  and  more  debt;  if  we  had 

i/aiteri  a  year,  wn  wouldn't  have  hfiftn  ahlfi  tn  raise  the  money." 


ndreessen  time,  and  he  has  used  it  well. 
l  the  past  year  Andreessen  and  Chief 
xecutive  Benjamin  Horowitz  have 
•thought  key  elements  of  their  business, 
langing  whom  they  serve,  how  they  will 
take  money,  even  what  they  sell.  By  Jan- 


Karlgaard.)  With  Loudcloud,  Andreessen 
liked  to  cover  whiteboards  with  complex 
drawings  showing  how  Loudcloud  would 
be  a  critical  layer  of  Net  infrastructure. 
Many  of  these  pitches  sounded,  well, 
cloudy,  as  did  those  of  many  other  "big" 


down  to  a  simple  mission:  to  run  other 
firms'  Web  presence.  Pure  dot-coms, 
which  generated  65%  of  its  $2  million  in 
quarterly  revenue  in  mid-2000,  were  out. 
Old-line  clients  were  in.  By  partnering 
with  Qwest  and  cutting  the  data  centers  it 
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used  from  seven  to  three,  Loudcloud 
trimmed  its  data  center  costs  in  half,  to  $2 
million  a  month.  Most  helpful:  Chief 
Financial  Officer  Sherwood's  stint  at 
Chrysler  shordy  after  its  bailout  in  1979. 

The  biggest  efforts  at  Loudcloud  now 
focus  on  persuading  larger  enterprises 
that  it  has  the  expertise  to  run  big  Web 
operations — and  the  staying  power  to 
last.  Big-customer  deals  are  rising:  90%  of 
Loudcloud's  new  bookings  are  "enter- 
prise" customers,  which  pay  $125,000  a 
month.  Loudcloud  runs  the  FoxSports 
site  as  the  broadcaster  increasingly  links 
its  TV  coverage  to  activities  on  the  Web, 
says  Jonathan  Wilner,  a  FoxSports.com 
vice  president.  During  the  last  Super  Bowl 
viewers  could  be  "virtual  coaches"  and 
vote  on  how  they  would  direct  the  next 
down.  During  the  game  1.4  million  visi- 
tors deluged  the  FoxSports  site,  which 
handled  the  influx  smoothly,  says  Wilner. 

In  November  Loudcloud  won  a  deal 
with  Britain's  Office  of  the  e-Envoy, 
which  aims  to  offer  all  U.K.  government 
services  online  by  2005.  "In  September 
we  picked  a  launch  date  of  Jan.  21,"  says 
Alan  Mather,  who  manages  the  effort  for 
the  British  government.  The  site  went  live 
15  minutes  early.  "Infrastructure  is  hard  if 
you  do  it  yourself,"  he  says.  "We  have  put 
a  vote  of  confidence  [in  Loudcloud]  and 
want  to  introduce  them  to  the  rest  of  the 
U.K.  government." 

Loudcloud  also  hopes  partner  Qwest, 
with  its  260-person  Internet  sales  force, 
will  get  the  young  company  into  other  big 
accounts.  Such  deals  are  slow  going: 
Loudcloud  typically  takes  150  days  to 
close  a  new  sale.  Of  the  13  deals  with  new 
customers  booked  since  last  August, 
3  were  clinched  with  help  from  Qwest. 

Andreessen's  firm  is  getting  more 
flexible  about  how  it  offers  its  services. 
Want  to  buy  smaller  chunks?  Want  to 
license  Opsware  and  run  the  network 
yourself?  Go  ahead.  This  spring  Loud- 
cloud will  offer  smaller  service  packages 
to  entice  enterprises  to  give  it  a  try.  For 
those  clients  reluctant  to  give  up  con- 
trol, Loudcloud  will  license  Opsware 
directly. 

"Over  the  next  year  we're  not  planning 
any  radical  transformations,"  Horowitz 
says.  "Just  keep  the  customers  happy."  F 
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Oxy  Morons 


It's  hard  to  tell  who  are 
the  bigger  drug  abusers: 
addicts  or  their  lawyers. 

BY  IAN  ZACK 


REMEMBER  THE  FRENZY  SURR0UND- 
ing  Oxycontin,  the  prescription 
painkiller  that  spawned  a  mega- 
dose of  media  hype  last  year? 
After  street  addicts  of  the  power- 
ful opioid  began  dying  in  scores 
from  overdoses,  critics  were  quick  to 
portray  the  drug's  maker,  Stamford, 
Conn. -based  Purdue  Pharma,  as  a 
renegade  marketer  that  ignored  the 
drug's  dangers  while  hyping  its  anal- 
gesic benefits. 

Smelling  opportunity,  plaintiff 
lawyers  have  filed  at  least  60  lawsuits 
against  the  company.  But  so  far  Purdue 
has  emerged  the  victor.  In  February  a 
federal  judge  in  Kentucky  denied  class 
status  for  a  suit  that  blamed  the  com- 
pany's marketing  campaign  for  Oxycon- 
tin abuse,  noting  that  many  of  the 
plaintiffs  in  the  class 
would  be  people  "who 
obtained  Oxycontin  ille- 
gally [and]  use  the  drug 
illegally." 

In  a  separate  case 
that  sought  an  injunc- 
tion to  curb  prescrip- 
tions of  Oxycontin, 
another  Kentucky  judge 
ruled  that  "the  plaintiffs 
have  failed  to  produce 
any  evidence  showing 
that  the  defendants' 
marketing,  promotional 
or  distribution  practices  have  ever 
caused  even  one  tablet  of  Oxycontin  to 
be  inappropriately  prescribed  or 
diverted."  Similarly  unfavorable  rulings 
and  a  tough  defense  by  Purdue 
prompted  plaintiffs  in  three  other  cases 
to  withdraw  their  suits. 

But  that  hasn't  stopped  lawyers  from 
finding  other  victims  in  their  quest  to  get 


Increase  in  Oxyi 
les  2000  to  2001. 

Percentage  of  victims 
who  had  at  least  two 
opiates  in  their  system 
when  they  died  of  over- 
doses involving  Oxycon- 
tin's  active  ingredient. 

Sources:  IMS  Health:  DBA  study. 


a  piece  of  the  billion-dollar  fortune  of  t 
Sackler  clan,  the  press-shy  family  thi 
owns  Purdue  Pharma.  While  son 
lawyers  offer  rewards  for  leads,  othe 
outright  lie.  Last  fall  Lutzel  &  Associat 
in  North  Carolina  sent  a  letter  solicitii 
users  of  Oxycontin  and  several  oth 
drugs.  Claiming  that  the  Food  &  Dn 
Administration  had  "banned"  the  me 
ications,  the  letter  advised  them  to  "str 
using"  the  drugs  immediately. 

Oxycontin  was  never  even  threatent 
with  removal.  Patients  who  suddenly  | 
off  Oxycontin  and  sirr 
lar  drugs  can  suffer  s 
vere  withdrawal  and, 
extreme  cases,  fat 
heart  attacks. 

Attorney  Richai 
Lutzel  says  the  letti 
was  "approved"  sigl 
unseen  by  the  Norl 
Carolina  State  Bar,  bi 
he  seemed  at  a  los 
to  explain  its  conten' 
or  how  many  peop 
received  it.  At  first  r 
maintained  that  the  le 
ter,  which  offered  the  firm's  phone  nun 
ber  for  information,  went  only  to  prev 
ous  "clients."  He  later  admitted  "I  can 
tell  you  it  didn't  go  to  people  who  are  n< 
already  clients....  I  can't  find  my  file  o 
this  right  now." 

Strange,  considering  that  Lutzel  ha 
"a  complaint  ready  to  go"  again; 
Purdue  Pharma.  I 
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Have  You  Heard  the  One  About  the  Anthrax  Kit? 


Veteran  stock  tout  Ray  Dirks  tries  a  funny  place  to  push  a  stock,  and  sends  people  away  howling 

BY  CHRISTOPHER  HELMAN 

If— 


I  legit.  No,  really.  When  Raymond 
Dirks,  Wall  Street's  serial  stock 
promoter,  arranged  a  press  conference  to 
have  the  chief  executive  of  something 
called  Vital  Living  flog  a  new  product,  his 
chosen  venue  was  ironically  appropriate. 

Last  Oct.  23  Vital's  boss,  Donald 
Podrebarac,  stepped  up  to  the  podium  at 
the  Friars  Club,  that  wood-paneled, 
down-at-the-heels  Manhattan  townhouse 
where  hall-of-fame  comedians  like  David 
Letterman  and  Jerry  Seinfeld  subject  fel- 
low Friars  to  howlingly  funny  roasts. 

Dirks,  68,  has  been  a  Friar  for  a  decade, 
possibly  because  of  his  hilarious  explana- 
tions over  the  years  for  stumbles  with  se- 
curities laws,  fines  against  him  and  his 
brokerages  and  a  finding  of  fraud.  Last  fall 
he  invited  Podrebarac  to  speak  about  Vital 
Living's  new  do-it-yourself,  at-home  an- 
thrax test  kit. 

The  press  conference  was  timely,  right 
in  the  midst  of  the  post-Sept.  1 1  anthrax 
scare.  And  it  came  on  the  heels  of  a  press- 
release-hyped market  pop.  Vital  Living's 
stock  had  jumped  to  $2.08  a  share  from  6 


Ray  Dirks  hoped  a  little  comedy 
would  boost  a  funny  stock. 

cents  in  early  October.  That  endowed  the 
$1.7  million  (supposed  2001  sales)  firm 
with  a  market  value  of  $36  million.  Daily 
volume  had  zoomed  to  9  million  shares 
from  1,100.  Was  this  a  hot  stock  or  what? 
Flanked  by  framed  faces  of  funnymen, 
Podrebarac  boasted  that  orders  were  flow- 
ing in  from  retailers  like  Ace  Hardware, 
and  demonstrated  how  the  product  would 
work  by  dipping  a  faux  anthrax-tainted 
cotton  swab  into  a  vial  of  red  liquid.  Were 


anthrax  spores  present,  he  said,  the  liquit 
would  turn  yellow  in  a  day  or  two.  Durin 
his  demo,  Podrebarac  reportedly  fumblei 
one  of  the  test  vials,  prompting  th 
amused  crowd  to  call  out:  "Don't  drop  it! 
BusinessWeek  Online  and  Newsweek' 
Web  edition  wrote  credulous  stories.  Bu 
most  reporters  came  away  thinking  Pur 
Test  Anthrax  was  a  knee-slapper.  Withit 
two  weeks  the  stock  dropped  to  just  6( 
cents.  On  Nov.  29  the  FBI  raided  the  com 
pany's  Matthews,  N.C.  offices.  Meanwhile 
the  U.S.  Attorney  for  the  Southern  Distric 
of  New  York  is  investigating  whether  Pur 
Test  was  a  criminal  hoax,  and  the  SEC  i 
looking  into  possible  charges  of  inside 
trading.  In  February  he  setded  charges  o 
deceptive  advertising  with  the  Federa 
Trade  Commission,  without  admitting 
liability. 

Dirks  says  he  never  personally  owne< 
any  Vital  Living  shares  but  admits  hi 
Dirks  &  Co.  traded  the  stock  and  openec 
some  new  accounts  for  enthusiastic  buy- 
ers. With  the  hubbub  over,  he  no  longei 
recommends  Vital  Living,  now  trading  a' 
19  cents,  and  shrugs  off  his  part  in  the 
affair  as  all  in  a  day's  work.  F 


I  Got  Mine,  Jack 

BY  KATRINA  KELLER 

Not  everyone  was  wiped  out  in  the  tech 
crash.  Thomson  Wealth  Management 
searched  its  database  for  insiders 
who  unloaded  at  least  $75  million  in 
stock  since  the  start  of  2000  while 
witnessing  a  stock  price  decline  of 
at  least  90%  in  that  period.  It  came  up 
with  these  names. 
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Insider 

Company 

Value  of 

stock  sold1 

($mil) 

Stock 

price 

performance1 

1-  SanjivSidhu 

i2  Technologies 

$454.3 

-90% 

2.  Bobby  R.  Johnson  Jr. 

Foundry  Networks 

405.6 

-95 

3.  Jozef  Straus 

JDS  Uniphase 

168.9 

-93 

4.  Keith  Krach 

Ariba 

168.2 

-95 

5.  Daniel  Smith 

Sycamore  Networks 

129.1 

-96 

6.  Naveen  Jain 

InfoSpace 

111.4 

-97 

7.  JoMei  Chang 

Vitria  Technology 

84.0 

-93 

'From  Jan  1,  2000  to  Mar.  29.  2002.  Includes  indirectly  owned  shares. 

Sources:  Thomson  Wealth  Management:  Interactive  Data  Corp.  via  FactSet  Research  Systems. 


DO  YOU  MAKE  HEADLINES 
OR  DO  YOU  READ  THEM? 

Invent  a  cure.  Create  a  new  business  model.  Try  something  different.  If  you  like  to  push 
the  boundaries,  there's  AIG.  The  organization  with  more  ways  to  manage  risk  and  more 
financial  solutions  than  anyone  else.  Everything  from  environmental  insurance  to  risk 
management  services  to  financial  protection  for  high  net  worth  individuals,  to  name  a 
few.  So  if  you  want  to  see  your  bold  idea  in  bold  headlines,  contact  AIG. 
THE  GREATEST  RISK  IS  NOT  TAKING  ONE™ 


AIG 


INSURANCE,  FINANCIAL  SERVICES  AND  THE  FREEDOM  TO  DARE. 


Insurance  and  services  provided  bv  members  of  American  International  Group.  Inc ,  70  Pine  Street.  Oept  A.  New  York,  NY  10270.  wwwaig.com 
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All  Hangar, 
No  Blimp 

A  once-buoyant  German  ven- 
ture has  a  huge  shed,  but  little 
else  to  show  for  $263  million. 

BY  ALAN  FARNHAM 

IN  TEXAS  REAL  RANCHERS  DISPARAGE 
an  upstart  by  saying  he  is  "all  hat,  no 
cattle."  That  western  saw  aptly 
describes  the  current  predicament  of 
CargoLifter,  a  would-be  manufacturer  of 
heavy-lift  dirigibles  that  so  far  has  only 
lifted  $263  million  from  investors. 
Though  the  German  company  has  been 
designing  a  prototype  for  four  years,  a 
finished  vehicle  does  not  exist.  What 
does?  A  gigantic  shed  outside  Berlin. 

It's  a  heck  of  a  hangar — the  largest 
building  in  the  world  without  internal 
supports — 1,200  feet  long,  660  feet  wide, 
330  feet  tall.  So  big,  in  fact,  that  designers 
had  to  consider  the  possibility  of  cloud 
formations  inside.  Cost:  $110  million. 
CargoLifter  says  the  building  will  serve 
not  just  as  a  hangar  but  as  the  manufac- 
turing site  for  the  first  of  50  giant  CL160 


airships,  so  called  because  each  ship  will 
lift  160  metric  tons  (352,800  pounds). 

The  ships,  the  shed  and  the  shop 
itself  are  all  brainchildren  of  Carl  von 
Gablenz,  50,  grandson  of  a  Lufthansa 
cofounder.  A  lawyer  and  professor  of. 
global  logistics,  Von  Gablenz  came  up 
with  the  idea  of  a  vehicle  that  could  float 
giant  industrial  components  right  past 
all  the  railroad  tunnels  and  highway 
overpasses  that  create  nightmares  for 
ground  transport  planners.  You  could 
pick  up  a  turbine  in  Stuttgart,  say,  and 
drop  it  in  Brazil. 

Siemens,  Mitsui  and  other  industrial 
manufacturers  expressed  interest,  a  big 


has  puffed  away.  But  with  no  ships  and  the) 
construction  costs  mounting,  CargoLiften 
shares  plunged  75%.  In  March  the  Ger- 
man press  predicted  the  company  wouldl 
be  out  of  money  come  April. 

Help  is  on  the  way.  Von  Gablenz  says' 
the  company  will  issue  up  to  $40  million* 
in  convertible  bonds,  and  the  German 
government  appears  poised  to  offer  addi- 
tional aid.  In  the  meantime  CargoLifter 
has  a  stopgap  product — the  CL75,  a  $10 
million  balloon  meant  to  be  dragged 
through  the  air  by  ropes  and  tractors.  The. 
company  sold  one  to  HeavyLift  Canada  (a 
company  in  which  it  has  a  20%  stake), 
which  intends  to  use  it  for  hauling 


It's  one  heck  of  a  hangar— the  largest  building 
in  the  world  without  internal  supports. 


reason  CargoLifter,  by  May  2000,  had 
amassed  the  largest  private  placement  in 
German  history.  The  German  govern- 
ment provided  subsidies  and  made  avail- 
able a  former  Soviet  airfield  as  the  hangar 
site,  in  exchange  for  CargoLifter's  com- 
mitment to  create  jobs. 

Since  then  a  team  of  some  260  engi- 
neers (including  the  cream 
of  the  world's  air- 
ship designers)        . 


■ 


rigs  over  the  tundra. 

CargoLifter  isn't  the  only  company 
piring  to  build  big  airships.  The  origin: 
Zeppelin  company  currendy  carries  sight- 
seers  on  excursions  over  Lake  Constance 
in  central  Europe,  just  as  the  very  first 
Zeppelins  did.  "We  fly  from  morning  to 
evening  every  day,"  says  Bernd  Straeter, 
Zeppelin's  chief  executive. 

How  big  is  his  hangar?  Says 
jj^^    Straeter:  "Very  small."      F  l 

Where's  the 
bratwurst?  Cargo- 
Lifter's  yawning 
hangar  awaits 
an  occupant. 
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Any  excuse 
to  use  it. 


The  Samsung  a400  is  as  high  tech  as  it  is  sleek; 

as  feature-rich  as  it  is  stylish.  So  beware,  you  may  find 

yourself  using  it  more  than  you  anticipated. 

•  Downloadable  images  and  ringers 
■  GPS  enabled 

•  Wireless  Internet  access 

With  style  and  features  like  these,  what  other  excuse 
do  you  need?  Visit  www.samsungusa.com/wireless 

or  call  1-800-SAMSUNG. 


RadioShack 


The  PCS  Center 


SAMSUNG  DIGITS 

everyone's   invited™ 
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Space  Invader 

A  new  videogame  draws  a 
legion  of  virtual  golfers  to 
the  nation's  watering  holes. 

BY  ROB  WHERRY 

RECENTLY  KEVIN  FUERY  SHOT  A  31 
under  par.  An  obscene  score  for  a 
round  of  golf,  even  for  a  pro  like 
Tiger  Woods.  But  don't  expect  to  find 
Fuery's  name  on  the  leader  board  at 
Augusta  this  month.  The  38-year-old  bar 
manager  takes  his  swings  on  the  fairways 
of  Golden  Tee,  a  videogame  that  has 
become  a  runaway  fad  the  way  Pac-Man 
was  in  the  early  1980s.  The  golf  game  has 
appeared  in  Sex  in  the  City  and  The 
Sopranos,  as  well  as  a  Nike  commercial. 
Tournament  purses  can  reach  $200,000. 
A  national  tourney  will  soon  be  broadcast 
on  Fox  SportsNet.  It's  even  been  singled 


out  by  Congress,  which  decreed  Golden 
Tee  a  game  of  skill,  not  chance,  and 
exempted  it  from  gambling  legislation. 

Golden  Tee's  popularity  is  a  boon  for 
Incredible  Technologies,  the  Chicago  area 
outfit  that  manufactures  the  game.  Since 
the  game's  introduction  in  1989,  privately 
held  IT  has  sold  80,000  machines  for 
between  $2,500  and  $4,400  a  pop.  The 


game  is  also  a  gold  mine  for  the  many 
drinking  establishments  that  split  re 
enues  with  regional  game  operators. 

That  should  be  enough  to  entice 
personal  injury  lawyers — who  were 
undoubtedly  impressed  by  an  on-screen 
message  warning  players  of  possible  wrist 
injuries  caused  by  mishandling  the  track 
ball  that  controls  the  shots.  F 


Cash  and  Burn 

Government  handouts  won't  be  enough  to  save  all  of  the  nation's  airlines  I  by  michael  k.  ozaniai 


JUST  HOW  BADLY  ARE  THE  AIRLINES  REELING?  IUDGING  BY 
the  speed  at  which  they're  burning  cash,  badly  enough 
that  mergers — even  bankruptcies — appear  all  but  in- 
evitable. Take  US  Airways.  The  airline  secured  $400  million  in 
bank  loans  and  will  get  $330  million  in  government  aid.  But  the 
company  is  expected  to  lose  $500  million  this  year  and  has  $1.4 
billion  of  debt  coming  due  within  the  next  five  years.  Pretax 
cash  loss  (that  is,  net  before  depreciation  and  tax)  was  $1.5  bil- 
lion last  year.  At  that  rate,  the  airline  will  drain  its  cash  in  eight 


months.  United  Airlines  parent  UAL  posted  a  pretax  cash  loss  of 
$2.3  billion — before  the  benefit  of  a  $652  million  government 
grant  to  compensate  for  Sept.  1 1 .  During  the  dismal  fourt 
quarter,  the  company  was  consuming  cash  at  a  rate  of  $  1 0  mil- 
lion a  day.  Northwest  Airlines  had  a  pretax  cash  loss  of  $547 
million.  Too  bad  the  age  of  its  fleet  is  nearly  twice  the  industry 
norm.  With  big  expenditures  looming,  the  carrier  is  trying  to 
raise  $400  million  by  taking  public  a  piece  of  its  Express  Airlines 
unit.  Desperate  times  call  for  selling  the  furniture.  F 


Liquidity1 

Airline  ($bil) 

AMR  $3.0 

Continental  Airlines  1.1 

Delta  Air  Lines  2.2 

Northwest  Airlines  2.6 

Southwest  Airlines  2.3 

UAL  2.6 

l->  Airways  l.l 


Pretax 

cash  profits2 

($mil) 

-$1,287 

361 

-729 

-547 

922 

-2,259 

-1.527 


Burn 

rate3 

(months) 

28 
POS 

36 

57 
POS 

14 
8 


Debt/ 
capital 

54% 

78 

67 
110 

24 

69 
391 


Long-term 
debt  due  next 
5  years  ($bil) 

$2.7 
2.0 
3.2 
2.7 
0.5 
3.1 
1.4 


Average 

age  of 

aircraft  (yrs) 

10.8 

6.5 

9.6 
20.0 

8.4 
10.0 
10.6 


; 


Cash  plus  short-term  investments.  Earnings  before  deductions  for  taxes  or  depreciation  for  2001.  liquidity  divided  by  pretax  cash  losses  as 
defined  in  second  column.  POS:  Positive  pretax  cash  profits  in  2001.  Source:  Company  reports. 
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You'll  be  surprised  by  what  a  Renaissance  hotel  is  and  isn't.  It  isn't  dull, 
predictable  or  typical.  It  is  expressive  design,  award-winning  restaurants  and 
savvy,  intuitive  service.  After  one  stay,  your  preconceptions  of  a  hotel  may 
never  be  the  same.  For  reservations  at  any  of  the  over  120  Renaissance  locations, 
call  your  travel  agent  or  1-800-H0TELS-1  or  visit  renaissancehotels.com 


RENAISSANCE- HOTELS 


With  our  compliments,  a  $50  certificate.  Renaissance 

In  appreciation  of  our  guests,  present  your  ticket  from  any  of  our  airline  partners  listed  below  at  check-in  and  receive  participates  in  the 

a  $50  certificate  toward  your  next  two-night  stay  at  any  Renaissance  hotel. This  offer  is  good  through  June  30*  Marriott  Rewards'  program. 


American  Airlines    A  Delta 


UNITED 


•Not  applicable  for  groups  of  10  or  more,  one  certificate  issued  per  stay,  must  be  used  for  future  2-night  stay,  use  of  certificate  not  combinable  with  other  offers.  Airline  travel  must  take  place  within  three 
days  orior  to  arrival.  American  Airlines'  is  a  registered  trademark  of  American  Airlines,  Inc. 
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The  Informer 


infnrmRrCSf'nrhf-s  nn. 


Profiting  from  government 
experience:  Barry  McCaff  re 


He's  a  Crack  Worker 

Clinton  Administration  drug  czar  Barry  McCaffrey  is  now 
"principal  adviser"  at  EGetgoing.com,  a  California  startup  that 
enables  alcohol  and  drug  abusers  to  participate  in  group  therapy 
over  the  Internet  from  their  home  computers.  Cost:  $1,200  for 
12  weeks.  Since  the  retired  general's  arrival,  EGetgoing,  an  affil- 
iate of  privately  held  CRC  Health  Corp.,  has  gained  various 
health  industry  accreditations  and  a  federal  contract.  Jackpot 
potential:  eligibility  for  court-ordered  treatment  programs  and 
health  insurance.  Besides  getting  paid,  McCaffrey,  59,  holds 
rights  to  an  unspecified  number  of  shares.    — Matthew  Swibel 

The  Marketplace  Was  Speaking  to  Us 

Arthur  Andersen  LLP  partners  who  leave  to  become  chief  finan- 
cial officers  of  a  corporation  get  lower  base  salaries  than  those 
from  the  other  Big  Five  accounting  firms.  A  study  by  headhunter 
Foster  Partners,  covering  a  period  just  before  the  recent  con- 
tretemps over  Enron  document  shredding,  says  an  alum  of  now- 


indicted  Andersen  got  $216,000,  compare 
with  $291,667  for  a  Coopers  &  Lybrand  partne 
prior  to  its  merger  with  Price  Waterhouse,  am 
$245,000  for  a  job-changer  from  Ernst  t 
Young.  — Katarzyna  Morerv 

Simply  Amazing  Research 

MIT's  Andrew  W.  Lo  and  Boston  University" 
Dmitry  V.  Repin  wired  up  ten  foreign-exchang 
and  derivatives  traders  at  an  unnamed  maja 
Boston  firm  to  measure  physiological  responses 
Among  the  conclusions:  New  traders  tend  t( 
sweat  more  when  markets  are  agitated;  expert 
enced  traders  react  less  strongly. — Janet  Novae 

Whose  Conduct  Was  Gross? 

An  arbitration  panel  has  ordered  Vanguan 
Group  to  pay  former  broker  Robert  W.  Taylol 
$75,000  for  stating  in  a  filing  that  its  discount  brokerage  unii 
fired  him  in  1998  for  "gross  misconduct."  Taylor  tells  FORBE: 
the  real  reason  was  option  trading  in  his  own  account  that  hi 
boss  in  Phoenix  wrongly  thought  was  prohibited.  The  panel  alsc 
recommended  that  the  harsh  characterization  be  changed  on 
publicly  accessible  database  to  "violation  of  Vanguard  compaaj 
policies."  But  the  old  language  remains  unaltered.  Taylor,  46 
says  Vanguard  has  written  him  that  it  will  appeal  in  court.  From 
Vanguard:  no  comment.  — William  P.  Barret 

Shades  of  George  Orwell 

The  feds  have  finally  come  up  with  a  way  to  eliminate  abusivt 
corporate  tax  shelters:  Rename  them.  At  a  congressional  hearinj 
in  March  Larry  R.  Langdon,  who  heads  the  Internal  Reveniu 
Service's  large  and  midsize  business  division,  deviated  repeat- 
edly from  his  prepared  text  to  use  the  phrase  "tax  avoidance 
transaction"  instead  of  "shelter."  Another  Treasury  honcho  tes- 
tified that  this  new  nomenclature  is  preferable  because  the  ole 
phrase  was  "undefinable."  — /J)| 


As  Arthur  Andersen  has 

DEFENDANT 

Clement  Chijioke  Anozie  Esq 

D/S  Progress 

Robert  Jacobs  Esq. 

Terri  Lewis,  Curtis  Lewis, 
Steven  Anderson 

James  Allen  McKean 

David  D.  Nuyen 

Augustino  Tarantino 

Toho  Carbon  Fibers 


learned  to  its  regret, 

LOCATION 

,  Houston,  Tex. 
Baltimore,  Md. 
Philadelphia,  Pa. 
Squaw  Valley,  Calif. 

uik,  Tex. 
Silver  Spring,  Md. 
Fo  t  Bragg,  Calif. 
Menlo  Park,  Calif. 


federal  prosecutors  take  document-impropriety  cases  very,  very  seriously.        —J.N. 


ALLEGATIONS  INCLUDE 

failed  to  turn  over  records  summoned  by  the  IRS 

presented  false  logs  to  the  U.S.  Coast  Guard 

backdated  documents  for  clients'  $15  million  deduction 

shredded  documents  and  erased  computer  files 
after  being  served  with  subpoenas  in  tax  fraud  case 

tailed  to  file  tax  form  reporting  cash  sale  of  boat 

backdated  tenant  lead-paint-notification  forms 

falsified  fishing-catch  records 

shipped  incriminating  antitrust  documents  to  Japan 


DISPOSITION 

sentenced  to  seven  months 
fined  $250,000 
pleaded  not  guilty 
all  pleaded  not  guilty 


awaiting  sentencing 
sentenced  to  two  years 
awaiting  sentencing 
indicted;  no  plea  yet 


i 

ms 
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Intelligence  |  Organizational  Intelligence  |  Customer  Intelligence  |  Enterprise  Intelligence  |  Intelli 


How  do  you  get  daily  updates 
on  your  business  health? 


Give  employees 
well-defined  objectives? 

And  respond  quickly  to 
changing  market  conditions? 


SAS  is  all  you  need  to  know. 


Only  SAS  provides  you  with  a  total  enterprise 
view  for  aligning  HR,  finance  and  other  business 
units  to  meet  strategic  goals.  So  you  can  keep 
stakeholders  happy,  employees  productive  and 
competitors  on  the  defensive.  To  find  out  how 
leading  companies  are  reaping  the  rewards  of 
SAS  enterprise  intelligence  sottware,  call  toll  free 
1  866  270  5722  or  visit  www.sas.com/enterprise 


The  Power  toKnown 


SAS  and  all  otner  SAS  Institute  Inc.  product  or  service  names  are  registered  trademarks  or  trademarks  of  SAS  Institute  Inc.  in  the  USA  and  other  countries.  ®  indicates  USA  registration 
•  O  2002  SAS  Institute  Inc  All  rignts  esen;?d    4839SUS.0202 
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On  My  Mind 


The  Next  Free  Market 

Let  entrepreneurs,  not  government  bureaucrats,  run  space  exploration. 


WHY  MAKE  THE  NATIONAL  AERONAUTICS  &  SPACE  ADMINISTRA- 
tion  struggle  with  budget  overruns?  There's  a  better  way.  Get  the 
government  out  of  the  space  business.  Hand  it  over  to  the  pri- 
vate sector.  Rather  than  flying  rockets,  NASA  itself  could  pur- 
chase launch  services  as  a  customer. 

Begin  with  the  space  shuttle,  which  was  designed  more  than 
three  decades  ago  to  reduce  the 
costs  of  traveling  to  orbit  but  has 
caused  costs — how  else  can  one 
say  it? — to  skyrocket.  One  way 
NASA  has  tried  to  hold  down 
those  costs  is  by  contracting  to 
United  Space  Alliance,  a  Boeing- 
Lockheed  Martin  venture,  to 
handle  postflight  refurbishing  for 
a  set  $400  million  fee. 

But  better  yet  is  to  sell  off  the 
fleet  to  private  hands  that  would 
have  a  strong  incentive  to  find 
moneymaking  uses  for  underuti- 
lized shuttles.  Private  owners 
might  not  drop  the  shuttle's  $40 
million  external  fuel  tanks  in  the 
ocean  to  be  destroyed  once  the 
fuel  burns  off.  Instead,  Space 
Islands  Group,  a  privately  held 
company  in  West  Covina,  Calif, 
has  proposed  placing  these  150- 
feet-high  tanks  into  orbit.  Entre- 
preneurs could  retrofit  the  tanks 
as  orbiting  laboratories,  hotels  or  honeymoon  suites. 

When  proposed  in  the  mid-1980s,  the  space  station  was  sup- 
posed to  cost  $8  billion  and  hold  a  crew  of  12.  The  final  cost  will 
be  at  least  $50  billion  and  the  redesigned  station  can  only 
accommodate  three  full-time  astronauts,  too  few  to  do  much 
serious  science.  NASA  and  its  international  partners  should  sell 
off  or  give  away  the  moneylosing  station.  If  that's  not  possible, 
the  partners  at  minimum  should  let  the  private  sector  provide 
transportation  to  and  from  the  station,  undertake  the  commer- 
cial and  scientific  activities  (with  markets  determining  who  gets 
space  and  at  what  price)  and  handle  future  station  expansion. 

For  $500  million  or  less,  including  development  costs,  NASA 
might  purchase  modules  made  of  heavy-duty  inflatable  struc- 
tures that  are  being  developed  by  Bigelow  Aerospace  of  Las 
Vegas.  But  Bigelow  itself  might  soon  make  government  stations 
unnecessary.  In  about  three  years  it  plans  to  orbit  a  private  sta- 
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BY  EDWARD  HUDGINS 

THE  OBJECTIVIST  CENTER,  Washington,  D.C.  Director 
Editor  of  Space:  The  Free-Market  Frontier  (forthcoming 


"For  starters  the  space  shuttle  should  be  sold  or 

given  away  to  private  hands  that  would  have  a 

strong  incentive  to  find  moneymaking  uses'' 


tion  with  the  same  amount  of  space  as  the  NASA  station  fc 
about  $  1  billion,  for  scientific,  commercial  or  recreational  use: 
Like  the  first  personal  computers,  that  station  should  give  peopl 
incentive  to  figure  out  new  uses  and  cheaper  ways  of  doin 
launches. 

And  how  about  a  private  mission  to  Mars?  A  decade  ag 
NASA  put  the  cost  of  landing  me 
on  Mars  at  $450  billion.  But  z 
that  time  private  rocket  scientii 
Robert  Zubrin  came  up  with 
clever  alternative.  He  woul 
reduce  one  of  the  biggest  costs- 
carrying  to  Mars  the  heavy  rockc 
fuel  needed  for  the  trip  home- 
by  sending  an  unmanned  lande 
to  the  planet  first  to  manufacturB 
methane  and  oxygen  (i.e.,  rocke 
fuel)  from  the  carbon  dioxide 
rich  Martian  atmosphere.  NAS. 
itself  placed  the  cost  of  such 
mission  at  only  $20  billion  to  $3 
billion.  Bill  Gates  could  handl 
that.  Or  perhaps  a  consortium  c 
universities,  institutions  an> 
businesses  could  fund  the  trip. 

Right  now  the  Russians  ar 
better  entrepreneurs  than  NAS/ 
They  worked  with  the  America: 
company  Space  Adventures  t 
sign  up  American  Dennis  Titi 
and  South  African  Mark  Shuttlesworth  for  trips  to  the  Russia] 
side  of  the  station.  And  if  'N  Sync  singer  Lance  Bass  succeeds  h 
his  bid  to  be  next,  generations  not  born  when  Armstrong  ani 
Aldrin  walked  on  the  Moon  will  ask  when  costs  will  drop  lo\ 
enough  for  them  to  vacation  in  space. 

NASA's  fans  maintain  that  private  companies  will  not  inves 
in  most  space  ventures  because  costs  are  too  high  and  th 
returns  too  speculative.  But  this  is  a  chicken-and-egg  issue.  Cost 
are  high  in  part  because  government  regulatory  barriers  am 
NASA's  monopolistic  practices  have  hindered  private  provider; 
and  they  won't  go  down  until  the  primary  providers  of  spac 
services  are  private. 

The  Bush  Administration  is  moving  in  the  right  direction.  1 
is  expected  soon  to  propose  transferring  more  space  service 
and  assets  to  private  hands.  Allowing  entrepreneurs  in  will  no 
just  hold  down  costs.  It  will  make  space  a  hub  of  enterprise.    I 


TODAY 


Reduce  manufacturing 
waste  going  to  landfills 


TOMORROW 


Reduce  land  going 
to  waste 


TOYOTA 


Each  year  Toyota  builds  more  than  one 
million  vehicles  in  North  America.  This 
means  that  we  use  a  lot  of  resources  — 
steel,  aluminum,  and  plastics,  for  instance. 
But  at  Toyota,  large  scale  manufacturing 
doesn't  mean  large  scale  waste. 

In  1992  we  introduced  our  Global  Earth 
Charter  to  promote  environmental 
responsibility  throughout  our  operations. 
And  in  North  America  it  is  already  reaping 
significant  benefits.  We  recycle  376  million 
pounds  of  steel  annually,  and  aggressive 
recycling  programs  keep  18  million  pounds 
of  other  scrap  materials  from  landfills. 

Of  course,  no  one  ever  said  that  looking 
after  the  Earth's  resources  is  easy.  But 
as  we  continue  to  strive  for  greener  ways 
to  do  business,  there's  one  thing  we're 
definitely  not  wasting.  And  that's  time. 

www.toyota.com/tomorrow 
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High-tech 

companies 

and  their 

investment 

bankers 

have  a  cozy 

symbiotic 

relationship 
regarding 

stock  options. 
Caught  in 

the  crush  is 

a  new  victim: 
the  worker. 
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L  By  Neil  Weinberg 

TWO  YEARS  AGO  DARRYL  LEWIS  WAS  A  MICROSOFT  MILLIONAIRE.  NOW  HE  IS/ 
Microsoft  pauper.  For  this  he  blames  Merrill  Lynch. 

Lewis,  a  36-year-old  program  manager  at  Microsoft,  had  received  63,0(H| 
stock  options  over  six  years  but  had  exercised  only  4,000.  Then  his  broker  of 
fered  some  advice:  Cash  in  those  options,  but  instead  of  selling  some  of  tfo 
shares  to  cover  the  exercise  price  and  related  taxes,  just  take  out  a  margin  loan 
The  advantage  to  this  strategy:  Lewis  would  convert  ordinary  income  intc 
lower-taxed  capital  gain,  and  he  would  participate  in  continued  price  appreci. 
ation  in  the  stock. 

Was  it  foreordained  that  Microsoft  stock  would  keep  going  up?  Some  peo 
pie  had  that  delusion.  If  Lewis  was  one  of  those,  he  was  perhaps  egged  on  by; 
hypothetical  projection  from  the  broker  that  assumed  Microsoft's  stock  prio 
would  rise  25%  a  year  for  the  next  nine  years. 

It  didn't.  As  Microsoft  shares  tumbled  in  the  tech  crash,  Lewis  had  to  sel 
stock  to  meet  Merrill's  margin  calls,  demands  for  more  loan  collateral.  By  year 
end  2000  he  had  lost  his  entire  stash,  originally  worth  $1.3  million.  All  that  wa 
left  was  a  $200,000  tax  bill  and  a  $  1 . 1  million  debt  from  a  divorce  settlemen 
based  on  his  options'  value  before  the  carnage. 

"If  I'd  just  held  my  options  the  drop  in  the  stock  would  have  been  no  bij 
deal,"  says  Lewis.  "But  those  of  us  who  got  conned  into  exercising  and  holdinj 
our  shares  suffered  the  most." 

Conned?  Therein  lies  an  interesting  legal  debate  that  will  be  played  out  il 
many  a  securities  arbitration  case  over  the  next  several  years.  As  sure  as  night  fol 
lows  day,  a  bear  market  brings  out  scores  of  brokerage  customers  who  say  thei 
brokers  did  them  wrong.  These  people  were  all  too  happy  to  have  their  broker 
buy  risky  stocks  or  buy  on  margin,  as  long  as  the  stocks  kept  going  up;  when  th 
boom  ends,  they  discover  that  they  must  have  been  misled. 


Kelly  Kearney:  "Now  I  think  the 
whole  thing  was  a  hoax  and  a  scam." 


Bud  Shuemake  says  his  broker  lost 
his  savings  and  ruined  his  retirement. 
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Thousands  of  high-tech  workers 
may  be  in  Lewis'  fix.  UBS  PaineWebber 
has  been  sued  for  its  handling  of  Enron 
accounts.  Salomon  Smith  Barney  is 
under  investigation  by  the  New  York 
Stock  Exchange  for  similar  allegations 
involving  WorldCom  workers.  The  op- 
tions debacle  helped  drive  a  24%  in- 
crease last  year  in  arbitration  cases  filed 
with  the  National  Association  of  Secu- 
rities Dealers  to  a  record  6,915. 

Brokerage  firms  could  easily  win 
most  of  the  cases  but  for  one  thing:  In 
many  cases  the  brokerages  themselves 
promoted  the  risky  approach  and 
reaped  lucrative  fees  from  it.  In  some 
cases,  plaintiff  lawyers  argue,  conflicts 
of  interest  between  firms  and  their  in- 
vestment bankers  tainted  advice. 
WorldCom  used  Salomon  as  its  in- 
vestment banker,  giving  the  firm  an 
interest  in  keeping  WorldCom  stock 
high.  Salomon  also  handled  World- 
Com employees'  options  and  allegedly 
cited  Salomon  analyst  Jack  B.  Grub- 
man,  infamously  high  on  WorldCom, 
in  advising  workers  to  hold  on  to  their 
shares  and  cover  costs  by  borrowing. 

"No  sophisticated  investor  would 
exercise  and  hold,  which  is  why  most 
cases  involve  midlevel  people  who 
work  60  to  80  hours  a  week  and  rely  on  in- 
vestment advisers,"  says  Cary  Lapidus,  a 
San  Francisco  lawyer  handling  20  such 
complaints  against  Wall  Street  firms.  "In 
the  end,  they  don't  know  what's  hit  them 
until  they're  wiped  out." 

Darryl  Lewis'  options  odyssey  began 
in  1998,  when,  he  says,  he  was  approached 
by  a  Merrill  broker,  Jeanine  Luteijn,  who 
introduced  herself  as  a  member  of  Mer- 
rill's Private  Client  Group  and  dropped 
the  name  of  a  Microsoft  colleague.  Lewis 
had  only  one  prior  experience  with  op- 
tions, having  exchanged  4,000  for  cash  to 
buy  a  house  in  1996.  Luteijn  visited  Lewis 
at  his  office  in  Redmond,  Wash,  and  ad- 
vised him  to  exercise  his  options  and  hold 
on  to  Microsoft  stock,  borrowing  from 
Merrill  to  cover  the  costs,  says  Lewis.  The 
idea  is  to  hold  on  to  employee  stock  until 
at  least  two  years  after  an  option  is  granted 
and  one  year  after  it's  exercised.  Do  this 
and  you  get  favorable  long-term  capital 
gain  treatment.  Sell  too  soon,  and  profit 


Know  Your  Options 


The  path  to  options  gold  is  riddled  with  pitfalls  and 
complexities.  A  few  pointers: 

►  GET  REAL.  No  matter  how  much  you  believe'in 
your  employer,  it  could  stumble  badly.  Think  Enron, 
Lucent,  Kmart.  Since  you  already  rely  on  the  firm  for 
your  salary,  devise  a  plan  early  on  to  exercise  your 
options  and  diversify  out  of  your  employer's  stock. 
Then  stick  to  it. 

►  CHANGE  THE  WORLD.  If  you're  not  allowed  to 
hedge  options  holdings,  lobby  for  changes. 

►  BEWARE  OF  BROKERS.  They  might  be  pushing  a 
product,  so  take  their  advice  with  a  grain  of  salt  or 
come  up  with  your  own  strategy.  Then  find  a  knowl- 
edgeable broker  to  execute  it,  or  do  it  yourself  online. 

►  DONT  LET  THE  TAX  TAIL  WAG  THE  DOG.  You  risk 
losing  your  entire  stash  by  exercising  and  then 
hanging  on  to  employer  stock  unhedged  just  to  qual- 
ify for  lower  long-term  capital  gains  taxes. 

►  TAKE  OUT  OPTIONS  ON  YOUR  OPTIONS.  Consider 
limiting  your  losses  with  a  "collar,"  in  which  you  sell 
others  the  right  to  buy  your  exercised  shares  above 
the  market  price  for  a  given  period.  Then  use  the  pro- 
ceeds to  buy  the  right  to  sell  the  stock  at  a  price  below 
the  market  price.  Options  to  sell  Enron  stock  below  the 
market  price  that  sold  for  80  cents  each  when  the 
company  was  buzzing  rose  to  $40  as  it  sank.     —  N.  IV. 

becomes  ordinary  income,  taxed  at  much 
higher  rates.  (This  scenario  assumes  that 
you  can  avoid  the  alternative  minimum 
tax;  if  you  can't,  the  paper  profit  on  exer- 
cise is  immediately  taxable,  no  matter  how 
long  you  hold  the  stock.) 

Luteijn  provided  spreadsheets  showing 
that,  even  after  paying  Merrill  7.6%  inter- 
est, Lewis  would  reap  $54,000  more  in 
1999  than  if  he  exercised  and  sold.  By  2007, 
Luteijn's  figures  showed,  the  exercise-and- 
hold-for-a-year  strategy  would  turn  Lewis' 
63,000  options  into  shares  worth  $34.6 
million,  or  $1 1  million  more  than  if  he  sold 
the  shares  immediately  on  exercising. 

Lewis  went  for  it.  Starting  in  October 
1 998,  when  the  stock  was  around  $50,  he 
began  converting  a  total  of  23,500  options 
exercisable  at  prices  of  $5  to  $6  a  share,  net- 
ting Microsoft  stock  worth  $1.3  million. 
He  could  have  covered  the  cost  by  selling 
10%  of  his  shares.  Instead,  at  Luteijn's  be- 
hest, Lewis  says  he  borrowed  from  Merrill 
to  pay  for  the  options  and  a  new  home.  By 


January  2000  he  was  in  hock  to  Mer 
rill  for  $1.1  million  and  paying  $3,40* 
in  monthly  margin  interest  and  fees 
Twelve  months  later  Lewis'  smali 
fortune  was  gone.  He  has  filed 
complaint  with  the  National  Associa1 
tion  of  Securities  Dealers,  alleging  th1 
firm  failed  to  warn  him  of  the  da* 
gers  of  margining  his  account  or  t< 
discuss  hedging  the  risk. 

Luteijn,  who  left  Merrill  aroun< 
the  time  Lewis'  account  blew  up,  de 
clines  comment.  Merrill  says  Lewis 
claim  is  bunk  and  the  strategy  wat 
his.  Yet  Merrill  encouraged  precisely 
that  approach,  running  ads  in  a  mag- 
azine for  the  PRO  Sports  Club,  when 
Microsoft  gives  17,000  employee 
memberships.  "Need  Financing  t( 
Exercise  Your  Employee  Stock  Op; 
tions?  Exercise  and  Hold  Using  Port 
folio  Reserve,"  the  headline  advised 
"Capitalize  on  the  stock's  upside  po 
tential  . . .  take  advantage  of  the  20°/i 
long-term  capital  gains  rate  by  hold- 
ing shares  for  more  than  one  year." 
Merrill  says  it  had  little  motivi 
to  push  the  risky  approach.  A  spokes- 
man says  broker  loan  commission: 
are  "very  minimal."  But  a  compen- 
sation guide  the  firm  put  out  last  yeai 
shows  brokers  receive  0.5%  of  the  value  o; 
mortgages  and  securities-based  loans  ova 
$100,000.  At  that  rate  Luteijn  stood  to  earr 
$5,500  annually  on  Lewis'  $1.1  million  bal-i 
ance.  Merrill  generates  over  half  its  revenue 
from  interest  income,  and  only  14%  frorr 
commissions. 

To  high-tech  firms  options  are  like  fret ; 
money.  Their  cost  doesn't  come  out  of  the  j 
net  income  reported  to  shareholders.  Bui  | 
when  the  option  is  exercised,  the  spread 
between  the  exercise  price  and  the  stock's 
market  value  can  be  deducted  from  in- 
come on  the  corporate  tax  return.  Merrill*! 
own  figures  show  that  if  options  were  ac- 
counted for  like  other  compensation,  Mi- 
crosoft earnings  would  have  been  36% 
lower  in  2000. 

Showered  with  options  and  sur- 
rounded by  corporate  boosterism,  em- 1 
ployees  are  ill-equipped  to  find  their  way 
through  all  the  complexities:  staggered 
vesting  periods,  alternative  minimum 
taxes,  cashless  exercises  and  protective  col-1 
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WHEN  NEARLY  HALF  THE  FORTUNE*  1000  ARE  YOUR  CLIENTS,  YOU  TEND  TO  STAND  OUT. 


When  leading  companies  need  a  wireless  partner  to  keep 
things  moving,  they  turn  to  us.  With  over  20  million  subscribers 
nationwide,  it's  no  wonder  that  businesses  rely  on  Cingular 
to  provide  services  such  as  business  calling  plans,  corporate 
e-mail,  interactive  messaging,  and  CRM  solutions.  Maybe  it's 


time  you  noticed  the  shape  business  is  taking  to  express  itself. 
Give  us  a  call  at  '1-866-281-7551,  or  visit  us  on  the  internet  at 
www.cingular.com/business.  Also,  feel  free  to  download  our 
"orange"  paper,  Executive  Guide  to  Enterprise-Wide  Wireless 
Data  Strategies,  when  you  visit  our  website. 


Xcinqular 
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STOCK  OPTIONS 


lars.  Employers  are  disinclined  to  give 
a  peep  of  advice;  if  something  didn't 
work  out,  you  can  bet  they'd  be  sued. 
Microsoft  leaves  workers  to  find  their 
own  brokers,  or  brokers  to  find  them. 
Other  companies  designate  a  broker- 
age to  exercise  options — in  some 
cases  its  own  investment  bank,  creat- 
ing a  potential  conflict  of  loyalties. 

That  is  the  gist  of  a  Houston  law- 
suit filed  by  former  Enron  employ- 
ees against  PaineWebber.  It  charges  the 
firm  withheld  negative  information  "for 
its  own  pecuniary  gain,"  because  it  acted 
both  as  the  exclusive  handler  of  employee 
options  for  Enron  and  as  its  investment 
banker.  PaineWebber  says  the  charges  are 
without  merit. 

Kelly  Kearney,  a  bubbly  woman  who 
sold  telecom  services  for  WorldCom  in  San 
Francisco,  told  her  employer  in  January 
2000  she  planned  to  retire  in  two  months. 
She  says  the  personnel  department  told  her 
she  would  have  to  exercise  her  options  via 
Salomon  Smith  Barney,  WorldCom's  main 
investment  bank,  or  lose  them. 

Kearney,  who  wanted  to  study  tilemak- 
ing  and  Italian,  had  little  experience  han- 
dling stocks  or  options.  She  called  David 
Candib,  a  broker  at  Salomon's  Atlanta  office 
who  had  been  pushing  Kearney  to  exercise 
her  options  for  three  years.  He  advised  her 
to  cash  in  her  options  and  hold  on  to  the 
stock  for  a  year,  citing  (she  alleges)  analyst 
Jack  Grubman's  rating  of  WorldCom  as 
"the  best  stock  in  our  universe." 

Kearney  exercised  28,600  options  and 
soon  had  $  1 .3  million  in  WorldCom  stock 
sitting  atop  a  $600,000  margin  loan  from 
Salomon.  Never,  she  says,  did  Candib  dis- 
cuss the  risks  of  holding  the  vast  majority 
of  her  net  worth  in  one  stock  with  a  high 
margin  balance.  WorldCom's  stock  tanked 
in  the  summer  of  2000,  but  Candib,  again 
relying  on  Grubman's  reports,  assured  her 
it  would  come  back,  Kearney  says.  Instead, 
it  fell  further.  As  Kearney  received  over  a 
dozen  margin  calls,  she  struggled  to  raise 
cash,  draining  $58,000  from  other  accounts 
and  borrowing  $195,000  against  two 
homes.  By  October  2000  it  was  all  gone.  "I 
trusted  David  implicitly  and  believed  what 
Grubman  said,"  she  says.  "Now  I  think  the 
whole  thing  was  a  hoax  and  a  scam." 

Candib  left  the  brokerage  industry 
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Schultz  "unjustifiably 
seeks  to  blame  others 

for  his  conscious  desire  to 

speculate  that  the  value  of 

his  remaining  Cisco  holdings 

would  increase/'  Salomon 

Smith  Barney  says. 

shortly  after  Kearney  lost  her  savings  and 
could  not  be  reached  for  comment.  Grub- 
man  has  come  under  criticism  for  touting 
WorldCom  while  drumming  up  invest- 
ment banking  for  the  firm.  That  includes  a 
suit  filed  by  two  of  Salomon's  own  former 
Atlanta  brokers  who  were  named  as  de- 
fendants in  NASD  cases;  the  brokers  claim 
they,  too,  were  duped  by  Salomon  and 
Grubman.  Salomon  chalks  up  the  World- 
Com claims  to  "market  hindsight." 

Sometimes  workers  lose  their  jobs  as 
well  as  their  fortunes.  Orlandes  (Bud) 
Shuemake,  53,  lost  his  job  installing  tele- 
com gear  in  May  2001  shordy  after  his  em- 
ployer, Northpoint  Communications,  im- 
ploded. He  has  been  unable  to  find  work. 
The  stress,  he  says,  has  made  him  lose  large 
patches  of  hair.  If  things  don't  get  better 
soon,  he  and  his  wife  will  lose  their  home. 

Shuemake  marks  the  start  of  his  finan- 
cial demise  to  September  1999  when 
Northpoint  personnel  staff  directed  him 
to  Morgan  Stanley,  an  underwriter  of 
Northpoint's  initial  public  offering.  There, 
Shuemake  was  introduced  to  David  Dunn, 
a  vice  president  he  says  was  described  by 
the  brokerage  as  specializing  "in  addressing 
the  concerns  of  holders  of  concentrated 
stock  and  stock  options  positions." 

When  Shuemake  met  with  Dunn,  the 
only  stock  he  had  ever  owned  had  been  in 
a  401  (k)  at  Pacific  Bell  plus  another  100 
shares  from  a  former  employer.  Shuemake 
says  he  told  Dunn  he  hoped  to  retire  in 
about  two  years,  pay  for  his  son's  educa- 
tion and  support  two  disabled  parents,  so 
his  first  priority  was  preserving  principal. 

The  details  of  who  said  what  next  are 
in  dispute.  Shuemake  says  Dunn  encour- 
aged him  to  exercise  and  hold  his  stock. 
Morgan  Stanley  says  it  advised  its  clients 
to  diversify  Dunn  isn't  talking.  In  any  case 
Morgan  Stanley  exercised  some  of  Shue- 
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make's  options  and  in  January  200* 
sent  a  statement  showing  he  owneW 
$1.4  million  in  shares  and  vested  opjj 
tions.  It  arranged  a  $98,000  margil 
loan  with  shares  as  collateral  to  heir 
cover  the  tax  bill  on  the  exercise.  Ani 
it  used  additional  shares  as  security  fc 
a  mortgage  on  a  new  home. 

The  stock  crashed.  By  early  20Q 
his  $1.4  million  had  been  reduced  tc 
$15,000,  and  he  had  been  forced  1 
pull  $60,000  from  his  401(k)  to  refinancj 
his  mortgage.  "David  presented  himself  J 
someone  who  could  help  me  retire  anj 
meet  my  goals.  Instead,  he  ruined  my  life! 
Shuemake  says. 

Anthony  Schultz  worked  at  Cisco  n 
nine  years,  rising  to  manage  an  engineeriia 
group.  An  options  packet  he  received  at 
work  included  information  about  Salomon 
Smith  Barney.  In  December  1999,  twoill 
months  before  he  planned  to  quit,  Schulfr!  i 
decided  to  exercise  most  of  his  options.  He 
figured  he  could  save  $500,000  in  taxes  b) 
holding  on  for  a  year.  Schultz  spoke  with 
Salomon  broker  David  Mumford  in  Menlo  \t 
Park,  Calif.  Mumford  categorized  him  as  iQ 
"moderate/capital  preservation"  investor  yel 
advised  him  to  hold  as  many  Cisco  shares  as 
possible,  Schultz  says  in  his  NASD  complaint 
He  converted  128,000  options  to  $9  million 
in  stock  at  the  end  of  March  and  took  out  a: 
$1.5  million  margin  loan  to  cover  costs  and 
to  remodel  his  home. 

Cisco  started  to  slide.  By  March  2001 
Schultz  had  lost  97%  of  his  original  $9  mil- 
lion in  stock.  Then,  Schultz  says,  he  re- 
ceived a  form  from  Salomon  requesting  he 
change  his  specified  investment  objective 
from  "moderate"  to  "aggressive." 

Salomon  says  Schultz  "unjustifiably 
seeks  to  blame  others  for  his  conscious  de- 
sire to  speculate  that  the  value  of  his  re- 
maining Cisco  holdings  would  increase." 
The  firm,  it  adds,  had  no  responsibility  to 
recommend  hedging  because  Schultz 
"controlled  his  account  and  Salomon 
Smith  Barney  had  absolutely  nothing  to 
do  with  Mr.  Schultz's  having  acquired  a 
large  position  in  Cisco." 

"I  sacrificed  a  lot  in  the  1990s  thinking 
the  thing  to  do  was  work  in  Silicon  Valley 
and  get  out,"  says  Schultz,  40.  "All  that  was 
taken  away  by  a  financial  consultant  who 
didn't  know  what  he  was  doing."  ' 
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ink  they  know  everything. 


EYl  KV  I  WO  YEARS  A  CERTAIN  DOCTOR  COMES  TO 
Linda  Cerrone's  Nissan  dealership  in  Tewksbury, 
Mass.  and  buys  a  Pathfinder  or  a  Maxima  from  her. 
The  doctor  comes  well  prepared.  Using  the  Internet, 
he  knows  the  car's  specs,  the  options  and  the  invoice 
price.  Because  of  this,  she  says,  she  can  squeeze  just 
$500  over  invoice  from  him — as  much  as  $2,200 
der  Nissan's  $27,100  suggested  retail  price  for  a  high-end 
ixima.  "He  grinds  me  worse  than  anyone,"  Cerrone,  53,  says. 
But  don't  cry  for  Cerrone.  When  she  pulls  up  the  doctor's 
me  on  her  computer,  she  sees  the  gross  profit  she's  made  off 
n  in  parts,  service  and  sales  for  the  eight  years  he's  been  com- 
;  to  her  dealership.  "I  can  see  I'll  have  the  ability  to  make 
Dther  $1,800  or  $2,000  on  his  trade-in,  and  I  know  he's  going 
service  the  new  car,  which  will  be  another  $1,000  over  the 
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next  two  years.  So  it's  $3,500  in  profit  on  the  deal,  not  just  $500," 
says  Cerrone.  She  wouldn't  cut  the  same  deal  for  someone  who 
drove  100  miles  to  try  to  save  $100 — someone  she  will  likely 
never  see  again. 

Car  dealers  would  be  happy  to  see  the  Internet  go  away. 
What  retailer  wants  shoppers  to  know  their  wholesale  costs?  But 
they  are  not  being  killed  by  the  Internet,  as  the  most  avid  dot- 
com fans  were  predicting  a  few  years  ago.  They  are  fighting  back 
quite  adroitly. 

The  old-fashioned  dealers  have  almost  completely  stomped 
out  the  Internet  sites  that  promised  to  sell  cars  directly  to  con- 
sumers. Now  they  are  exploiting  computers  and  the  Internet  to 
improve  service  and  boost  volume,  especially  for  used  cars.  And 
don't  think  their  salespeople  aren't  well-primed  for  buyers  who 
walk  smugly  into  a  dealership  carrying  Internet-generated  pric- 
ing information. 

Not  that  life  is  easy  for  dealers.  Scores  get  merged  out  of  exis- 
tence or  go  bankrupt  every  year  (see  chart,  p.  58).  Their  gross 
profit  margin  on  new  cars  has  been  falling  for  40  years,  to  6%  last 
year.  Strong  vehicle  sales  (17.2  million  sold  last  year)  have 
shielded  them  from  worse  times,  but  sales  will  slow  a  bit  this  year. 

That's  why  it's  urgent  for  dealerships  like  Cerrone's  Crest 
Nissan,  which  sells  about  1,000  new  cars  a  year,  to  replace  the 
gross  profits  they  used  to  get  on  new-car  sales.  One  old  standby 
is  to  get  the  buyers  back  in  the  store  for  higher-margin  transac- 
tions like  servicing  and  parts  sales.  The  National  Automobile 
Dealers  Association  estimates  service  and  parts  made  up  12%  of 
dealer  sales  last  year — but  47%  of  profits.  Another  source  of 
income  is  used  cars,  where  comparison  shopping  on  the  Inter- 
net is  a  little  tougher.  And  then,  some  dealerships  are  turning 
into  gift  shops.  At  Beverly  Hills  BMW  you  can  buy  BMW  cufflinks 
for  $28  or  a  $708  attache  emblazoned  with  the  BMW  logo. 

The  smart  dealers,  meanwhile,  are  turning  the  Internet  to 
their  advantage.  From  Cerrone's  Web  site  customers  can  make 
service  appointments  or  order  parts.  Her  back-office  system,  the 
latest  version  from  Dayton,  Ohio-based  Reynolds  and  Reynolds, 
automatically  sends  out  discount  coupons  by  e-mail  or  regular 
mail,  alerting  customers  to  10,000-mile  checkups  or  extended- 
warranty  offers. 

On  the  sales  side,  prospective  buyers  can  cruise  her  inven- 
tory online,  and  also  see  photos,  calculate  monthly  payments 
and  fill  out  loan  applications.  Dealers  say  the  system  cuts  15 
minutes  from  the  three  hours  customers  typically  spend  at  a 
dealership  to  buy  a  car.  "Customers  come  to  me  at  lunch  with  45 
minutes,"  Cerrone  says.  "And  they  don't  worry  so  much  about 
how  cheap  something  is,  if  it's  fast  and  easy  to  get." 

Cerrone  contracts  with  four  auto-referral  Web  sites,  like 
Autobytel.com,  which  send  her  several  hundred  leads  every 
month.  She  grumbles  about  their  expense — an  average  of  $900 
per  site  per  month — and  it  takes  a  full-time  Internet  sales  repre- 
sentative to  weed  through  them.  But  for  now  she  is  sticking  with 
them  because  they  lead  to  about  ten  sales  a  month,  enough  to 
cover  costs. 

Used  car  Web  sites  are  more  productive  for  Cerrone.  She 
places  ads  on  the  huge  online  classifieds  sites  like  AutoTrader.com 
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and  Cars.com,  where  customers  can  search  for  spe- 
cific models  and  link  directly  to  the  dealer  when  they 
find  what  they're  looking  for.  These  are  buyers  you 
want.  A  used  car  buyer  will  travel  farther  to  get  his 
specific  car,  and  he  will  pay  for  it.  Net  margins  for 
used  cars  average  1.7%  compared  with  0.7%  for  new 
cars.  Some  of  Cerrone's  customers  walk  in  with  the 
stock  number  of  the  used  car  they  want  to  buy 
printed  from  her  Web  site.  Internet  sales  make  up 
10%  of  her  volume.  "This  makes  my  life  easy,"  she 
says.  "I  can  just  go  get  the  keys." 

The  biggest  change  for  dealers  is  shoppers 
armed  with  research  culled  from  auto  advice  Web 
sites  like  Consumer  Reports,  Edmunds  or  Kelley 
Blue  Book.  J.D.  Power  and  Associates  says  62%  of 
new-car  buyers  first  consult  the  Internet  for  invoice 
prices,  sticker  prices  and  trade-in  values.  They  storm  into  the 
dealership  like  lions  but  walk  out  like  sheep.  Auto  pricing,  it 
turns  out,  is  a  subtle  thing. 

At  Rothrock  Motor  Sales  in  Allentown,  Pa.  salespeople  coun- 
terattack by  calling  up  those  Web  sites  on  one  of  ten  computers 
scattered  around  the  showroom.  On  valuing  a  trade-in,  for 
instance,  a  salesman  will  acknowledge  the  price  listed  on  the 
Internet.  But  he  then  changes  a  few  inputs,  arguing  that  the  car's 
condition  isn't  quite  as  good  as  what  the  seller  says.  That  knocks 
down  the  suggested  trade-in  value  for  a  2000  Toyota  Camry 
from,  say,  $11,000  to  $10,000 — the  difference  between  "excel- 
lent" and  "good"  condition. 

Then  there's  the  matter  of  the  "invoice  price."  It's  not  the 
price  the  dealer  pays,  only  a  starting  point  in  calculating  the 
price.  Manufacturers  pay  dealers  for  every  car  they  sell  (this  is 
called  holdback)  to  help  cover  costs.  The  Big  Three  pay  3%  of 
the  sticker  price;  foreign  makers,  typically  from  nothing  to  3%. 
But  that's  not  all.  Like  toothpaste  companies,  the  carmakers 
offer  cash  to  entice  retailers  to  move  certain  products  at  certain 
times — incentives  buyers  never  hear  about. 

Even  when  a  resourceful  buyer  uncovers  this  information — it 
is  available  for  a  price  from  Consumer  Reports,  Fight- 
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ingChance.com,  and  others — there  is  only  so  far  a  dealer  can  b{| 
pushed.  Benjamin  Gardella,  a  software  engineer  from  Berkeley,- 
Calif.,  dug  up  unpublicized  incentives  and  calculated  holdback' 
before  buying  a  2002  Subaru  Outback  in  December — and  ended 
up  paying  exactly  what  the  dealer  wanted  him  to  pay.  The  dealet 
claimed  Gardella  was  off  by  $650  on  the  invoice  price  and  denied 
he  would  get  a  holdback.  "He  was  going  to  sell  every  Outback  on 
his  lot  without  a  problem,"  Gardella  laments.  "I  picked  a  hot  cat 
and  if  you're  locked  into  a  hot  car,  you're  doomed." 

And  Internet  or  not,  some  sales  tactics  never  change,  as 
Deirdre  Holbrook  of  San  Francisco  found  out  late  last  yeai 
when  she  went  to  buy  a  new  Honda  CR-V.  The  dealer  "acciden- 
tally" installed  an  alarm  system  that  he  then  offered  for  a  "cute 
rate"  $800.  The  dealer  will  remove  it — if  she's  willing  to  waste  a 
day  at  the  dealership. 

Mark  Eskeldson,  author  of  Wlmt  Car  Dealers  Don't  Want  Ybft 
to  Know,  says  Holbrook  almost  fell  for  a  classic.  Another  trick  by 
some  salespeople:  the  "hidden  screen"  feature  of  dealer  software. 
They  show  the  customer  the  price  of  the  car,  the  term  of  die  loan 
and  the  monthly  payment.  But  the  customer  never  sees  that  extras  1 1 
like  extended  warranties  have  been  quietly  factored  into  thtl 
monthly  payments.  F 
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It's  not  how  many  ideas  you  have. 
It's  how  many  you  make  happen. 


As  the  Internet  transforms  the  record  industry,  EMI  Music 
Distribution  wanted  to  ensure  that  its  vast  catalog  of  music,  covej 
art  and  other  intellectual  property  was  available  to  support  the 
company's  digital  distribution  strategy.  I  am  EMI's  idea,  deliver^ 
Working  with  Microsoft  and  Avanade,  Accenture  helped  deliver  ait 
electronic  "vault"  to  house  high-resolution  digital  masters  of  all  oi 
EMI's  assets  for  subsequent  delivery  to  content  retailers.  To  date,  I 
more  than  125,000  assets  have  been  digitized,  giving  EMI  the 
flexibility  it  will  need  to  deliver  content  anytime,  anywhere  in  anJ 
digital  format. 

When  Texas  proactively  decided  to  deregulate  its  energy  market, 
it  turned  to  the  Electric  Reliability  Council  of  Texas  (ERCOT)  and  1 
gave  it  24  months  to  introduce  competition  to  the  state's  $16 
billion  power  industry  -  with  no  interruption  of  service  to  customei 
I  am  ERCOT's  idea,  delivered.  To  assure  that  ERCOT's  new  systenj 
and  processes  would  be  both  visionary  and  successful,  Accenture  J 
assembled  and  monitored  an  unprecedented  consortium  of  industf 
leaders  to  reinvent  grid  management,  market  operations,  eommerq 
operations  and  data  warehousing.  The  market  structure  opened  to 
competition  on  schedule,  January  1,  2002. 

Wrestling  with  staffing  restrictions  and  a  workload  that  had  growl 
to  more  than  520,000  cases  a  year,  the  Miami-Dade  County  Clerkj 
Courts  envisioned  a  paperless  traffic  court  to  serve  the  public  onlil 
instead  of  in  line.  I  am  the  Clerk  of  Courts'  idea,  delivered. 

Accenture  developed  an  architecture  to  integrate  the  products  of 
more  than  20  vendors,  redesigned  or  eliminated  over  300  forms  aj 
restructured  the  day-to-day  courtroom  activities  of  every  traffic] 
judge  and  court  employee.  Now,  the  court  is  processing  30%  mori 
cases  -  over  750,000  -  a  year  and  the  disposition  of  justice  is  no 
longer  hampered  by  mountains  of  paper. 


To  see  how  we  can  deliver  innovation  in  your  industry, 
visit  us  at  aeeenture.com 
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Growth  companies  are 
coming  up  with 
jnpre  thanjmeway. 
to  stretch  earnings, 

BY  ELIZABETH  MACDONALO 

N  THE  POST-ENRON  ERA  WALL 
Street  puts  a  premium  on  straight- 
forward accounting.  So  investors  can 
now  rest  assured  that  companies  are 
not  engaging  in  contortions  to  boost 
earnings?  Well,  not  quite.  Here's  a 
roundup  of  companies  that  seem  to  be 
reaching  a  bit. 

Cendant.  This  New  York  City  marketer 
of  real  estate  and  travel  services  has  had  its 
share  of  accounting  troubles.  An  account- 
ing fraud  at  CUC  International,  which 
merged  with  HFS  Inc.  in  1997  to  create 
Cendant,  caused  a  collapse  in  Cendant's 
stock  price.  Separately,  the  Securities  &  Ex- 
change Commission  forced  Cendant  to  re- 
state its  revenue  from  refundable  mem- 
bership contracts  from  1995  through  the 
first  half  of  1998.  Instead  of  spreading 
them  out  over  the  contracts'  terms,  Cen- 
dant had  to  wait  until  the  last  month  of 
the  agreements  to  book  these  membership 
fees.  And  it  had  to  take  an  immediate  earn- 
ings hit  for  the  costs  to  get  those  contracts. 
An  unrepentant  Cendant  has  devised  a 
nifty  way  around  this  financial  pain  in 
the  neck.  Last  July  a  group  of  Cendarit 
executives  launched  a  firm  called  Trile- 
'.  giant,  to  which  Cendant  prepaid  $10C 
million  in  ntarketing  expenses.  It  aL' 
bought  $20  million  of  convertible  p 
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ferred  stock  and  gave  Trilegiant  a  $35  mil- 
lion line  of  credit.  Then  Cendant  out- 
sourced its  membership  business  to  this 
new  outfit.  Cendant  expensed  most  of  the 
$100  million  in  2001,  with  smaller 
amounts  coming  in  up  until  2004.  Kevin 
Sheehan,  Cendant's  chief  financial  officer, 
says  getting  Trilegiant  off  to  a  good  start 
was  important,  as  it  "was  going  to  turn 
into  royalties  for  us  over  time." 

No  kidding.  Trilegiant  will  take  the  hit 
for  procurement  and  overhead  for  this 
membership  business,  not  Cendant.  And 
later  this  year  Trilegiant  will  pay  Cendant 
a  royalty  of  5%  of  its  revenues,  increasing 
to  16%  over  ten  years.  Once  it's  done  ex- 
pensing the  $100  million,  Cendant  will 
enjoy  tens  of  millions  of  dollars  in  annual 
royalty  revenues,  scot-free  of  offsetting  ex- 
penses. Cendant  says  the  move  could  add 
as  much  as  8  cents  to  its  2002  earnings  per 
share,  which  the  company  says  could  be 
as  much  as  $1.40.  It  remains  to  be  seen 
whether  Cendant  investors  will  overlook 
the  fact  that  some  of  the  earnings  growth 
is  artificial. 

SureBeam.  This  company  makes  elec- 
tron beam  irradiation  systems,  a  seeming 
winner  in  this  day  of  E.  coli  and  anthrax 
scares.  The  San  Diego  company  is  now 
working  on  a  $26  million  project  for  the 
Post  Office  for  equipment  to  thwart  an- 
thrax and  other  biological  threats. 

SureBeam,  though,  needs  a  little  disin- 
fectant on  its  balance  sheet.  Only  0.2%  of 
its  $39  million  in  net  accounts  receivable 
listed  on  its  Sept.  30  balance  sheet  had  been 
billed  as  of  the  close  of  that  quarter.  Mean- 
ing SureBeam  was  booking  revenue  before 
it  even  sent  out  invoices  to  the  customers. 
SureBeam  Chief  Executive  Lawrence 
Oberkfell  responds  that  he  is  simply  fol- 
lowing accounting  rules  for  long-term 
projects  and  that  to  date  the  company  has 
collected  $20  million  of  receivables  since 
Sept.  30.  Another  issue:  45%  of  SureBeam's 
$41.2  million  revenue  last  year  came  from 
Titan  Corp.,  its  majority  owner.  Scary  stuff 
for  this  moneylosing  Nasdaq  firm,  which  at 
a  recent  $6  share  price  carries  a  $320  mil- 
lion market  value. 

Allergan.  The  Irvine,  Calif,  pharmaceu- 
ticals maker  is  ramping  up  an  ad  campaign 
as  it  awaits  govei  nment  approval  of  its 
Botox  product  for  wrinkle-fi  hting.  All  this 


Try  this:  Book 
revenues 
before  you 
even  send  out 
bills  to  the 
customers. 


has  The  Street  cheering 
Allergan's  stock  to  $58,  34 
times  earnings. 

But  behind  the  glowing 
numbers  are  some  curious 
off-balance-sheet  research 
entities  that  Allergan  has 
used  to  protect  its  bottom 
line.  Allergan  joins  People- 
Soft  (FORBES,  Jan.  21)  and 
Elan  (Sept.  1 7,  2001)  in  this 
cost-shifting  masquerade. 

In  Allergan's  deals,  it 
joins  another  company  in  a 
joint  venture,  makes  a  cash 
investment,  then  gets  some 
or  all  of  the  cash  back  in  the 
form  of  a  fee  for  doing  R&D. 
Chief  Financial  Officer  Eric 
Brandt  argues  that  Allergan  uses  the  move 
to  compete  with  the  pharmaceutical  big 
boys  and  that  its  accounting  is  legitimate. 

Flash  back  to  1997,  when  Allergan 
launched  a  subsidiary,  Allergan  Specialty, 
and  funded  it  with  $200  million.  The  unit 
was  going  to  develop  drugs  for  eye  diseases 
like  glaucoma.  In  March  1998  Allergan 
spun  off  the  unit,  distributing  its  Class  A 
common  stock  to  Allergan  shareholders. 
Allergan  recorded  most  of  the  $200  mil- 
lion as  a  nonrecurring  charge  (the  sort 
Wall  Street  tends  to  ignore)  and  kept  an 
option  to  buy  the  unit.  Was  the  unit  now 
dealing  with  its  former  parent  at  arm's 
length?  Not  exactly.  Three  Allergan  offi- 
cials, including  its  chief  executive,  sat  on 
Allergan  Specialty's  board. 

Next,  the  unit  recycled  the  $200  mil- 
lion back  to  Allergan  to  cover  Allergan's 
own  R&D  expenses.  For  every  buck  Aller- 
gan spent  on  research,  it  billed  Allergan 
Specialty  $1.10.  Besides  covering  costs,  Al- 
lergan got  a  fee  for  licensing  certain  tech- 
nology to  the  unit.  If  Allergan  had  in- 
curred the  R&D  costs  directly,  the  costs 
would  have  cut  deeply  into  its  earnings. 
Without  Specialty,  we  estimate  Allergan's 
2000  earnings  per  share  would  have  been 
$1.15,  instead  of  the  reported  $1.61. 

Exercising  its  option,  Allergan  bought 
the  unit  on  Apr.  16, 2001  for  $70  million  in 
cash.  But  the  R&D  weirdness  didn't  stop. 
Allergan  then  entered  into  an  R&D  part- 
nership with  Bardeen  Sciences,  a  privately 

owned  firm.  Allergan  forked  over  the  rights      Research  by  Josephine  Lee. 


to  certain  compounds 
well  as  research  on  treal 
ments  for  acne  and  a  retin; 
disease  project,  among  otib 
ers.  In  return  Allergan  gc 
future  commercializatio 
rights  and  an  option  to  btr 
Bardeen,  contingent  on  thi 
success  of  the  venture's  « 
search,  among  other  things 
Though  Bardeen  is  inde 
pendent,  an  Allergan  execu 
tive    sits    on    its    board 
Bardeen  paid  Allergan  $27/ 
million  for  research,  whid 
in  turn  spent  $25  million  oi 
the    work.    Without    tl 
Bardeen  revenue — that  is,i 
it  had  simply  incurred  thl 
R&D  costs  on  its  own  dime — Allergan' 
fourth-quarter  2001  EPS  would  have  beei 
cut  from  the  reported  63  cents  to  an  esti- 
mated 54  cents  a  share,  we  figure.  Allergan' 
Brandt  doesn't  dispute  our  EPS  math,  bu 
says  the  company  wouldn't  have  done  th 
R&D  without  the  two  units. 

Manugistics  Group.  This  Rockville 
Md.  company  has  wowed  Wall  Street  witl 
its  supply-chain  software.  That  has  woni 
a  market  cap  of  $1.3  billion,  or  four  time 
revenue,  even  though  the  firm  is  not  prof 
itable.  Under  the  circumstances,  every  lit 
tie  bit  of  revenue  makes  a  difference. 

Deutsche  Bank  analyst  Christophe 
Mortenson  is  a  rare  skeptic  about  thi 
stock.  He  didn't  like  the  fact  that  Manugis- 
tics has  relied  for  some  of  its  revenue  oi 
close  friends.  When  Manugistics  bough 
PartMiner's  software  business  on  May  31 
200 1 ,  it  also  sold  a  software  license  to  Part 
Miner.  And  on  May  30,  a  day  before  thi 
end  of  its  fiscal  first  quarter,  Manugistic 
invested  $10  million  in  Converge,  an  on 
line  marketplace.  Just  two  weeks  earliei 
Converge  had  bought  a  software  licenst 
from  Manugistics.  Paying  how  much 
Manugistics  won't  say,  only  that  the  deal: 
were  disclosed  and  that  they  were  at  arm'! 
length.  Six  months  later  Manugistics  wrote 
off  its  entire  Converge  stake.  Shouk 
Manugistics  have  recorded  any  reveniu 
from  the  transaction,  given  how  rapid!) 
its  Converge  stake  tanked?  I 
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Caring  more  about  you- 


An  upstart  publisher  in  Europe  is  shaking  upi 
the  sclerotic  newspaper  business— and 
making  big  enemies  of  unions,  by  joshua  levine 


T 


HE  PHILADELPHIA    INQ\ 
Le  Monde,  the  Boston  Gfoi 
big  newspapers  in  22  markets 
have  one  irritant  in  common: 
They  despise  the  competition 


from  freebie  papers  published  by  a  Swedish 
outfit  called  Metro  International.  The  trick 
to  running  a  successful  newspaper,  say  the 
Swedes,  has  almost  nothing  to  do  with  what 
>ut  inside  it.  What  matters  is  to  whom 


you  give  it  away. 

The  Metro  formula  for  journalism?  F| 
a  skimpy  tabloid  with  rewritten  wire  ser-isl 
vice  copy,  hire  minimum-wage  newsboy 
to  stand  at  subway  stations  before  the  work 
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METRO  INTERNATIONAL 


•  begins  and  hand  it  out  g.ratis.  What 
kes  N  letro  International  scary  is  that  it 
rendv  gives  away  3.6  million  copies  of 
paper  every  weekday.  If  you  count  all 
se  editions  together,  that  makes  Metro 
firth-largest  newspaper  tide  in  the  world. 
This  pisses  a  lot  of  people  off,"  says 
tro  Chief  Executive  Pelle  Tornberg  mat- 
of-factlv.  "They're  all  in  the  same  old- 
's' club.  We're  the  mosquitoes." 
By  now  Tornberg  is  used  to  getting 
itted.  In  Philadelphia  local  newspapers 
d  to  keep  N  letro  out  of  the  subway  system 
;\  settled;  it's  available  there).  In  London 
Evening  Standard  preempted  \  letro  with 
ee  version  of  its  own,  just  to  keep  the 
xies  out  i  it  worked).  In  France  the  unions 
?ntly  roughed  up  Metro's  newsboys  and 
\ed  200,000  papers  into  the  streets.  Livre 
r,  the  French  union,  called  the  free  paper 
epidemic  illness  of  liberalism  that  re- 
res  an  emergency  vaccination.'' 
All  those  enemies  saw  what  happened 
Stockholm,  where  the  first  Metro  ap- 
red  in  1995.  Back  then  60%  of  the 
rdish  population  got  a  daily  paper  de- 
red.  Metro's  three  Swedish  editions  in 
:kholm,  (iotenborg  and  Malmo  have 
)mbined  circulation  of  3X4,000  (the 
est  morning  newspaper  in  the  coun- 
I  and  last  year  pulled  in  revenue  of 
million;  SI 3  million  fell  to  the  bottom 
before  interest  and  taxes. 
The  idea  got  an  unlikelv  start — as  a  do- 
ider  project  to  dispense  free  inrorma- 
l — by  a  couple  of  former  Maoist  fire- 
nds  and  a  buddy  of  theirs.  That  changed 
en  the  trio  brought  it  to  Jan  Stenbeck, 
pugnacious,  decidedlv  un-Maoist  en- 
xeneur  who  bankrolled  it  and  later 
lght  out  their  interest. 
Stenbeck  became  a  legend  in  Sweden 
?n  he  broke  the  government's  monopoly 
television,  leveraging  a  pirate  TV  signal 
med  from  London  into  TV3,  now  Swe- 
Ts  largest  commercial  broadcaster.  He 
ached  Europe's  first  commercial  cellu- 
operation  and  formed  a  joint  venture 
fi  Racal,  later  to  become  Vodafone.  "You 
Stenbeck's  companies  for  his  business 
id,"  says  Anna  Virkola,  who  follows 
ibeck's  Modern  Times  Group  for  Han- 
ibanken  Securities  in  Stockholm. 
In  Metro  Stenbeck  saw  a  way  to  apply 
s  business  model  to  newspapers,  which 


are  stuck  with  older,  predominantiy  male 
readers  all  over  the  world.  Advertisers  pre- 
fer young,  wealthy  readerships,  with  more 
females.  Stenbeck  figured  he  could  deliver 
them  by  massaging  Metro's  distribution 
until  it  reached  the  right  readers.  It  worked 
in  Sweden,  where  half  the  readers  are  fe- 
males in  their  20s  and  30s  with  incomes  far 
above  the  newspaper  readership  average. 

In  Budapest  that  meant  taking  Metro 
out  of  the  subways  and  offering  it  in  gas  sta- 
tions. The  Hungarian  rich  commute  more 
often  by  car.  In  Prague  it  required  distrib- 
uting Metro  at  8:30  a.m.  rather  than  7:30 


H°vv  French  uZns 


responding  to  Metro. 


a.m.,  because  the  elite  start  work  later  in  the 
Czech  Republic's  capital.  In  Milan:  hand- 
ing out  Metro  outside  cafes,  which  is  where 
fat  cats  have  their  morning  coffee. 

"Distribution  is  the  most  scientific  part 
of  Metro's  operation,"  says  Chief  Tornberg. 

As  for  content,  let's  just  say  Metro's 
short  bread-and-butter  rewrites  aren't  in 
line  for  a  Pulitzer  Prize.  Don't  say  "lowest 
common  denominator"  to  Tornberg, 
though.  "That's  an  insult  to  the  journalists 
at  the  Associated  Press,"  he  huffs. 

"You  can't  beat  the  romance  of  a  big- 
city  daily  in  the  1950s,  but  those  days  don't 
exist  anymore,"  says  Russel  Pergament,  who 
runs  the  Boston  Metro,  started  last  May.  "A 
lot  of  people  on  conventional  dailies  don't 
want  to  work  as  hard  as  we  do,"  adds  Perga- 
ment,-who  started  and  sold  a  chain  of  free 
Boston-area  weeklies  before  joining  Metro. 

The  Metros  employ  an  editorial  staff  of, 
on  average,  40  people  per  edition  (compare 
that  with  1,200  people  for  the  New  York 


Times),  and  these  scribes  eat  up  only  10%  of 
a  paper's  spending  budget.  By  contrast,  the 
Metros  spend  15%  of  their  budgets  on  their 
ad  sales  forces.  Says  Tornberg:  "We  learned 
a  lesson  from  television:  The  most  prof- 
itable stations  are  not  the  stations  with  the 
best  ratings,  they're  the  stations  with  the 
best  sales  forces." 

Pergament  predicts  he'll  turn  a  profit 
within  the  next  seven  or  eight  months  on 
estimated  annualized  revenue  of  $10  mil- 
lion, which  would  mean  capturing  1%  of 
the  Boston  area's  $1  billion  newspaper  ad 
market.  So  far,  though,  only  four  Metros 
(the  four  oldest)  are  in  the  black.  Metro  In- 
ternational lost  $82  million  last  year  on 
sales  of  $1 10  million,  mostiy  due  to  the 
breakneck  pace  at  which  it  launches  new 
editions — 16  in  the  past  two  years. 

Metro  keeps  starting  new  papers  as  fast 
as  it  can.  Marseilles  and  Lyon  editions  came 
in  March;  Tornberg  finally  cut  a  deal  with 
prickly  French  unions  to  get  his  papers  off 
the  Paris  pavement  and  into  readers'  hands. 
The  Hong  Kong  Metro  launched  on  April 
1 5.  "If  you've  got  a  brilliant  idea  and  the  ad- 
vantage goes  to  the  one  who  moves  first," 
says  Tornberg,  "then  you  move." 

Quickly.  Schibsted,  a  Norwegian  outfit, 
has  taken  Metro's  concept  but  is  spending 
more  money  on  a  jazzier  package.  Called 
20  Minutes,  it  now  goes  head-to-head  with 
the  Swedes  in  several  European  markets 
with  Paris  the  battleground.  In  Zurich, 
where  20  Minutes  beat  Metro  to  the  punch, 
Metro  ultimately  shut  down  its  operation. 

In  the  long  run,  Metro  probably  has  less 
to  worry  about  from  Schibsted  than  it  does 
from  an  expansion  plan  that  eats  up  all  its 
cash.  Shares,  which  trade  in  Stockholm  and 
on  Nasdaq,  have  tumbled  from  a  $12  high 
in  August  2000  to  a  recent  $2.40.  Another 
round  of  equity  financing  last  October 
raised  $70  million,  but  half  of  that  came 
from  Stenbeck's  own  companies. 

Stenbeck  has  promised  he  won't  further 
dilute  Metro's  stock.  But  everyone  knows 
he  must  find  more  money  one  way  or  an- 
other. He  has  also  tried  to  reassure  investors 
by  insisting  he'll  shutter  any  edition  that 
doesn't  turn  a  profit  in  about  three  years. 
Dead  Metros  in  Zurich,  Newcastle  and 
Buenos  Aires  suggest  he  means  what  he 
says.  A  lot  of  big-city  newspapers  certainly 
hope  so.  F 
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GAMBLING 


It's  Valentine's  Day  at  Caesars  in  AtlatM 
City.  Every  room  in  the  hotel  is  taken.  In  th 
casino,  bells  ring;  gamblers  are  three-dee\ 
at  the  craps  table  and  roaring.  Earth,  Wira 
and  Eire,  the  hit  big  band  of  the  1970s,  i 
blaring  its  bonis  and  the  crowd  is  going  wild 


MERICA  IS  BACK  TO  BETTING.  D 
hadn't  paused  very  long.  Sept 
1 1  may  have  dented  air  travel  t( 


The  latest  gambling  wave  has  a  silent  partner: 
Governments  throughout  the  country  are  hooked. 

BY  RICHARD  C.  MORAIS 


A  spots  like  Las  Vegas,  but  neitha 
that  nor  the  economic  down 
turn  could  stop  the  U.S.  gambling  indui 
try  (lotteries,  casinos,  bingo,  pari-mutui 
tracks)  from  posting  a  5%  increase  in  re\ 
enues  last  year,  to  an  estimated  $64  billio 
even  after  a  decade  of  explosive  growt 
According  to  Christiansen  Capital  Adv 
sors  LLC  in  Limerick,  Me.,  Americai 
today  lose  more  gambling  than  they  spen 
on  movie  tickets,  theme  parks,  spectal 
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YOU  ARE  A  MICROSCOPIC  SPECK  IN  THE  UNIVERSE. 

YOU  MIGHT  AS  WELL  BE 

A  MICROSCOPIC  SPECK  WITH  MORE  POWER. 


The  (  n  ever.  Advanced  Vortec     engines  arc  among  the  most  powerful  V8s 


in  rh  ,      ii  can  use  all  this  power  to  go  way  out  there,  rake  in  the 


awe-inspiring  and  realize  that,  with  your  powerful  new  Tahoe,  your  position  in  the  world  has  just 


risen  slightly.  The  ("hew  Tahoe.  It's  nowhere  near  anything.  Call  800-950-2438  or  visit  chevy.com/tahoe 


TAHOE 


LIKE  A  ROCK 


GAMBLING 


sports  and  videogames  combined.  Merrill 
Lynch  figures  illegal  betting  is  a  similar 
amount  again. 

Simon  Holliday,  partner  at  Britain's 
Global  Betting  &  Gaming  Consultants, 
says  the  U.S.  was  the  world's  fastest-grow- 
ing gambling  market  in  the  last  decade, 
even  though  it  had  plenty  of  competition 
for  that  honor  worldwide.  Global  Betting 
estimates  $900  billion  was  spent  on  legal 
wagers  worldwide  last  year,  leaving  the  in- 
dustry with  a  $270  billion  take,  or  gross 
revenues,  after  payouts.  By  the  latter  score, 
legal  gambling  is  almost  as  big  a  business 
as  steel. 

This  isn't  just  a  phenomenon  of  relaxed 
social  strictures.  There's  a  reason  govern- 


ments around  the  world  are  embracing  this 
vice:  to  tax  it.  And  few  nations  are  traveling 
quicker  down  this  path  than  the  U.S. 

Windfall:  American  government  re- 
ceived $27  billion  in  "gambling  privilege 
taxes"  in  2000,  calculates  Christiansen  Cap- 
ital, a  45%  increase  since  1997.  Two-thirds 
was  from  state-sponsored  lotteries.  Gam- 
bling now  generates  far  more  public  rev- 
enues than  either  tobacco  or  alcohol. 

America  has  been  down  this  road  be- 
fore. The  1612-15  Jamestown,  Va.  settle- 
ment was  financed  with  English  lottery 
money,  as  were  colonial  churches,  roads, 
prisons  and  hospitals.  By  1 795  the  likes  of 
Harvard,  Yale  and  Princeton  drew  on 
some  2,000  authorized  lotteries. 


But  19th-century  Reformist  disgust  a 
gambling  dens  and  lottery  cor'ruptioi 
brought  decades  in  which  legal  betting  ii 
fhe  U.S.  was  confined  mostly  to  a  fe\j 
horse  or  dog  tracks  and  an  occasiona 
church  bingo  night. 

Then  in  1964  a  lottery  reappeared  ii 
tax-starved  New  Hampshire;  most  othe! 
states  would  follow  in  the  1980s.  Corpora1 
tization  of  the  isolated  Nevada  casinos  (la 
galized  in  the  Great  Depression)  began  ii 
the  late  1960s.  New  Jersey  followed  on  tH 
Boardwalk  in  1976,  but  the  wholesale  roil 
of  gambling  prohibition  is  traceable  to  twi 
recent  phenomena:  Indian  reservations  get- 
ting a  federal  go-ahead  in  1988  and  thl 
early  1990s  recession  inviting  a  revenue  fia 


New  York  State  of  Mind 

What  if  you  can't  change  a  state  constitution  that 
since  1894— except  for  narrowly  defined  exceptions 
such  as  racetrack  betting— has  barred  gambling?  If 
you're  a  New  York  State  politician,  you  use  a  federal  loophole 
allowing  casinos  on  Indian  land. 

In  2000  Park  Place  Entertainment, 
the  Vegas  casino  operator,  became  a 
consultant  to  the  gambling  proper- 
ties of  the  St.  Regis  Mohawks,  an 
Indian  tribe  on  the  Canadian  bor- 
der that  made  headlines  in  the 
early  1990s  with  a  bloody  dis- 
pute over  gambling.  A  week 
after  that  deal  was  inked,  Park 
Place  announced  it  was  purchas- 
ing a  66-acre  parcel  from  the 
tired  Kutsher's  Resort  Hotel  in  the 
Catskills,  with  an  option  to  buy  the 
rest  of  the  1,416-acre  property.  Price: 
$50  million. 

In  March  2001  Park  Place 
flipped  the  66  acres  to  the  Bu- 
reau of  Indian  Affairs,  to  be  held 
"in  trust"  (pending  regulatory  ap- 
proval) for  the  St.  Regis  Mohawks.  In 
the  weeks  after  the  Sept.  II  terrorist  attacks,  the  New 
York  legisi  iture  ip    i  through  a  bill  that  green-lighted  video 
slot  machines  and  six  Indian  casino  licenses,  three  ear- 
marked for  the  depressed  Catskills. 

Presto:  Three  weeks  later  Park  Place  entered  into  a  for 
mal  agreement,  pending  approval  from  the  National  Indian 
Gaming  Commis:  :on,  to  "manage"  the  proposed  St.  Regis 
Mohawk  casino       ihe  Kutsher's  parcel.  This  is  where  the 


Catskills'  first  hypermodern  $500  million  casino  is  likely  to 
be  built,  just  a  90-minute  drive  from  New  York  City. 

Donald  Trump  doesn't  like  the  idea  of  a  nearby  com- 
petitor to  Atlantic  City,  but  everyone  else  seems  happy. 
Park  Place  is  securing  the  development's 
financing  and  handing  70%  of  operat- 
ing income  over  to  the  St.  Regis  Mo- 
hawks, keeping  the  rest  as  a  man- 
agement fee.  New  York  State  will 
negotiate  its  take  (probably 
similar  to  the  18%  to  25%  skim 
of  "gross  gaming  slot  win" 
agreed  to  in  a  similar  deal 
with  the  Seneca  tribe).  Sulli- 
van County,  meanwhile,  nego- 
tiated a  $15  million  annual  fee 
from  Park  Place.  And  Governor 
George  Pataki?  The  Buffalo 
News  calculated  Pataki  received  at 
least  $355,000  in  political  dona- 
tions from  gambling  interests 
during  2001. 
"Pretty  cynical"  is  how  Richard 
Leone,  president  of  The  Century  Foundation, 
a  think  tank  funding  gambling  research,  describes 
New  York's  move  into  casino  gambling.  A  coalition  of 
gambling  foes  agree  and  are  legally  challenging  Pataki  and 
New  York  State  on  constitutional  grounds,  but  neither  Park 
Place  nor  its  partners  seem  worried  the  deal  will  unravel.  "A 
bump  in  the  road,"  shrugs  Anthony  Cellini,  supervisor  of 
the  Town  of  Thompson,  where  the  Kutsher's  resort  is  situ- 
ated. "We  have  the  governor,  the  speaker  of  the  Assembly, 
the  Senate  majority  leader,  all  on  board."  —R.C.M. 
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Enough  Questions? 

By  using  the  warranty  available  on  new  aircraft,  Flight  Options  has  lowered  the  cost  of  owning 
a- new  jet.  When  you  purchase  a  new  jet  from  us,  you  fly  in  the  industry's  youngest  fleet,  get 
guaranteed  availability,  a  30  day  satisfaction  guarantee,  and  your  own  dedicated  crew. 


Call  us  and  ask  for  your  copy  of  The  Smart  Buyer's  Guide  to  Fractional  Jet  Ownership  to  answer 
your  questions. 

) 


Flight  =  =  =  ^=  =  =  -  =  ^=^= 


877.703.2348 


www.flightoptions.com. 


actional  aircraft  shares  are  available  on  selected  new  and  pre-owned  models:  Gulfstream  IV,  Challenger  601,  Falcon  50,  Hawker  800XP,  Hawker 
)0A7Citation  III,  Citation  V,  Beechjet  400A,  CitationJet,  and  King  Air. 


GAMBLING 


In  a  decade  billions  of  dollars  were  spent 
on  new  betting  palaces  in  the  U.S.,  and  48 
out  of  50  states  again  offer  legal  betting. 

Consider  South  Dakota.  After  Wild  Bill 
Hickock  was  shot  in  the  back  in  1876 
while  playing  poker  in  Deadwood  Gulch, 
the  cards  he  was  holding — two  pairs,  aces 
and  eights — became  known  as  "the  dead 
man's  hand."  Today  casinos  are  back  in 
Deadwood.  The  handle  is  small,  but  not 
so  for  the  video  lottery  terminals  in  gas 
stations,  bars  and  convenience  stores,  off 
of  which  South  Dakota  skims  50%.  The 

A  Penny  for  Your  Slots 


Americans  spend  more  on  their  gambling  losses  than  on 
all  their  overnight  stays  while  on  personal  travel.  Figures 
are  percentages  of  total  household  dollars  spent. 

Total  alcohol  and  tobacco  consumption 
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Hotel  accommodations 

fa 


Sources:  Christiansen  Capital  Advisors;  OECD. 


state's  general  fund  gets  12%  of  its  money 
from  video  lotteries. 

Video  lotteries  are  the  "crack  cocaine" 
of  gambling,  says  the  Illinois-based  Rev- 
erend Tom  Grey,  a  Methodist  who  is 
spokesman  for  the  National  Coalition 
Against  Legalized  Gambling.  Seven  years 
after  they  were  legalized,  South  Dakota  has 
8,000  of  them,  one  for  every  94  people  in 
the  state.  Attempts  to  ban  them  are 
defeated  at  the  ballot  box  for  fear  of  tax 
increases. 

Powerful  lobbies  and  prodigious  levels 
of  campaign  donations  have  gathered 
around  gaming.  If  some  of  the  influence  is 
illicit,  it  wouldn't  be  the  first  time. 
Louisiana's  Serpent  became  the  most  fa- 
mous post-Civil  War  state  lottery,  draw- 
ing action  across  the  Union.  But  the  Ser- 
pent eventually  ensnared  23  Louisiana 
senators  in  fraud  and  profit-skimming 
charges.  The  same  state  saw  Governor 
Edwin  Edwards  convicted  on  casino-re- 
lated bid-rigging  counts  I  still  on  appeal) 
nearly  a  century  later. 
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But  in  today's  big-business  gambling 
world  most  influence-peddling  is  of  a  legal 
variety.  In  the  current  two-year  election 
cycle,  equipment  supplier  International 
Gaming  Technology  and  its  subsidiaries 
have  given  $  1  million  to  politicos,  says  the 
Center  for  Responsive  Government  in 
Washington. 

That  kind  of  money  buys  a  lot  of  resis- 
tance, even  to  steps  (such  as  a  rollback  in 
"convenience"  gambling  like  video  lotter- 
ies) urged  in  1999  by  a  "National  Gambling 
Impact  Study"  commissioned  by  Congress 
and  the  White  House. 

At  the  state  level,  it's 
no  different.  In  California, 
for  example,  gaming  inter- 
ests and  Indian  tribes 
combined  are  up  there 
with  real  estate  developers 
as  the  largest  sources  of 
political  fundraising. 

Park  Place  Entertain- 
ment's chief  executive, 
Thomas  Gallagher,  in- 
volved in  the  grand  scheme 
to  bring  casino  gambling  to 
New  York  (see  box,  p.  68), 
tells  FORBES  his  company's 
lobbying  budget  is  "very 
small"  and  the  company  has  a  strict  policy 
not  to  "spend  money  influencing  a  juris- 
diction to  legalize  gambling."  But  according 
to  records  on  file  with  New  York  State,  Park 
Place  spent  at  least  $620,000  lobbying 
politicians  in  Albany  during  2000  and  2001. 
The  social  questions  inherent  in  legal- 
ized gambling  are  ripe  for  debate. 

According  to  studies  by  Rachel  Vol- 
berg,  president  of  Gemini  Research  in 
Northampton,  Mass.,  2.5  million  Ameri- 
cans are  "pathological"  gamblers.  And  the 
poor  disproportionately  waste  their  in- 
come on  gambling. 

At  Caesars  in  Atlantic  City  a  Keno  cart  sits 
seductively  next  to  the  breakfast  buffet;  ATMs 
are  at  the  elbow;  alcohol  is  on  the  house. 
"Loyalty"  cards  encourage  bigger  bets  and 
return  visits,  translating  into  free  rooms, 
gambling  chits  or  even  a  "spiral  cut  ham. " 
It  works. 

Yes,  the  casinos  warn  the  wastrels. 
"Unlike  the  tobacco  industry,  we  have 


made  no  bones  about  the  fact  that  no 
everybody  should  gamble,"  says  Gallaghe 
of  Park  Place,  "and  we've  gone  down  quit 
a  road  to  educate  people." 

But  is  a  small-print  caution  enougl 
fanny-covering  to  fend  off  future  liability} 

It's  midnight  at  a  blackjack  table  in  Atlantt 
City:  A  row  of  women  young  enough  to  stit 
have  acne  snap  off  crisp  $100  bills  each  tim 
their  stack  of  chips  disappears.  The  tabl 
freezes  as  a  middle-aged  man,  audibly  signt 
ing  all  night  as  he  loses,  suddenly  cursk 
them  and  screams,  "You  don't  know  whet/, 
you  are  doing!"  before  storming  off. 

The  National  Center  for  Addiction  8 
Substance  Abuse,  run  by  old  Washington 
hand  Joseph  Califano,  is  quietly  makiM 
gambling  a  health  care  issue.  Last  year  I 
hosted  Dr.  Alan  Leshner  of  the  National 
Institute  on  Drug  Abuse  saying  scientists 
were  discovering  there  was  little  differenoj 
between  so-called  psychological  and  phys 
ical  addiction;  the  brain  waves  aim 
dopamine  spikes  in  a  drug  addict  and  I 
gambling  addict  are  strikingly  similar.  Dl 
Steve  Hyman,  director  of  the  National  Inji 
stitute  of  Mental  Health,  reported  that  bo 
tween  9%  and  30%  of  people  sufferinil 
from  substance  abuse  also  qualified  a: 
pathological  gamblers.  America's  tria 
lawyers  will  find  such  reports  useful. 

Might  taxpayers,  too,  be  liable?  A  199{ 
study  revealed  that  almost  a  third  of  at 
states  that  had  authorized  gambling  die 
not  spend  anything  on  its  problems.  Alonj 
Route  17  in  upstate  New  York  a  radio  spot 
promotes  the  state's  newest  "777"  lotter) 
while  a  billboard  for  Off- Track  Betting 
also  owned  by  New  York  State,  encourage! 
motorists  to  "pick  up  some  bread  on  th< 
way  home" — from  a  wager.  Imagine  th< 
outcry  if  the  government  similarly  enj 
couraged  a  few  belts  of  Scotch  or  a  ciga- 
rette smoke. 

Yet  those  same  taxpayers  have  a  stake 
in  the  action.  Were  legal  gambling  stopped ; 
cold  tomorrow  and  public  budgets  hel<j 
steady,  every  U.S.  household  would  hav} 
to  cough  up  $254  to  make  up  the  differ- 
ence. If  we  were  betting  types  we'd  say  thaj 
isn't  going  to  happen. 


Additional  reporting  by  Heidi  Brown. 


Chapter  6  Managing  Taxe. 


How  a  couple 
of  investors 

avoided  being 
bitten  by  taxes 

by  choosing  a  Kind  that 
knew  how  to  hold  still. 
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When  comparing  mutual  fund  tax  advantages,  how  a  fund  is 
managed  can  make  a  big  difference.  What  should  you  watch  for? 
A  high  turnover  rate. 

Aggressively  managed  funds  that  are  constantly  adjusting 
their  positions  turn  over  a  lot.  And  all  that  turnover  can  mean 

higher  taxes. 

Tax-managed  funds,  on  the  other  hand,  stay  the  course  to 
keep  turnover  low.  Which  can  make  for  less  churning  in  your 
stomach  around  tax  time. 

If  smaller  bites  sound  better,  call  us  at  1-800-962-5089,  or 

visit  us  at  vanguard.com.'" 
We  can  help. 


1-800-962-5089 
www.vanguard.com 


TH^mguandGRouR 

Invest  in  our  way  of  investing 


nrire  information,  including  risks,  charges,  and  expenses,  about  any  Vanguard  fund,  obtain  its  prospectus  from  The  Vanguard  Group. 
i  if  carefully  before  you  invest  or  send  money.  Tax-managed  funds  may  or  may  not  meet  their  objective  of  being  tax  efficient. 
32  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 


TRIGON 


When  Bean  Counters 
Dispense  Medicine 

Trigon  Healthcare  has  found  a  way  to  control  costs  while  keeping 
doctors,  patients  and  shareholders  all  reasonably  happy. 


BY  CHANDRANI  GHOSH 

I'D  BE  DEAD  BY  NOW  IF  IT  WEREN'T 
for  Ms.  Fuller,"  says  Thomas 
Lanzillotti,  a  60-year-old  Mechan- 
icsville,  Va.  CPA  with  severe  diabetes. 
Nurse  Barbara  Fuller  was  the  case- 
worker assigned  by  Lanzillotti's 
health  insurer,  Trigon  Healthcare 
Inc.,  to  help  monitor  his  disease. 

For  over  a  year  Fuller  was  both 
nurse  and  nag,  calling  daily  initially 
and  then  once  a  week  to  make  sure 
Lanzillotti  was  checking  his  blood 
sugar  levels,  eating  properly  and 
exercising.  It  was  Fuller,  not  the  fam- 
ily physician,  who  realized  Lanzillotti 
had  blood  pressure  and  cholesterol 
readings  that  were  too  high,  which, 
combined  with  high  blood  sugar, 
made  him  a  perfect  candidate  for  a 
stroke.  She  pushed  him  to  visit  an 
endocrinologist,  leading  to  a  new 
treatment,  likely  prolonging  his  life. 

Lanzillotti  isn't  the  only  winner 
here.  "Long  term,  it  costs  far  less  to 
help  chronically  ill  patients  monitor 
their  diseases  than  to  pay  emergency 
room  bills,"  explains  Thomas  G. 
Snead  Jr.,  chief  executive  of  Trigon, 
the  for-profit  Richmond,  Va.  succes- 
sor to  nonprofit  Blue  Cross  &  Blue 
Shield  of  Virginia. 

It's  a  tricky  business  to  keep  a  lid  on 
health  care  costs  while  making  both 
patients  and  doctors  feel  that  they  are  well 
served.  Trigon  seems  to  have  accom- 
plished that  feat.  Its  shares  have  risen  over 
fivefold,  to  $72,  since  they  were  first 
offered  to  the  public  five  years  ago.  The 
company  netted  $116  million,  or  $4.09  a 
share,  on  revenue  of  $2.97  billion  last  year. 

Trigon  is  one  of  the  leaders  in  using 


caseworkers;  it  employs  84.  Another  tech- 
nique for  damping  costs:  rewarding 
patients  for  using  cheap  drugs.  Lots  of 
insurers  do  that,  but  Trigon  was  one  of  the 
first  to  take  the  incentives  a  step  further, 
with  a  three-tiered  payment  schedule. 
Members  pay  $10  for  a  generic  prescrip- 
tion, $20  for  lower-cost  brand-name 
drugs  (like  Protonix  for  ulcers)  and  $35 
for  higher-cost  brands  (like  Prevacid). 


Trigon's  medical  costs  per  membei 
rose  only  9.5%  in  2001,  compared  with 
Aetna's  17%  and  an  industry  average  oj 
10.5%.  Trigon's  premiums  are  rising  1 1% 
to  12%  for  2002,  compared  with  an  aver- 
age of  17%  in  die  Southeast  region,  calcu- 
lates UBS  Warburg's  William  McKeever. 

The  focus  on  controlling  costs  comes 
naturally  at  Trigon;  Snead  is  a  former 
accountant.  "For  us  it  is  margin  first 
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One  of  the 

top  five  automotive 

companies  doesn' 

use  Autonomy 


Will  it  make  pole  position? 


u  more  than  ever,  companies  must  reduce 
ts  and  operate  more  efficiently.  Autonomy's 
nnology  automates  the  applications  - 
tals,  business  intelligence,  CRM, 
usiness  -  that  empower  companies  to  use 
r  core  resources  more  effectively.  With 
onomy's  power,  computers  can  understand 
24/7  deluge  of  digital  information.  E-mails, 
b  pages,  documents,  voice  mails,  pictures, 
io  files  and  XML  pages  are  categorized, 


prioritized  and  delivered  without  any  manual 
intervention.  No  wonder  that  four  out  of  the  five 
top  FORTUNE  500e  automotive  companies 
rely  on  Autonomy  to  increase  productivity  and 
deliver  return  on  investment. 

To  find  out  what  ROI  Autonomy 
can  bring  to  your  business,  call  us 
at  1-877-MYAUTONOMY  or  visit  us  at 
www.autonomy.com 


.••• 


Autonomy*" 


growth  second,"  says  Chief  Financial  Offi- 
cer (and  fellow  accountant)  Thomas  Byrd. 

Trigon's  most  innovative  cost  control 
effort  may  be  its  outpatient  fee  schedule. 
Instead  of  discounting  each  doctor's  bills 
by  a  given  percent,  as  many  health  care 
companies  do,  Trigon  tries  to  set  the  same 
rate  for  all  providers  for  each  of  6,500  dif- 
ferent medical  procedures.  For  example, 
all  doctors  in  Trigon's  preferred  provider 
group  get  paid  $329  for  a  tonsillectomy. 

"They  seldom  give  in  anywhere, 
because  they  think  it  might  have  a  domino 
effect,"  says  Dr.  Stuart  Solan,  a  family 
physician  in  Richmond  who  calls  the  fee 
schedule  "as  tight  as  it  can  get." 

Why  don't  docs  like  Solan  rebel  and 
quit  treating  patients  covered  by  the  plan? 
Most  can't  afford  to.  Trigon  dominates 
the  Virginia  market  with  a  35%  share.  It 
helps,  says  Solan,  that  Trigon  is  quick 
with  reimbursements.  The  company 
processes  "clean"  claims — those  on 
which  no  questions  are  raised — within 
five  business  days. 

Trigon  rewards  doctors  who  score  well 
in  patient  satisfaction  with  bonuses;  sur- 
veys look  at  the  length  of  the  patient's  wait, 
the  length  of  the  visit,  the  clarity  of  the 
doctor's  instructions  and  the  preventive 
measures  recommended,  as  well  as  the 
costs.  Trigon's  96%  client  retention  rate  is 
among  the  highest  in  the  industry,  says 
Merrill  Lynch  analyst  Andrea  Urban. 

Like  all  insurers,  Trigon  uses  its  claims 
archive  to  control  costs.  It  has  developed 
its  own  software  to  mine  the  data,  which 
goes  back  to  1985.  When  doctors  in  Nor- 
folk were  found  to  be  prescribing  more 
antibiotics  than  those  in  the  rest  of  Vir- 
ginia, Trigon  had  workers  visit  doctors' 
offices  with  educational  posters  and  Cen- 
ters for  Disease  Control  &  Prevention- 
endorsed  messages  explaining  the  harm 
done  by  unnecessary  antibiotic  use. 

What's  next  for  Trigon?  Snead  plans 
to  make  acquisitions  in  other  states, 
aiming  for  insurers  that  ire  first-,  sec- 
ond- or  third-largest  in  their  markets. 
He  vows  to  integrate  acquired  health 
care  plans  slowly,  getting  S)  Uems  in 
place  before  imposing  his  br;  rid  of  cost 
discipline. 

In  this  difficult  era  for  health  insurei 
Trigon  looks  like  a  survivor.  F 
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HILTON 

Room  Disservice 

Hilton  Hotels  picked  a  fight  with  a  Federal 
Reserve  chairman.  What  was  it  thinking? 

BY  MATTHEW  SWIBEL 

FEW  OF  HILTON'S  2,000  HOTELS  ARE  AS  SUCCESSFUL  AS  THE  PALACIO  DEL  RIC 
in  San  Antonio,  Tex.  Hilton  has  managed  the  elegant  481 -room  edifice  sind 
1967,  longer  than  any  other  property  flying  Hilton's  flag.  Charging  up  to 
$600  a  night,  the  hotel  on  the  city's  Riverwalk  promenade  regularly  ranl| 
among  Hilton's  top  ten  for  cleanliness  and  revenue  per  available  room. 

So  why  has  it  become  embroiled  in  a  nasty  legal  fight  between  Hilton  and  TexM 
construction  magnate  Henry  Bartell  Zachry  Jr.?  Hard  times  make  for  bad  bedfellows 

Zachry's  H.B.  Zachry  Co.,  a  $1.8  billion  (sales)  construction  conglomerate  wiB 
real  estate,  oil  and  cement  interests,  owns  the  Palacio  del  Rio.  He  is  a  formidable  opl 
ponent.  Chairman  of  the  Federal  Reserve  of  Dallas,  he's  worth  $1  billion,  mayba 
more.  In  earlier  days  Zachry,  68,  spent  time  at  Hilton's  headquarters  in  Beverly  Hill} 
and  considered  Barron  Hilton,  son  of  founder  Conrad,  his  friend. 

Notwithstanding  those  ties,  he  sued  the  chain  two  years  ago,  seeking  $700  milliol 
in  damages.  Zachry  claims  that  Hilton  violated  a  noncompete  clause  in  San  Antonicj 
when  the  chain  merged  with  Promus  Hotels  in  a  $4  billion  deal  in  1999,  giving  Hilton 
control  of  12  more  hotels  in  the  city's  environs  (plus  1,400  hotels  around  the  country* 

The  suit  points  out  that  Hilton  gets  an  unusually  high  6%  of  the  Palacio's  grol 
revenues,  partly  in  exchange  for  the  turf  protection.  Most  contracts  today  yield  open 
ators  a  total  fee  of  only  3%.  "You'd  like  to  think  that  Hilton  Hotels  still  values  relal 
tionships,"  says  Zachry,  sounding  hurt. 

Hilton  is  less  sentimental.  It  won't  discuss  the  case,  but  in  depositions  Hiltol 
Chief  Financial  Officer  Matthew  Hart  makes  it  clear  that  expediency  ruled.  Calling  thi 
matter  "silly,"  he  says  that  he  didn't  want  to  hold  up  a  $4  billion  merger  just  becausj 
it  trampled  on  a  few  hotel  owners.  "We  would  have  never  closed  the  merger,"  he  said 

Not  necessarily.  Kenneth  P.  Wolf,  a  Zachry  vice  president,  says  the  compan 
would  have  taken  $7  million  as  compensation  to  accept 
the  Promus  merger. 

Why  isn't  this  dispute  being  settled?  It  might  have 
something  to  do  with  another  messy  charge  Zachry 
has  made:  He  alleges  that,  of  the  $30  million  the 
Palacio  has  paid  Hilton  in  marketing 
and  reservations  fees  since  1967,  it  was  Fighting  over 
overcharged  by  at  least  $6  million.  Such  snort  sheets: 
disputes  are  growing  more  common, 
with  occupancy  averaging  59%,  the 
lowest  since  1971.  In  at  least  eight  ac- 
counting disputes  in  the  last  eight  years, 
owners  have  won  an  estimated  $500  mil- 
lion in  trial  victories  and  settlements. 

An  arbitrator's  decision  in  the  J 
Palacio  squabble  is  expected  soon. 
Zachry    wishes     times     hadn't 
changed.  "I  had  a  good  relation 
ship  with  Barron  Hilton,"  he 
says.  "But  [Hilton  Chief] 
Steve  Bollenbach  is  stricdyJj 
business."  F 


Zachry  Jr. 


II 


le  fluidity  of  our  approach  creates  solidity  around  the  world 


ZEMEX.we  do  far  more  than  produce,  sell  and  distribute  cement. We  provide  our 
:omers  with  the  best  means  to  complete  their  construction  projects  around  the 
>e.  By  combining  our  operational  efficiency,  industry-leading  information  technology 

knowledge  of  local  markets,  we're  able  not  only  to  meet  changing  customer 
ds — but  to  anticipate  them  as  well.Which  is  why  our  products  and  services 
tinue  to  be  the  choice  of  builders  worldwide,  whether  the  project  is  a  single-family 

X  home  or  a  landmark  bridge.  When  your  business  approach  is  fluid, 
339      your  customer  relationships  remain  solid. To  learn  more  about  us,  visit 

rSE    www.cemex.com.  / 


Building  the  future. 


FOX  Power. 

Forbes  on  FOX  Success. 


a  96%  increase  in  viewers  since  our 

premiere  In  May  proves  we're  delivering  the 
business  information  people  want  in  the  way  they) 
want  it.  Forbes  On  FOX  offers  economic 
intelligence  you  won't  find  anywhere  else. 


Saturdays  11am  ET 

Sundays  (Check  your  local  listings, 


Sources  Nielsen  Media  Research,  %  increase  based  on  May  vs.  March  (4/30/01  -  5/27/01  vs.  2/25/02  -  3/31/02)  Persons  2+  AA(000), 
,all  Forbes  on  FOX  telecasts.  Subject  to  qualifications  which  will  be  made  available  upon  request. 
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We  report.  You  decide. 


FCC 
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AIRWAVES 


FCC  Chairman  Michael  Powell  is  the  overlord 
of  industries  with  $1  trillion  in  annual  sales,  from 
cable  to  wireless  to  TV,  radio  and  the  Internet. 
He  vows  to  revive  them  by  taming  Washington's 
worst  bureaucracy  ■   by   brett   pulley 


HE  FIRST  THING  THAT  GRABS  YOU  ABOUT  THE  FEDERAL  COM- 
munications  Commission's  headquarters  in  Washington  is  how 
long  it  takes  to  get  in  the  door.  You  must  show  a  photo  ID,  sign  a 
log,  have  your  belongings  X-rayed  and  hand-searched,  wave  a 
magnetic  badge  over  a  sensor  and  pass  through  a  turnstile  to  the 
elevators.  Once  you  reach  your  floor,  the  corridors  are  locked, 
with  signs  on  each  door  sternly  warning:  "Please  do  not  knock." 
A  visitor  gets  in  only  when  escorted  by  an  employee  donning  a 
special  badge. 

This  is  not  a  case  of  post-9/1 1  angst — the  system  went  into  place  in  1999.  No 
real  valuables  he  inside.  This  is  simply  the  way  the  FCC  works:  Slooooowly.  The 
agency  that  rides  herd  over  the  nation's  rapid-fire,  fast-morphing  media  and 
communications  industries  can  barely  get  a  visitor  through  the  front  door  in 
less  than  ten  minutes.  In  the  burgeoning  global  information  economy,  $  1  tril- 
lion in  annual  revenue  is  generated  by  the  industries  regulated  by  the  FCC.  That 
is  one-tenth  of  gross  domestic  product,  controlled  by  an  aging  collection  of 
2,000  bureaucrats  working  on  an  annual  budget  of  $245  million.  It  is  so 
immune  to  change  that  until  the  mid-1990s  its  offices  still  had  black  rotary 
phones  and  no  PCs.  When  the  FCC  retired  its  antediluvian  Honeywell  main- 
frame several  years  ago,  the  rig  went  to  the  Smithsonian  as  a  relic. 
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FCC 


Michael  Powell  Has  Five  Chances  to  Get  the  FCC  to  Lighten  Up. 


Who 
Will  Win, 

and 

Who 

Will  Lose? 


But  bureaucracy  dies  hard.  The 
resistance  to  change  shows  up  at 
the  FCC's  three-year-old  complex.  At 
the  old  site,  occupied  for  decades, 
commissioners  were  based  on  the 
eighth  floor.  At  the  new  one  they 
took  the  tenth  floor,  but  the  floors 
were  renumbered.  The  bottom  two 
were  called  Street  Level  and  Plaza 
Level.  This  way  the  top  brass  would 
still  be  on  eight,  and  lawyers  and 
lobbyists  could  stick  with  the  old 
saying:  "We're  waiting  for  a  decision 
from  the  eighth  floor."  These 
decisions  will  be  critical: 


BROADBAND 


The  FCC  hopes  to  jump-start  deployment 
of  broadband  service  by  encouraging 

universal  service  across 
telephone,  cable, 
wireless  and  satellite 
systems.  It  aims  to  lift 
restrictions  that 
increase  the  costs  and 
uncertainty  of  building 
new  networks.  A  recent 
FCC  edict  relieves  cable 
firms  of  rules  forcing  them  to  let  rivals  tap 
their  networks;  cell  providers  may  get 
similar  relief. 

Winners:  Cable  operators  (AOL,  Comcast, 
Charter,  Cox)  and,  maybe,  the  Bells  (Veri-1 


Now  the  communications  industry  is  under  siege.  Telecom 
companies  are  buried  in  debt  and  are  reporting  multibillion- 
dollar  losses.  The  fiber  glut  has  sent  tens  of  thousands  of  work- 
ers to  the  unemployment  offices.  Broadcasters  are  strained  from 
an  advertising  downturn.  Wireless  operators  are  in  short  supply 
of  the  spectrum  necessary  to  power  their  next  generation  of 
products  and  pay  back  their  tens  of  billions  in  debts.  The  FCC 
could  be  a  big  obstacle  to  recovery,  unless  it  can  be  overhauled 
by  its  chairman,  Michael  K.  Powell. 

Powell,  39,  a  lawyer  elevated  to  the  chairmanship  by  the 
Bush  Administration  a  year  ago,  is  a  man  with  a  name — his 
father,  Colin,  is  secretary  of  state — and  a  man  with  a  mission. 
Michael  Powell  vows  to  refashion  the  FCC  into  an  outfit  that  is 
fast,  decisive  and,  above  all,  hands-off. 

This  is  an  agency  that  has  spent  a  decade  fumbling,  albeit 
with  good  intentions.  Its  wireless-spectrum  auctions  tempted 
smaller  bidders,  given  special  terms  in  the  auctions,  to  overreach 
and  end  up  bankrupt,  with  valuable  airwave  properties  left  for 
years  in  limbo.  Some  of  the  FCC's  efforts  at  social  engineering, 
with  incentives  for  minorities  and  women,  were  outlawed  by  an 
appeals  court.  The  agency  deliberated  over  digital  television  for 
a  decade,  giving  away  new  spectrum  to  the  old  broadcast  net- 
works, which  still  haven't  used  it.  Its  antiquated  restrictions  on 
the  ownership  of  TV  stations  and  cable  systems  just  got  thrown 
out  by  a  federal  court.  Other  FCC  rules  artificially  block  the  wire- 
less business  from  undergoing  a  much-needed  consolidation. 
The  worst  FCC  disaster  of  all:  its  reading  of  the  1996  Telecom- 
munications Act,  which  was  supposed  to  deregulate  phone  and 
cable,  spark  more  competition,  cut  prices  and  spawn  new  ser- 
vices. In  the  hands  of  FCC  lawyers  the  law  turned  into  thousands 
of  pages  of  gobMedygook  that  had  the  opposite  effect. 

"The  commission  has  had  some  rough  years,"  Powell  con- 
cedes. "I  would  love  to  change  this  agency  in  a  way  where  it  is 
clearly  recognized  as  the  finest  in  town — decisive,  bold,  quick 


and  considered  fair."  Washington  is  watching  to  see  whethen  a 
Powell  got  his  job  for  reasons  beyond  lineage.  It's  showtime.  "I'd  p 
like  to  see  the  consequences  of  my  decisions  really  help  revived 
the  technology  sector,"  he  says.  "There's  a  belief  that  this  will  be  tn 
the  next  great  chapter." 

The  FCC  is  now  embarking  on  five  new  "proceedings" — 
rule-makings  or,  better  yet,  rule-easings — aimed  at  creating  a 
looser  regulatory  framework  that  will  give  companies  "a  clearer^ 
picture  of  what  their  risks  are,"  Powell  says  (see  box,  above), 
Their  outcome  will  be  a  good  indicator  of  whether  Powell  can  |e» 
succeed.  A  monumental  struggle  lies  ahead. 

"This  is  an  agency  that,  in  after-dinner  speeches,  talks  a  good 
deregulatory  game,  but  it  hasn't  been  deregulatory  in  its 
actions,"  says  Eli  Noam,  head  of  Columbia  University's  Institute 
for  Tele-Information.  Even  Powell's  predecessors  admit  as 
much.  Says  William  Kennard,  chairman  for  four  years  until 
Powell  got  the  job:  "The  FCC  is  one  of  the  last  of  the  New  Deal 
dinosaurs."  Reed  Hundt,  who  preceded  Kennard,  warns  that 
Powell  faces  a  far  greater  challenge  than  any  chairman  before. 
"There's  never  been  a  downturn  like  this,"  says  Hundt.  Even 
though  he  had  nothing  to  do  with  the  crash,  "Powell  has  the  bad  to 
luck  of  being  cast  as  the  Herbert  Hoover  of  telecom." 

Powell  has  an  unlikely  ally:  the  courts.  In  March  the  U.S, 
Court  of  Appeals  for  the  District  of  Columbia  found  unconsti-  on 
tutional  the  FCC's  long-standing  ban  on  owning  cable  and  i 
broadcast  stations  in  the  same  market.  It  also  ordered  the  FCC  to  )n( 
justify  why  its  cap  on  TV  station  ownership  shouldn't  be  thrown  to 
out,  as  well.  Now  titans  like  Viacom  and  News  Corp.  could  bu)  :J 
more  stations  and  load  up  on  cable,  and  cable  giants  like  AOI 
Time  Warner  may  buy  their  way  into  broadcasting.  The  FCC  had 
defended  the  caps  in  court,  but  Powell  dissented  two  years  age  ow 
when  the  agency  voted  to  retain  them.  Now,  rather  than  deer)  1 1 
the  court  defeat,  he  says  the  old  rules  will  be  hard  to  defend 

"We  have  to  strip  away  some  of  the  stuff  that  has  impeded  lis 
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i,  SBC,  BellSouth,  Qwest). 

pers:  Independent  Internet  shops  like 

-thLink,  Juno. 


|  PHONE  COMPETITION 

mpetition  in  the  telephone  business 
ely  failed  to  result  from  the  1996 
ecom  Act,  so  the  FCC  is  now  changing 
approach.  Expect  new  policy  to  give 
entives  for  upstart  local  competitors  to 
er  their  own  facilities  instead  of  relying 
intrusive  FCC  rules  to  interconnect 
h  large  competitors.  Where  such  link- 
5  are  still  required,  the  FCC  will  set 

U  clearer  guidelines 
for  local  incum- 
bents. Those  that 
accede  will  gain 
entry  into  the  long- 
distance business; 
those  that  don't  will 


be  hit  with  much  tougher  fines. 
Winners:  Regional  Bells. 
Losers:  Upstart  local  competitors  like  XO 
Communications,  Covad  and  Allegiance; 
long-distance  carriers  like  AT&T. 


SPECTRUM  ALLOCATION 


ELECTRONIC  MEDIA 


Powell  is  pursuing 
new  ways  to  meet  the 

/P   surging  demand  for 
fj   spectrum  and  assure 
it  gets  put  to  the  best 
pDI^MH      BH    use.  Caps  on  how 
much  spectrum  a  wireless  firm  can  own 
in  a  market  are  getting  lifted,  letting  the 
strongest  buy  the  weak.  The  added  spec- 
trum could  pose  more  competition  for  the 
wired  Bells  and  cable  operators. 
Winners:  Wireless  carriers. 
Losers:  Bells  and  cable  operators. 


Many  media  regulations 
are  outdated,  and  recent 
federal  court  rulings  force 
the  FCC  to  reassess  its 
limits  on  ownership. 
Expect  many  of  these 
rules  to  be  eliminated  or 
curtailed,  allowing  new 

consolidation  among  broadcasters  and 

cable  operators. 

Winners:  ABC,  NBC,  CBS,  Fox,  UPN  and 

Cable  operators. 

Losers:  Some  independent  broadcasters. 


5     HOMELAND  SECURITY 


Post-Sept.  II,  the  FCC  is  working  with 
industry  to  assure  reliability  and  security 
of  the  nation's  communications  systems. 
Winners:  The  public;  equipment  makers. 
Losers:  Terrorists. 


dent  investment  and  has  required  us  to  have  a  heavy  over- 
it  role,"  he  says.  This  riles  some  Washington  stalwarts.  U.S. 
ator  Ernest  (Fritz)  Hollings,  a  South  Carolina  Democrat,  an 
my  of  deregulation  and  chairman  of  the  committee  that 
rsees  the  R  (  ,  lashed  out  at  Powell  at  an  FCC  budget  hearing 
»iarch.  "You  just  don't  care  about  the  regulations,"  the  silver- 
red,  silver-tongued  senator  scolded.  "You  just  don't  care 
'Ut  the  law." 

Michael  Kevin  Powell  instantly  comes  across  as  smart  and 
;wd,  if  unproven.  Born  in  Birmingham,  Ala.,  the  oldest  of 
?e  children,  he  graduated  from  the  College  of  William  and 
ry  in  1985  and  followed  his  father  into  the  U.S.  Army,  hoping 

"here's  never  been  a  downturn  like  this. 
Powell  has  the  bad  luck  of  being  cast  as 


he  Herbert  Hoover  of  telecom. 


ise  to  the  rank  of  general.  Serving  in  Germany  in  1987,  he 
ttered  his  pelvis  and  injured  his  spine  and  internal  organs  in 
sp  accident  and  was  unable  to  walk  for  nearly  a  year.  It  ended 
military  career.  Powell  earned  a  law  degree  in  1993  from 
>rgetown  University  and  clerked  for  the  U.S.  Court  of  Ap- 
is in  Washington.  He  then  worked  a  year  and  a  half  for  law 
l  O'Melveny  &  Myers  and  put  in  a  year  at  the  Department  of 
ice's  antitrust  division.  He  joined  the  FCC  as  a  commissioner 
997,  backed  by  two  Republican  allies  of  his  dad,  Senator  John 
Zain  of  Arizona  and  Representative  Billy  Tauzin  of  Louisiana, 
took  the  chair  last  year.  Two  more  of  the  five  seats  are  held  by 
>w  Republicans  who  can  usually  be  counted  on  to  vote  with 
Two  seats,  one  now  vacant,  belong  to  the  Democratic  Party. 
Velvet-voiced  and  fashionably  eggheaded,  Powell  often  sits 
is  office  tinkering  with  gadgets.  Capitol  whispers  depict  him 


as  a  future  political  candidate,  and  he  relishes  the  chance  to  woo 
Washington  wonks.  In  a  recent  address  to  the  National  Black 
Media  Coalition,  Powell  charmed  a  skeptical  audience  wary  of 
his  deregulatory  intent  and  how  it  might  hurt  minority  owner- 
ship. "It  was  clear  he's  looking  out  for  our  interest,"  says  Pluria 
Marshall  Sr.,  head  of  the  group.  "Michael  Powell  is  a  conserva- 
tive Republican,  but  I  think  he's  a  realist.  He  knows  where  he 
came  from.  He  knows  who  his  daddy  is." 

Powell's  agency  was  born  three  decades  before  he  was,  in  the 
Communications  Act  of  1934.  Lore  has  it  that  the  FCC  had  its 
genesis  in  the  sinking  of  the  Titanic.  The  airwaves  were  unregu- 
lated, and  other  ships  in  the  area  couldn't  hear  the  doomed 
ocean  liner's  SOS  because  they  used  different 
radio  frequencies.  For  the  next  six-plus 
decades  the  FCC  ran  under  a  central  precept: 
Bandwidth  is  scarce,  and  government  must 
parcel  it  out  carefully  to  protect  the  public 
interest.  Now  we  are  nearing  an  era  in  which 
bandwidth  will  be  ubiquitous,  an  upside- 
down  world  that  warrants  an  utterly  different  approach. 

Yet  the  FCC  has  been  reluctant  to  adjust.  Instead  of  letting 
markets  advance  unencumbered,  the  agency — often  guided  by 
a  meddlesome  Congress — passed  a  profusion  of  burdensome 
rules.  Long-distance  companies  needed  FCC  permission  to  cut 
their  rates.  Broadcast  networks  couldn't  own  their  prime-time 
shows.  The  FCC  regulated  cable  rates  starting  in  1965,  then 
deregulated  prices  in  1984,  then  reregulated  in  1992  when  politi- 
cians and  the  public  squawked.  Congress  reversed  course  in 
1996,  freeing  cable  rates  once  again. 

The  passion  for  regulation  is  why,  instead  of  recruiting  savvy 
engineers  who  understand  the  technology  explosion  of  recent 
years,  the  FCC  focused  on  hiring  lawyers — to  write  more  rules. 
Now  527  lawyers  work  at  the  FCC,  more  than  one-fourth  of  the 
entire  staff.  "The  need  for  lawyers  outweighed  the  need  for 
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everything  else,"  says  Powell's  chief  of  staff,  Marsha  McBride. 
The  FCC  went  six  years  without  hiring  an  entry-level  engineer; 
in  the  past  year  it  has  hired  18.  With  35%  of  the  FCC's  286  engi- 
neers near  retirement,  Powell  hopes  to  hire  more  newcomers;  he 
has  asked  for  a  13%  increase  in  his  budget  for  2003. 

He  needs  the  help.  All  too  often,  well-intended  FCC  rules 
yield  wrongheaded  results.  In  1994  the  FCC  passed  rules  forcing 
broadcasters — but  not  cable  outlets — to  air  three  hours  a  week 
of  "educational"  shows  for  children.  Sounds  good,  but  kids  sim- 
ply ditched  the  FCC-sanctioned  fare  for  round-the-clock  brain 
candy  on  cable's  Nickelodeon  and  Cartoon  Network.  In  the 
mid-1990s,  under  direction  from  Congress,  the  FCC  sought  to 
increase  wireless  competition  by  setting  aside  spectrum  for 
small  companies.  A  fiasco  ensued  as  big  companies  skirted  the 
rules  to  land  the  licenses  for  themselves,  and  small  winners  like 
NextWave  went  bankrupt  before  they  could  pay  the  FCC.  Result: 
valuable  spectrum  sits  idle,  tied  up  in  court. 

Intent  on  protecting  the  public,  the  FCC  delayed  some  telecom 


unfunded  mandate 


"Government  is  like  an 

We  have  a  lot  of  things  we'd  like  to 
see  happen,  but  we  don't  pay  for  them." 


mergers  by  a  year  or  more.  SBC  Communications'  $74  billion  ac- 
quisition of  Ameritech  languished  for  a  year  and  a  half  between 
1998  and  1999  as  the  FCC  fought  for  concessions.  "One  of  the 
great  mistakes  at  the  FCC  is  that  it  places  conditions  on  mergers 
rather  than  simply  denying  them,"  says  Robert  Atkinson,  an  ex- 
FCC  deputy  who  worked  on  the  deal.  "Because  they  have  never  re- 
jected a  merger,  everybody  plays  games  with  them.  I  spent  my  18- 
month  career  at  the  FCC  consumed  by  negotiations." 

At  the  FCC  a  minor  provision  tucked  into  a  statute  can  cas- 
cade into  a  thicket  of  picayune  policies.  The  Telecom  Act  of  1996 
included  a  brief  decree  that  the  regional  Bells  could  offer  long- 
distance service  only  after  opening  up  their  local  networks  to 
rivals.  The  FCC  overreacted  and  overregulated,  spewing  out  400 
pages  on  that  topic.  It  dictated  myriad  details,  such  as  the  exact 
prices  that  the  Bells  and  their  new  competitors  could  charge. 
Allow  market  forces  to  set  prices?  The  thought  scarcely  occurred 
to  those  lawyers. 

The  forms  the  Bells  must  submit  simply  to  win  the  right  to 
route  calls  from  one  state  in  their  territory  to  another  run  on  for 
more  than  1 00,000  pages.  Paper-laden  trucks  pull  up  in  front  of 
the  agency's  maximum-security  offices  to  unload.  In  a  Maryland 
suburb  a  huge  warehouse  overflows  with  what  FCC  officials 
describe,  almost  proudly,  as  "miles  of  files." 

"No  one  reads  all  that  stuff,"  says  Scott  Cleland,  a  former 
coordinator  for  international  communications  at  the  State 
Department  who  runs  the  Precursor  Group,  a  research  firm.  The 
FCC,  he  says,  "regulates  the  Bells'  entry  into  long-distance  more 
than  we  regulate  toxic  u  aste."  I.  /jams  abound.  One  year  after  the 
Telecom  Act  passed,  the  FCC  hat.1  a  backlog  of  64,000  applications 
to  provide  wireless  services  and  1(X),(KX)  consumer  complaints.  Six 


mi 


years  after  the  act  became  law,  the  Bells — what's  left  of  the] 
still  haven't  won  unbridled  access  into  long-distance.  SBC  is 
only  6  of  its  32  states;  and  BellSouth  and  Qwest  haven't  won 
FCC's  blessing  for  any  of  the  9  and  14  states  they  serve,  respective! 
In  some  instances  Congress  backed  the  agency  into  a  corne 
One  1 1  -fine  provision  inserted  into  the  Telecom  Act  was  phrase 
in  a  way  that  forced  the  FCC  to  give  aw?y  spectrum  to  local  broaffi 
casters  to  develop  digital  television.  But  the  switch  from  old  an^  t 
log  to  digital  signals  has  not  come  as  fast  as  the  agency  had  hope* 
and  consumers  have  not  been  clamoring  for  high-definition  tek 
vision  anyway,  since  the  TV  sets  would  rival  a  compact  car  in  coj< 
and  broadcasters  would  have  to  spend  billions  replacing  mostc 
their  gear.  Still,  the  agency  is  pressing  to  fulfill  its  vision.  Pow&' 
just  requested  that  broadcast  networks  transmit  their  prime-tini/ 
line-ups  in  high  definition  by  next  year. 

At  other  times  the  FCC  imposes  divergent  standards  tha 
favor  one  industry  over  another.  A  few  years  ago  the  Bells  wen 
eager  to  build  broadband  networks  to  offer  Internet  access  ant 
interactive  TV.  Now  SBC,  among  others,  L 
balking  because,  under  FCC  socialism,  SB< 
must  open  up  its  network  to  rivals.  Yet  u 
cable,  Powell  ruled  on  Mar.  13  that  syste: 
can  offer  Net  service  without  letting  in  coin 
petitors;  a  month  earlier  he  issued  a  similaj  i 
preliminary  proviso  for  wireless  carriers.  Po»J 
ell  says  he  wants  to  free  the  Bells  of  the  open-network  require  " 
ment,  but  a  timetable  is  uncertain. 

All  of  this  makes  Powell's  goals  more  elusive  as  he  tries  t 
tame  a  convoluted  entity.  The  FCC  is  a  maze  of  internal  fiefs:  seve 
bureaus  and  ten  staff  offices,  separated  by  function  and  industr 
from  cable  to  broadcast  to  wireless.  Such  a  bureaucracy  makes 
difficult  to  cope  with  a  novel  technology  that  crosses  differen  - 
media,  like,  for  instance,  Internet-based  television.  To  cross-pol 
linate,  Powell  shifted  500  workers  into  new  jobs.  Education  is  an  - 
other  key.  In  the  past  FCC  staffers  ruled  on  technologies  they  kne\  ■ 
little  about.  Just  two  years  ago,  in  a  hearing  on  the  AOL  Tim  '■'• 
Warner  merger,  one  commissioner  asked  of  AOL  chief  Steve  Cast ' 
"What's  instant  messaging?"  Powell  has  created  FCC  Universit 
for  training  in  technology  and  economics.  He  hopes  this  will  k 
the  FCC  stop  relying  so  heavily  on  the  long-winded  process  of  col 
lecting  industry  comment  before  ruling. 

Despite  his  reforms,  Powell  is  careful  to  avoid  overstatin; 
government's  role  in  reviving  high  tech.  "Government  is  kind  o 
like  an  unfunded  mandate,"  he  says.  "We  have  a  lot  of  thing 
we'd  like  to  see  happen,  but  we  don't  pay  for  them."  But  he  mus 
move  fast.  As  Reed  Hundt  puts  it:  "If  this  sector  doesn't  tun  I 
around,  the  economy  isn't  going  to  turn  around.  He's  got  hi 
hands  on  the  throtde  of  the  engine  that's  going  to  pull  it" 

Powell  may  find  that  market  forces  move  faster  than  he  cai 
as  he  pushes  for  deregulation.  The  radical  view,  espoused  b  , 
telecom  futurist  George  Gilder  (whose  newsletter  is  Forbes-affil ' 
iated)  is  that  the  FCC  labyrinth  should  be  razed  entirely.  That'  j 
not  going  to  happen,  but  if  Powell  can  make  it  lean,  fast  and  effi  [ 
cient,  it  would  be  a  small  miracle  for  a  vital  sector  of  our  Strug  f* 
gling  economy.  I  r 
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If  youYe  thinking  about  retirement, 
t's  time  to  think  about  life  insurance. 


,Free  Guide! 

Be  sure  to  ask 
jor  your  free  copy 
pf  What  Every 
Consumer  Should 
Know  About 
'.ife  Insurance, 
Prudential's  guide 

io  understanding 
our  life  insurance 
iptions. 
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You've  made  some  smart  moves  to  prepare  for  retirement.  But  without 
the  protection  of  life  insurance,  your  plan  might  not  be  completely  secure. 
At  the  insurance  companies  of  Prudential  Financial,  we'll  show  you  how  life 
insurance  can  play  several  important  roles  in  your  retirement  security.  And 
how  you  can  put  its  unique  versatility  to  work  for  you. 


Secure  your  nest  egg.  You  and  your  spouse 
probably  have  a  vision  of  how,  when,  and 
where  you  want  to  retire.  Bringing  life 
insurance  into  your  plan  can  enable  your 
spouse  to  live  comfortably  in  retirement — 
even  if  you're  not  around  to  share  those  years. 

Create  supplemental  retirement  income. 

While  death  benefit  protection  is  its  primary 
benefit,  life  insurance  can  also  be  an  important 
vehicle  for  growing  retirement  assets.  With 
certain  policies,  you  can  build  cash  value  on 
a  tax-deferred  basis  to  help  supplement  your 
retirement  income* 


Pass  along  your  wealth.  If  you've  built 
a  substantial  nest  egg,  life  insurance  can 
help  you  keep  your  assets  secure  for  your 
heirs.  So  that  your  wealth  ends  up  exactly 
where  you  want  it  to. 

Have  you  reviewed  your  protection  needs 
lately?  Whether  you're  considering  life 
insurance  for  the  first  time,  or  you're  simply 
not  sure  your  current  coverage  is  adequate, 
Prudential  Financial  can  help.  We'll  review 
your  situation  and  help  you  decide  on  the 
right  action  to  take. 

Call  today.  1-800-THE-ROCK  ext.  9716 

Or  visit  us  online  at  prudential.com 


Prudential  (M  Financial 

Crowing  and  Protecting  Your  Wealth™ 


l  uronce  cash  values  ore  accessed  through  withdrawals  and  policy  bans,  which  will  reduce  cash  values  and  death  benefits,  and  may  have  tax  consequences.  Life  insurance  policies  contain  exclusions,  limitations,  reductions 
its  and  terms  for  keeping  them  in  force.  Your  licensed  financial  professional  can  provide  you  with  costs  and  complete  details.  Life  insurance  is  issued  by  Pruco  Life  Insurance  Company,  Pruco  life  Insurance  Company  of  New 
nd  Ihe  Prudential  Insurance  Company  of  America.  All  are  Prudential  Financial  companies  and  are  located  in  Newark,  NJ.  Each  is  solely  responsible  for  its  own  financial  condition  and  contractual  obligations.  Prudential  Financial 
ice  mark  of  The  Prudential  Insurance  Company  of  Amenca,  Newark,  NJ  and  its  affiliates.  IFS-A069440  Ed.  3/2002 


Backseat  Driver  By  Jerry  Flint 

Death-Defying  Car  Sales 


t 


>!e 


A  FEW  MONTHS  AGO  I  PREDICTED  AUTO  SALES  THIS 
year  would  fall  to  15.5  million,  a  10%  decline  from 
17.2  million  in  2001.  I  was  by  no  means  the  most 
pessimistic  forecaster  out  there.  The  forecast  of  a 
slump  made  sense  for  several  reasons.  A  recession 
was  on.  Sept.  1 1  had  taken  a  terrible  economic  toll.  The  extra 
sales  generated  by  General  Motors'  0%  financing — 400,000  to 
500,000  more  vehicles — would  surely  siphon  off  demand  in  the 
new  year. 

Well,  I  was  wrong.  The  automobile  industry  remains  stub- 
bornly strong.  In  the  first  three  months  of  the  year  Americans 
bought  nearly  4  million  cars 
and  light  trucks,  only  4.6% 
behind  last  year's  pace.  There's 
no  evidence  of  any  payback  for 
those  extra  fourth-quarter  sales. 
Production — 4.3  million  in  the 
U.S.,  Canada  and  Mexico — 
matches  the  year-ago  produc- 
tion. Yet  inventories  of  cars  and 
trucks  on  showroom  lots  are 
lower  than  a  year  ago.  This  is  a 
strange  economy. 

For  the  full  year,  the  general 
industry  prediction  has  moved 
from  15.5  million  cars/trucks  to 
16  million.  Now  I  think  sales 
will  be  even  higher,  toward  16.4 
million.  This  is  remarkable 
when  you  remember  there  was 

not  a  year  close  to  that  from  1990  through  1998.  We  didn't  even 
reach  15  million  in  five  of  those  nine  years.  Then  1999  was  a 
record  sales  year,  with  almost  17  million  cars  and  trucks  deliv- 
ered, followed  by  another  record  17.4  million  in  2000  and  then 
17.2  million  last  year. 

What's  going  on?  Here  are  a  few  guesses  that  follow  conven- 
tional wisdom: 

1 )  There  never  was  a  recession.  Well,  I  know  that  thought  is 
coming  into  vogue,  but  1  don't  buy  it  . . .  yet. 

2)  There  was  a  recession,  but  we  recovered.  If  that's  true, 
then  the  auto  business  led  that  recovery  with  six  months  of 
strong  sales  and  still  no  sign  this  year  of  payback  for  that  fourth- 
quarter  boom. 

3)  The  incentives  did  it:  0%  financing,  $2,002  rebates  from 
GM  and  cheap  leases.  I  don't  think  so.  Even  the  companies  with- 
out incentives,  such  as  Honda  and  BMW,  arc  doing  well. 

What's  motivating  buyers  is  quite  simple:  the  ever-growing 
number  of  new  types  of  vehicles.  Think  of  it.  More    -^  j-,      i~ 
than  half  the  vehicles  being  sold  today  are  designated  I  IaJ  ■rCJrUtf  j 


What's  motivating 
auto  buyers  in  this 
strange  economy? 
Not  the  incentives. 

It's  the 

growing  number 

of  new  types  of 

vehicles.  New  stuff 

creates  markets. 


trucks,  yet  are  in  fact  new  type,  ,j 
of  cars — and  new  variations  ai  P° 
popping  up  all  the  time.  Th 
half-pickup/half  sports  utilit 
vehicles,    like    the    $38,00^ 
Chevrolet  Avalanche,  are  hoi 
and  the  BMW  Mini,  the  nen* 
version  of  the  famous  littl 
British  car,  at  $20,000  will  bjiiT 
hot,  too. 

And  there  are  more  type 
coming,  such  as  the  "crossovers, 
which  are  sports  utility  vehicles  built  over  a  car,  not  a  truck,  chas 
sis.  Examples:  the  Lexus  RX300  and  the  soon-to-be-release 
Honda  Pilot.  More  station  wagons  are  coming,  such  as  th 
Chrysler  Pacifica,  due  next  year,  and  the  civilian  Hummer  H2  at 
riving  this  fall  from  General  Motors  at  $50,000  will  be  a  sellou«|| 

Honda  and  Toyota  are  trying  something  new.  I  call  theE 
CUBs — for  "Cheap  Ugly  Boxes,"  which  is  just  what  they  are- 
but  the  Japanese  figure  that  at  $16,000  to  $21,000  they  will  luri 
a  new,  young  generation  of  buyers. 

New  stuff  creates  markets.  That  famous  love  affair  betweer 
Americans  and  their  cars  is  hot.  People  want  more  than  one  o 
two.  My  wife,  for  example,  owns  a  big  GMC  pickup,  but  wouli 
like  a  small  sedan  like  the  Mini  or  a  convertible,  too. 

Women  are  making  a  big  difference.  They've  bought  cars  ii  ;i 
the  past,  but  my  guess  is  that  they  are  entering  the  new-car  mar  K\ 
ket  earlier  than  ever  because  of  their  income  and  independence  * 
This  represents  a  huge  increase  in  potential  customers. 

It  is  true  that  more  than  half  the  cars  and  a  growing  num  " 
ber  of  trucks  carry  foreign  nameplates.  And  while  most  o  t 
these  are  built  in  the  U.S.  and  Canada  now,  much  of  the  higher 
value  work,  the  design  and  engineering,  is  done  on  the  foreigl 
home  base.  That  hurts,  but  we  do  get  the  assembly/manufac 
turing  work,  and  much  of  it  in  poorer  states  such  as  Alabama 
South  Carolina  and  even  Mississippi,  where  Nissan  is  buildin] 
a  plant. 

The  foreigners  are  not  going  away,  but  that  doesn't  meai 
the  Detroit  companies  are  doomed  to  profitless  years.  Not  Ion) 
ago  Ford  made  $7  billion  on  25%  of  the  market  and  Chrysfc 
made  $3  billion  on  15%.  Plenty  of  money  can  be  made  if  thi 
product  is  right.  The  right  product  leaves  the  buyer  thrilled 
even  if  the  price  tag  is  $6,000  above  production  cost. 

I  do  not  expect  American  vehicle  makers  to  win  back  thei 
market  shares  of  a  few  years  ago.  But  if  they  get  their  produc 
right,  and  I  say  they  will  get  it  right,  then  they  can  make  moP 
money  than  ever.  I 


Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automobile 
industry  since  1958.  Visit  his  home  page  at  www.forbes.com/flint. 
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fe  Service  Contractors,  Inc.  I  7353  McWhorter  Place,  Ste  202  •  Annandale,  VA  22003  •  (703)  916-0404 
vw.ableservice.net  |    Professional  cleaning  ot  hospitals  &  large  facilities  since  1978. 

e  .Arthur  G.  James  Cancer  Hospital  &  Richard  J.  Solore  Research  Institute  [  300  W.  10th  Ave. 
ilumbus,  OH  43210  •   (614)  293-5066  •  www.jamesline.com  |  The  James  is  an  international  leader  in 
xer  care  and  research. 

nzel's  Bretzel  Bakery,  Inc.  I  5200  Sixth  Avenue  •  Altoona,  PA  16602-1496  •  (814)  942-5062 
vw. benzels.com  |  Bakers  or  Pennysticks  brand  and  private  label  pretzels. 

ating  Excellence  International,  LLC  |  975  Broadway  •  Wrightstown,  WI  54180  •  (920)  996-1900 
vw.coating-excellence.com  |    Producer  of  high  quality  printed  and  extruded  coated  packaging. 

s  Lauriers  Municipal  Solutions,  Inc.  |  40  Kenwood  Circle,  Ste  8  •  Franklin,  MA  02038  •  (888)  443-6867 
\  u  geotms.com  ]    Software  solutions  that  automate  local  government  functions. 

mensional  Healthcare,  Inc.  |  240  Cedar  Knolls  Road,  Ste  101  •  Cedar  Knolls,  NJ  07927 
[77-DHC-F1RST  •  www.dhcare.com  |  Specialists  in  implementing  community-based  clinical  trials. 

plomaric  Language  Services,  Inc.  |  1901  N.  Fort  Myer  Dr.,  Ste  800  •  Arlington,  VA  22209  •  (703)  243-4855 
vw.dls-inc.com"    Training:  Management,  Language,  Intercultural,  E-learning. 

tinore  Valley  Municipal  Water  District  |  31315  Chaney  Street  •  Lake  Elsinore,  CA  92531 
B)  674-3146*  vsvvw.EVMVVD.com  |  Local  water  and  wastewater  agency. 

utions,  Inc.  |  5905-F  Breckenridge  Parkway  •  Tampa,  FL  33610  •  (813)  371-5500 
ws.elutions.com  |    Energy  management  services  via  Internet  ASP  model. 

gstrom,  Lipscomb  &  Lack  |  10100  Santa  Monica  Blvd.  #1600  •  Los  Angeles,  CA  90067 
2-3800  I  Trial  lawyers  handling  catastrophic  injury  and  death  cases. 

C.Wallace,  Inc.  |  1555  S.  Rainbow  Blvd.  •  Las  Vegas,  NV  89146  •   (702)  804-2000 
irw.gcwallace.com  |    Civil  Engineering,  Electrical  Engineering,  Land  Planning,  Surveying. 

jam  Solutions  |  One  South  High  Street  •  Canal  Winchester,  OH  43110  •  (614)  833-9713 

vw  ibeamsolutions.com  |  Technology  Consulting,  WEB/APP  Development  and  hosting  solutions. 

tmson  Mathers  Health  Care,  Inc.  |  2323  Concrete  Road  •  Carlisle,  KY  40311  •  (859)  289-7181 
vw.johnsonmathers.org  |  A  small  rural  hospital  and  nursing  home  providing  quality  care. 

;tin  Bell  GT  MotorsportS  Experience  I  Moroso  Motorsports  Park,  PO  Box  30909 

lm  Springs  Gardens,  FL  33420  (561)  776-0288  •  www.justinbell.com  |The  thrill  of  race  car  driving. 

Irvidual   &  Corporate  Programs  that  put  you  behind  the  wheel. 

ckwood  Financial  Group  |  10  Valley  Stream  Parkway  •  Malvern,  PA  19355 

<6)  926-8629  |  Tax-Aware  individually  managed  accounts  for  individual  investors. 

E  Companies,  Inc.  |  635  Brooksedge  Blvd.  •  Westerville,  OH  43081  •  (614)  818-4900 
vw.mecompanies.com  |    Civil  engineering,  right-of-way,  construction  &  project  mgmt. 

;llor  Engineering  |  887  N.  100  E.,  Ste  1  •  Lehi,  UT  84043  •  (801)  768-0658 
vw.melIoreng.com  |   Chemical  Agent  monitoring,  analysis  and  engineering  experts. 

ul  Flum  Ideas,  Inc.  |  1 1100  Linpage  Place  •  St.  Louis,  MO  63132  •  (314)  423-9777 
vw.paulflumideas.com  |    Internationally  design,  mfr.,  and  sell  award  winning  POP  displays. 

yro'll  Services  Plus,  Inc.  |  670  White  Plains  Road,  Ste  322  •  Scarsdale,  NY  10583  •  (914)  472-4796 
vw.psp-inc.net  |    Full  service  PEO  handling  all  employment  and  insurance  needs. 

vM  Tool,  Inc.  |  1420  Cheyenne  Ave.  P.O.  Box  656  •  Gratton,  WI  53024  •  (262)  375-3036 
vw.ramtoolinc.com  |  Die  Cast  Dies  -  Prototype  Tooling  -  Low  Pressure  Permanent  Molds. 

muda  Ranch  Programs  for  Anorexia  and  Bulimia  |  One  East  Apache  St.  •  Wickenburg,  AZ  85390 
00^445-1900  •  www.remuda-ranch.com  |    Professional  Christian  inpatient  treatment  for  eating  disorders. 

3tt  Bvron  &  Co,  Inc.  |  30088  N.  Skokie  Hwy.  •  Lake  Bluff,  IL  60044  •  (847)  689-0266 
;mier  provider:  residential  landscape  design/ build /maintenance. 

id  I.  P.  Law  Group  PLLC  |  701  Fifth  Ave.,  Ste  6300  •  Seattle,  WA  98104  •  (206)  622-4900 
vw.seedlaw.com  |  Providing  patent  and  trademark  protection  for  your  valuable  ideas. 

'in  Cities  Hospital  |  2190  Highway  85  North  •  Niceville,  Fl  32578  •  (850)  678-4131 
vw.tchospital.com  |    Award  winning  staff  provides  a  successful  Patient  First  approach. 

>lf.  Block,  Schorr  and  Solis-Cohen  LLP  J  1650  Arch  St.,  22nd  Floor  •  Philadelphia,  PA  19103 
5)  977-2000  •  www.wolfblock.com  |  The  firm  offers  comprehensive  legal  services  to  business. 
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'  Summerall  Success 
Stories,  as  seen  week- 
days on  The  Fox  News 
Channel  nationally, 
spotlights  companies 
and  organizations  that 
define  "success."  Each 
has  demonstrated  strong 
leadership,  growth  and 
community  involvement 
and  is  worthy  of  your 
patronage." 


- 


-  Pat  Summerall 


Learn  more  about  these  up-and-coming  companies  by 
visiting  their  web  sites  or  contacting  them  directly. 


As  seen  on 
The  Fox  News 
Channel! 

Tues.  -  Thurs. 

etween  1:30  -  2.-00 
between  5:30  -  6:30 
P.M.  EST 
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Made  possible  by: 

Pat  Summerall 
Productions 

Richardson,  Texas 

(972)  907-2525 
patsummerall.com 


Mark  Leposky,  TaylorMade's  Vice  President  of  Operatioi 


What  obstacles   has  TaylorMade  faced   in  forecastir 

demand?  In  the  past,  it  has  been  a  challenge  to  accurate 

predict  what  products  we  were  going  to  sell.  To  gua 

against  placing  items  on  back  order,  we  would  build  up  o 

inventory.  But  there  is  a  large  capital  investment  requirt 

in  terms  of  the  inventory  itself  and  distribution. 


HOW 


accuracy  makes  your  game 


t^" 


How  did  you  respond  to  these  challenges?  La 

year,  we  surveyed  the   -*•»       •       ..      .  . 
market  and  selected  ,2  WjaylOrMade 

to    help    us    more   accurately   forecast   an 

manage  customer  demand.  With  \2  solution 

in  place,  we  will  be  able  to  transport  rai 

materials  with  greater  efficiency,  double  01 

rate  of  inventory  turn,   reduce  markdowr 

and    write-offs,    and    increase    veloch 

throughout  the  entire  enterprise. 

What  kind  of  return  do  you  expect?  Wi 

i2,  we  expect  to  generate  $50  million  in  vali 
over  the  next  three  years.  We  are  alread 
seeing  some  more  intangible  benefit 
including  more  efficient  communication  wt 
our  partners.  They  love  it  because  they  no 

have  much  better  visibility  into  the  produc 

coming  their  way. 

"With  i2,  we  expect  to  generate  $50  millio 
in  value  over  the  next  three  years 

Why    did    you    select    i2?    In    our    busines 

everything  is  high  velocity.  Information  is  comir 

from  all  different  angles  -  from  our  customers,  oi 

suppliers,  our  salespeople.  i2  provides  proven  systerr 

for  integrating  all  of  this  information.  We  need  to  hat 

tools  that  will  enable  us  to  work  faster,  harder,  and  wi 

far  greater  agility.  i2  gives  us  that  competitive  edge. 


With  nearly  $30  billion  in  audited,  hard-dollar  client  vali) 
delivered  to  date,  i2  is  the  value  company.  For  informatic 
on  i2  solutions  for  managing  your  dynamic  value  chain,  vis 
www.i2.com  or  call  1-866-288-4896. 
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i2.com 
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Motorebel 

Tim  Parsey  is  trying  to  inject  some  chic  into  Motorola's  geek  |  by  silvia  sansoni 


rS  HARD  TO  BE  HIP  AT  MOTOROLA, 
a  haven  for  technical  jargoneers 
who  wear  their  pocket  protectors 
with  pride.  A  year  ago  Timothy 
Parsey,  newly  hired  as  the  design 
chief  for  Motorola  cell  phones,  gave 
senior  managers  a  peek  at  the  V70,  a 
radical  new  phone  that  swivels 
n  like  a  switchblade.  Executives  of  the 
)ile  phone  group  immediately  shot  it 
ti.  Said  one  manager:  "It'll  never  sell." 
Unruffled,  the  41 -year-old  British 
gner  kept  the  project  going  under- 


ground, ordering  his  design  team  not  to 
let  a  single  prototype  out  of  sight  for 
fear  that  a  manager  would  get  hold  of 
an  imperfect  model  and  kill  the  project. 
The  fate  of  the  V70  was  unsure  right  up 
to  the  month  before  its  launch  in  Hong 
Kong  in  February.  Within  hours  the 
$400  handset  was  reselling  for  $1,100  on 
Ebay.  Cingular  starts  selling  it  in  the  U.S. 
in  May. 

"We're  a  provocative  organization," 
says  Parsey  of  his  105-person  design 
team.  "We're  always  pushing  farther  than 


the  rest  of  the  company  wants  to  go." 

Though  Parsey's  gotta-have-it  design 
won't  magically  restore  the  company  to 
profitability,  it  might  put  some  wow  back 
into  a  stumbling  giant.  Last  year 
Motorola  lost  $4  billion  as  sales  fell  19% 
to  $30  billion.  Chairman  Christopher 
Galvin  laid  off  50,000  employees,  about 
one-third  of  the  work  force.  Its  share  of 
the  global  handset  market  has  dropped 
from  51%  to  17%  since  1996,  as  Nokia 
boosted  its  share  from  20%  to  37%. 
It  was  a  humbling  comeuppance  for 
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the  company  that  pioneered  the  walkie- 
talkie  in  World  War  II  and  the  car  phone 
later  in  the  1940s.  In  1984  the  world's  first 
cell  phone  call  was  made  from  a  Motorola 
handset.  A  decade  later  the  company 
wowed  the  tech  world  by  cramming  com- 
plex radio  technology  into  a  pocket-size 
handset  that  opened  like  a  Star  Trek  com- 
municator, apdy  naming  it  the  StarTac. 

Motorola  stuck  too  long  with  reliable 
clunkers,  while  Nokia  sold  fun,  easy-to- 
use  digital  candy.  Motorola's  handset 
business  brings  in  a  third  of  total  sales 
and  profits,  but  its  semiconductor,  net- 
work equipment  and  broadband  divi- 
sions also  are  also  slumping.  "They're  in 
a  lot  of  trouble,"  says  Jane  Snorek  of 
money  manager  U.S.  Bancorp. 

Parsey's  new  phones,  the  results  of  a 
two-year  effort  covering  seven 
models,  could  bolster  Mo- 
torola's aim  to  lift  its  handset 
share  by  almost  half,  to  25%. 
Signs  of  a  recovery  in  the  busi- 
ness are  emerging  already.  Its 
mobile  division  gained  three 
share  points  last  year  and 
broke  even  in  the  third 
quarter.     The     mobile 
group's  fourth-quarter  op- 
erating income  swung  from 
a  $375  million  loss  in  2000 
to  a  $102  million  profit. 

Some  Motorolans,  as 
they  are  called,  play  down  the 
designer's  role  in  this  re- 
bound. They  credit  recent  cost 
cuts  of  $1.5  billion  annu- 
ally taken  by  killing  the 
analog  phone  business, 
dropping  34  products, 
closing  five  factories 
and  paring  phone  plat- 
forms from  96  to  5.  "Just  say- 
ing, 'I've  got  the  most  unique 
industrial  design'  isn't  going 
to  work,"  says  Leif  Soderberg, 
a  general  manager. 

Parsey  took  the  job  know- 
ing it  would  be  an  uphill  slog. 
Motorola's  attitude  toward 
design  has  always  been: 
"Here's  a  nice  piece  of  tech- 
nology. Can  you  kc  il  look 
pretty?"  he  says.  ;       he's  a 


seasoned  rebel.  Before  joining  Motorola 
he  ran  the  design  group  for  office  prod- 
ucts giant  Acco,  which  hadn't  refreshed 
most  of  its  line  in  50  years.  Parsey  also  ran 
Apple's  design  lab  from  1991  to  1996, 
designing  a  printer  and  digital  camera 
that  are  now  part  of  the  permanent  col- 
lection of  the  Museum  of  Modern  Art  in 
New  York.  Subsequently,  he  worked  for 
the  precursor  firm  to  Ideo,  the  design 
firm  behind  the  PalmPilot. 

Parsey  got  serious  quickly  at 
Motorola.  In  18  months  he  has  fired  half 
of  its  30  designers  and  expanded  the  team 
to  105  people,  recruiting  from  Sony, 
Swatch,  Thomson  and  Sapient.  He  man- 
aged to  more  than  double  the  budget  he 
started  with,  even  as  the  mobile 
phone     unit     shed     15,000 


GADGET    GOSSIP 

So,  Is  It  Hip  or  Not? 

Motorola's  phone  design  chief, 
Tim  Parsey,  critiques  the  hottest 
gear  from  his  colleagues. 

SEGWAY  "It  has  no  cultural  soul ...  a 
cross  between  a  mileage  meter 
and  a  scooter.  But  I'd 
love  to  play  on  one." 


APPLE  IMAC  "Has a 
freshness  and  posture  to  it 
that  is  very  Apple.  It's 
a  great  stunt." 


HANDSPRING 
TREO 

"An  example  of  a 
company  trying  hard  in 
a  new  industry,  but  it  lacks  a  big 
design  story  or 
deeper  social 
understanding.1 


RIM  BLACKBERRY    Great 
for  its  honesty  and  focus.  It  does 

what  it  does  and  doesn't  try  to  be 

more  than  that." 


employees.  He  shut  down  design  cente 
in  New  Jersey  and  Florida  and  opem 
new  ones  in  hot  spots  like  Milan,  Sa 
Francisco,  Boston  and  Beijing. 

To  get  his  new  designs  authorize! 
Parsey  packed  a  stash  of  flashy  prototyp 
into  a  James  Bond-like  briefcase,  and  vi 
ited  Motorola  execs  based  in  Singapor 
He  bid  them  open  the  suitcase,  sayin 
nothing  else.  Frowns  turned  into  smile, 
smiles  to  giddy  excitement  as  they  har 
died  models  shaped  like  peanuts  an< 
hourglasses,  with  rubber  side  grips  ai}| 
finishes  made  of  crushed  glass.  He  use 
the  endorsement  from  the  Asian  exedM 
tives  to  win  over  his  bosses  in  the  U.S.  I 
The  result  is  a  family  of  phones  ts 
are  playful  accessories  more  than  funi 
tional  tools.  You  can  rotate  open  the  cov» 
of  the  V70  with  a  thumb,  like. 

Geisha  fan.  "It's  the  kind  of  thin 

you  spend  hours  trying  to  maste 

locked  in  a  bathroom  at  a  party,  s 

you  can  come  out  and  imprej 

your  friends,"  Parsey  says.  Th 

brushed-silver  A388,  due  in  Augusi 

hides  a  large  LCD  display  wit 

Palmlike  functions  undent 

sexy,  undulating  clamshell. 

Motorola  is  backing  the* 

designs  with  its  just-launche 

Hello  Moto"  TV  and  print  cam 

paign.  The  mobile  phone  group 

total  marketing  budget  is  undi 

wraps,  but  it  will  spend  $75  millid 

more  this  year  than  in  2001. 

Parsey's  designs  are  not  onl 
prettier  but  also  easier  to  use.  1 
no  longer  takes  five  steps  to  at 
cess  voice  mail;  simply  hit  a  dii 
play  icon  once.  His  designers  so 
licit  input  from  wireless  carrier 
too.  For  Cingular,  Parsey  embed 
ded  the  carrier's  star-shaped  log 
into  one  model's  rubber  sidi 
grip.  Yet  he  also  strives  to  give  tn 
entire  line  a  distinctive  look  thl 
makes  the  brand  instantl 
recognizable. 

Nokia  is  already  onto  its  ovr. 
idea  of  the  next  big  thing:  luxm) 
phones.  This  summer  its  high-en 
spinoff  Vertu  will  ship  phon< 
plated  in  gold  and  platinurt 
encrusted  with  diamonds.  1 
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lergy  &  power  •  industry  &  automation  •  information  &  communication  •  medical  systems  &  healthcare  •  financing  'lighting  •  transportation 


Information  is  the 

best  medicine.  ZZ 

«       ■  ...  .■  1 1       .• I-  i i  •  !• 


I  ■  /\/J/»irk/%         Healthcare  professionals 

KJ  C  jL  I  vT  v«J  ■  v_  III  ^  •      perform  best  when  they're  well 

informed  By  successfully  integrating  medical  and  information  technologies, 
Siemens  provides  physicians  and  health  executives  with  instant  access  to  critical 
information  so  they  can  make  the  right  decisions  right  away,  from  medication 
management  systems  to  networked  imaging  systems,  Siemens  provides 
medical  solutions  to  improve  workflow,  reduce  costs  and,  most  importantly, 
make  cutting-edge  care  available  to  everyone,  everywhere. 

Whether  enhancing  the  quality  and  efficiency  of  healthcare,  developing 
transportation  systems  thai  make  travel  safer  and  more  reliable  or  being 
the  world  leader  in  logic  controllers  for  industrial  automation,  Siemens  is 
reshaping  and  redefining  entire  industries.  When  you  have  400, 000  minds 
working  together  all  around  the  globe,  including  85,000  right  here  in  the  U.S., 
innovative  solutions  emerge.  And  that's  what  it  takes  to  change  the  world. 


,  Siemens  is 


400,000  minds 


the  world. 


SIEMENS 


Global  network  of  innovation 


WWW.LISd.SICIIHMlS.com, 


TECHNOLOGY     THE  WEB 


Partial 
Pay  Dirt 

Convincing  Web 
surfers  to  pay  for 
anything  but  porn 
is  a  hard  sell,  but 
big  media  companies 
are  making  some 
progress. 

BY  PETER  KAFKA 


THE  NEW  YORK  TIMES'  WEB 
site  offers  almost  all  of  the 
features  readers  see  in  their 
ink-and-paper  version,  free  of 
charge.  One  notable  exception: 
the  weekday  crossword.  The 
online  version  costs  $19.95  a  year. 
At  least  40,000  people  think  it's 
worth  paying  for. 

The  puzzles  generate  all  of 
$800,000  a  year  for  the  Times, 
but  the  revenue  is  an  important 
symbol  of  the  halting  steps 
media  companies  are  taking  to 
get  consumers  to  do  the  un- 
thinkable: Start  paying  for  con- 
tent that  has  always  been  free  on 
the  Internet. 

Web  sites  are  eager  for  a  new 
source  of  revenue  at  a  time  when 
they  have  invested — read:  run 
losses  of — billions  of  dollars  online  with 
no  profits  in  sight.  Venture  capitalists 
sank  $4.3  billion  into  online  publications 
and  content  sites  from  1995  through 
2001,  says  research  firm  VentureOne. 
Mainstream  media  companies  have 
invested  still  more.  Yet  Web  sites'  main 
income  stream — advertising — is  down 
even  more  than  ad  spending  has  fallen  for 
print  and  TV,  dropping  15%  to  $2.5  bil- 
lion last  year,  according  to  market  re- 
search firm  CMR.  Yahoo  has  been  selling 
banner  ads  for  as  little  as  $2  to  $4  per 
thousand  impressions,  down  from  $15  to 
$20  two  years  ago. 

For  now  the  market  for  paid  content 


Offer  fhe  masses  what  they  need  to  know,  and  they  will  pay  to  surf:  Joel  Gurin  of  Consumers  Union. 


online  is  at  about  $500  million  for  non- 
pornography  sites;  online  porn  is  at 
$230  million.  A  recent  Jupiter  Media 
Metrix  survey  found  that  more  than 
70%  of  Web  users  still  can't  fathom  why 
anyone  would  pay  for  Web  content.  It's 
up  to  the  sites  themselves  to  persuade 
users  otherwise. 

Some  sites  have  been  stubbornly  sell- 
ing their  content  from  the  beginning. 
"There  was  a  lot  of  pressure  three  years 
ago  to  start  giving  everything  away  so 
we'd  grow  faster.  Now  we  look  smart," 
says  Michael  Schutzler,  chief  executive  of 
Classmates.com,  which  charges  users  $36 
a  year  to  get  in  contact  with  old  high 


school  chums.  The  site  now  claims  2  mil 
lion  subscribers,  and  Schutzler  says  th 
privately  held  firm  became  profitable  si 
months  ago. 

Consumer  Reports  has  been  chargin 
$24  a  year  since  1997  for  online  access  1 
the  magazine's  popular  product  ratings;  i 
doesn't  run  any  ads.  It  now  boasl 
800,000  paying  subscribers,  the  most  & 
any  traditional  media  site  and  enough  t 
cover  its  costs.  "You  can  sell  content  o: 
the  Web,  and  what  sells  is  need-to-knoi 
content,"  says  Joel  Gurin,  executive  vie 
president  of  Consumers  Union,  publishe 
of  Consumer  Reports. 

Need-to-know  can  be  defined  prett 
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>adly.  AmericanGreetings.com  started 
t  as  a  subscription  service  in  1995, 
tched  to  free  in  2000  and  reimposed 
SI  1.95  annual  fee  in  December  2001  as 
sales  were  flagging.  Since  then  the 
mber  of  people  visiting  the  site  has 
ipped  from  21.4  million  to  18  million, 
t  President  Charles 
k  savs  he  has  signed 
more  than  1  million 
iscribers,  despite  the 
t  that  rivals  Yahoo 
1  Hallmark.com  still 
e  away  a  similar  ser- 
;.  "For  some  people," 

says,  "the  conve- 
nce  of  knowing  a 
,  the  one  you're  used 
is  worth  paying  for." 

Even  online  titans 
it  have  offered  a 
loply  of  free  services 
beginning  to  charge. 
100  and  Microsoft's 
N     Hotmail     have 


What  the  Web  Costs 

Sites  are  putting  price  tags 
on  content  that  surfers  used 
to  download  for  free. 

LOS  ANGELES  TIMES 

archived  news  article:  $2.50 

ACCESS  TO  VARIETY.COM 
for  24  hours:  $2.95 

ELECTRONIC  CARDS 

from  AmencanGreetings.com, 
one-year  subscription:  $11.95 

ONLINE  FITNESS/NUTRITION 

plan  from  EDiets.com, 
nine-week  subscription:  $45 

WALL  STREET  JOURNAL  ONLINE 
one-year  subscription:  $59 


begun  charging  up  to  $50  a  year  for  en- 
hanced services  such  as  e-mail  forward- 
ing and  extra  storage. 

But  mainstream  media  sites  have  a 
much  higher  hurdle  to  overcome  in  per- 
suading consumers  to  pay  for  wire  stories 
and  stock  quotes  than  do  the  online  trade 
magazines  or  reference 
guides,  whose  print  ver- 
sions have  always  been 
pricey  must-haves.  Vari- 
ety.com  has  29,000  sub- 
scribers paying  $59  a 
year,  or  $2.95  for  a  24- 
hour  pass  to  the  site.  Big 
media  outlets  are  exper- 
imenting with  repackag- 
ing existing  content, 
hoping  consumers  will 
see  some  value  in  the 
new  format. 

The  Times  sells 
packages  of  archived  ar- 
ticles on  subjects  like 
terrorism  or  space  ex- 


ploration for  $4.95,  and  this  month 
started  selling  Webcasts  of  forums  the 
paper  sponsors.  About  a  third  of  the 
Times'  Web  revenue  now  comes  from 
user  payments.  Pearson's  Financial  Times 
sells  headline  updates  to  Europeans  with 
mobile  phones  and  charges  $172  an  hour 
for  access  to  its  staff  at  the  "Ask.  FT"  re- 
search service.  (In  June  1999  Forbes.com 
began  selling  its  lists  of  big  private  and 
public  companies,  later  adding  a  direc- 
tory of  mutual  funds.) 

David  Hiller,  president  of  the  Tribune 
Co.'s  interactive  unit,  says  he  is  contem- 
plating a  scheme  to  give  premium  cus- 
tomers an  advance  peek  at  classified  ads 
in  the  Chicago  Tribune  and  Los  Angeles 
Times  before  freeloaders  get  access  to  the 
listings.  And  in  March  CNN.com  moved 
nearly  all  of  its  video  content  to  a  paid 
model,  charging  up  to  $39.95  for  a  year 
and  licensing  the  clips  to  RealNetworks' 
RealOne  SuperPass  service,  which  charges 
$9.95  a  month.  RealOne  now  has  more 
than  500,000  subscribers.  F 
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independent 
spirit. 


Distilled  by  an  independent  family  company. 

Bottled  as  Glenfiddich,  which  means  "Valley 

of  the  Deer."  Matured  at  its  own  Highland 

distillery  for  a  full  15  years  —  our  Solera 

Reserve  features  delicious  notes  of  oak,  honey, 

vanilla  spice,  fruit  and  sherry. 
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TECHNOLOGY    DlGITALIOOLS  by  Stephen  Manes 


Home  Networks:  A  Shocking  Idea 


Connect  a  Home- 
Plug  device  to  an 
Internet  feed  and 
suddenly  the  high- 
speed Web  courses 
through  your  home 
power  wires. 


WHAT  CAN  EMERGE  FROM  A  STANDARD  ELECTRIC 
outlet  besides  electricity?  Starting  now,  the  Inter- 
net. Swapping  information  over  power  lines  isn't 
new.  Systems  like  XlO,  Cebus  and  LonWorks 
have  long  used  those  wires  to  send  smidgens  of 
data  for  controlling  appliances  and  other  devices.  But  grander 
schemes  for  bigger  data  flows  have  been  short-circuited  by  light 
dimmers  and  hair  dryers  that  broadcast  heavy-metal  levels  of 
electrical  noise  into  the  wires. 

Now,  thanks  to  faster  chips  and  smarter  ways  of  encoding 
data,  a  consortium  including  titans  like  Cisco,  Motorola  and 
Panasonic  has  rallied  around  a 
standard  called  HomePlug, 
based  on  technology  from  pri- 
vately held  Intellon  of  Ocala, 
Fla.  Though  HomePlug  works 
surprisingly  well,  its  late  arrival 
may  doom  it  to  playing  catch- 
up. Wi-Fi  wireless  systems 
deliver  similar  performance 
and  greater  convenience  at — 
for  now — lower  prices.  The 
good  news  is  that,  unless  you're 
moving  tons  of  data,  either  sys- 
tem will  let  you  skip  rewiring 
your  house. 

First  you  connect  one  of  these  HomePlug  devices  to 
a  broadband  modem  or  router  and  then  into  a  wall 
socket.  The  Internet  suddenly  courses  through  your 
home  power  wiring.  Each  computer  you  want  to 
network  needs  its  own  HomePlug  box,  with  an 
Ethernet  or  USB  cable  running  to  the  PC  and  a 
power  plug  connected  to  the  wall. 

At  nominal  (i.e.,  highly  inflated)  data  rates  of 
14  megabits  per  second,  compared  with  Wi-Fi's  11, 
HomePlug  is  faster,  but  not  enough  so  you'd  notice. 
The  bits  even  get  through  the  noise — a  test  older 
power-line  schemes  often  failed.  When  I  plugged  a 
Linksys  unit  into  an  outlet  near  three  light  dimmers 
and  a  hair  dryer,  file  transfer  speed  was  cut  in  half,  but 
dimmers  or  dryer  alone  brought  the  speed  down  just 
25%,  to  roughly  Wi-Fi  rates. 

Another  long-standing  worry  has  also  been  solved — at  least 
until  hackers  devise  a  way  around  it.  Since  your  bits  may  travel 
through  an  upstairs  apartment  or  the  house  next  door,  Home- 
Plug  uses  a  networkwide  password  as  an  encryption  key  to 
keep  your  data  invisible  to  neighbors'  prying  eyes.  But  as  with 
Wi-Fi,  that  scheme  is  implemented  differ- 
ently by  different  vendors.  Frustration  (but 
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eventual  triumph)  is  likely, 
you  try  to  get  supposedly  inte 
operable  units  to  talk  to  of 
another.  Worse,  Linksy 
devices  come  with  a  defau 
password,  "HomePlug,"  ratht 
than  forcing  you  to  install  or 
of  your  own.  Memo  to  usee 
Change  it  fast. 

There  are  other  glitches.  I 
the  outer  reaches  of  my  housH 
where  Wi-Fi  coverage  droppe 
off,  two  AC  outlets  would  not  work  with  HomePlug,  eithe 
Manuals  warn  of  possible  problems  if  you  plug  the  units  int 
surge  protectors;  sometimes  they  worked,  sometimes  the 
didn't.  Aesthetic  these  are  not,  compared  with  Wi-Fi  transmia 
ters  so  tiny  they  hide  in  laptop  machines;  the  clunky  Links) 
units  look  like  paperback  books  with  wires  sticking  out.  And 
had  so  many  problems  with  the  software,  documentation  an 
design  of  the  not-quite-final  $129  units  I  tried  from  Phone 
Broadband  that  I  would  shun  them  entirely. 

One  hope  for  HomePlug  may  be  to  get  it  built  into  cob 
sumer  electronic  devices,  letting  you  ship  movies  and  musi 
around  the  house.  The  design  includes  measures  to  ensure  tfi£ 
streaming  media  flows  evenly  without  stuttering  or  halting, 

concept  just  working  its  way  int 

the  Wi-Fi  world.  But  the  Con 

sumer  Electronics  Associatioi 

is  planning  an  incompatibl 

standard  of  its  own. 

Price  is  another  issui 
Linksys  currently  charges  $14' 
for  a  power-line  box,  $99  for  a  Wi 
Fi  card.  But  its  forthcomin; 
power-line  router,  a  device  tha 
can  portion  out  a  single  broad 
band  Internet  feed  anion; 
several  computers,  will  cos 
$179,  the  same  as  its  Wi-F 
equivalent.  HomePlug  partisan 
hope  to  see  prices  at  or  below  Wi 
Fi  levels  by  the  Christmas  season 
Of  course,  it  would  be  a  merrier  Christmas  if  somebod; 
could  do  something  about  the  miserable  documentation  an< 
setup  processes  common  to  virtually  all  network  products 
including  these.  But  the  shocking  news  about  HomePlug  is  tha 
it  actually  works.  I 
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Stephen  Manes  (steve@cranky.com),  cohost  of  Digital  Duo,  has  been  covering  tech- 
nology for  nearly  two  decades.  Visit  his  home  page  at  www.forbes.com/manes. 
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See  Where  I'm  COm  ing  from.  It  takes  vision  to  know  what  your  customers 
want.  Now  Accenture  has  teamed  with  Avaya  to  provide  leading-edge  CRM  solutions  that  do  more  than 
just  connect  customers,  but  help  anticipate  their  needs.  Whether  it's  phone,  email  or  web,  Avaya's  intel- 
ligent voice  and  data  technology  and  Accenture's  visionary  CRM  expertise  help  you  make  the  most  of 
your  investment.  Let  Avaya  power  your  business  to  make  every  contact  count.  Visit  avaya.com/learnmore. 
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AVAyA 


STURDINESS  MEETS  HUSTLE 


With  companies  that  supply  electricity, 
broadband  capacity  and  natural  gas  to 
one  of  the  nation's  highest  population 
growth  regions,  we  are  able  to  maneuver 
wisely  in  any  situation.  For  instance,  when 
the  energy  market  shifts,  our  diverse  fuel 
mix  enables  us  to  respond  by  producing 
energy  in  the  most  cost-efficient  manner. 
And  our  aggressive  trading  of  energy  on 
the  open  market  gives  us  yet  another  way 
to  enhance  our  bottom  line.  So,  although 
we're  structured  for  stability,  when  it  comes 
to  the  future,  we  have  no  intention  of 
standing  still. 
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CAROLINA 


The  New  Place  for  Growth  and  Opportunity 


he  flat,  fertile  terrain  of  Eastern  North  Car- 
olina has  witnessed  more  than  its  share  of 
American  .history.  It  was  here  that  Sir  Walter 
Raleigh's  colonists  established  a  New  World  out- 
post in  1587  —  then  vanished.  By  the  early  18th 
century,  nearby  waters  had  become  a  haven  for 
swashbuckling  privateers  such  as  Blackbeard  and 
Stede  Bonnet.  Two  hundred  years  later,  the  Wright  Broth- 
ers ushered  in  the  Aviation  Age  at  Kitty  Hawk. 

Rich  as  the  region's  past  may  be,  its  future  is  even  more 
promising.  "Eastern  North  Carolina  has  a  great  deal  to  offer 
prospective  companies,"  says  Jim  Fain,  North  Carolina  Sec- 
retary of  Commerce,  "from  a  highly  skilled  workforce  to 
superior  infrastructure  and  an  enviable  quality  of  life." 


aove  (L  to  R):  ASMO  facility  at  Indagreen  Corporate  Park,  Greenville  (Pitt  County  Development  Commission); 

.'•ftTwngton  (MC  State  Ports  Authority);  Cape  Lookout  Lighthouse  (N.C  Dtvisroo  of  Tourism,  film  and  Sports 
svetoprnent) 


ADVERTISEMENT  2 

UNDENIABLE  ACCESS 

Fate  blessed  Eastern  North 
Carolina  with  an  ideal  mid- 
Atlantic  location,  a  fact 
that,  for  generations,  has 
been  irresistible  to  compa- 
nies doing  business  here. 
But  it  has  been  the  region's 
willingness  to  invest  signif- 
icantly in  transportation 
infrastructure    that     has 
made  it  so  convenient  to 
markets  in  the  U.S.  and 
abroad.  "We've  got  great 
transportation  in  the  region, 
and  that's  getting  even  better,"  says  Kel 
Landis,  chief  executive  officer  of  RBC 
Centura  Banks,  the  Rocky  Mount-based 
unit  of  Royal  Bank  of  Canada.  Interstate  95 
connects  Eastern  North  Carolina  with 
markets  from  Boston  to  Miami,  while  WO 
links  Wilmington  with  the  bustling  cities  of 
North  Carolina's  Piedmont  and  points 
west.  Numerous  four-lane  highways  form 
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RBC  CENTURA  BANKS 

For  more  than  1 00  years,  RBC  Cen- 
tura Banks,  Inc.  has  been  committed 
to  making  a  difference  in  the  lives  of 
our  customers  and  in  the  communities 
we  serve.  We  have  always  strived  to  be 
more  than  just  a  provider  of  world- 
class  financial  solutions  to  individuals 
and  businesses  in  North  Carolina. 
As  we  continue  this  mission  in  the 
2 1  st  century,  we  are  backed  by  the 
financial  resources  of  the  RBC 
Financial  Group  (NYSE:  RY),  one  of 
North  America's  leading  diversified 
financial  sen/ices  companies.  With 
a  complete  line  of  banking,  invest- 
ment, insurance  and  asset  manage- 
ment solutions,  we  are  ready  to  assist 
you  with  all  of  your  financial  needs. 
Please  visit  www.rbccentura.com 
orcall1-800-CENTURA. 


RBC 
Centura 


fD 


■  NBC  Centura  Bank  Member  FDIC    Trademark  ol  Royal 
Bankof  Canada  RBC  is  ai.  rk  of  I       iBankol 

Canada  Centura  is  a  registered  tradem.  tfk  of  RBI 
Int  RBC  Centura  is  a  trade  nan sedbyRBI  I 


I  turnaround  times-,  ah 
with  a  reputation 
being  highly  custor 
focused.  "Quality  of  < 
tomer  service  is 
major  reason  Yang  IV 
has  been  in  Wilmingj 
since  1972,"  says  IV] 
Lanier,  regional  vice  p 
ident  of  Solar  Internat 
al  Shipping  Agency, 
U.S.  general  agent' 
Taiwan-based  Yang  IV 
Group.  "The  Port  of  W 
ington  is  the  most  ( 
a  web  across  the  region.  cient  port  we  ship  to  on  the  East  Coas 

And  Eastern  North  Carolina  certainly  is  Priming  Eastern  North  Carolina  for  pi 
not  lacking  when  it  comes  to  sea-based  perity  in  the  New  Economy  also  me« 
transportation.  Ports  at  Wilmington  and  having  a  firm  foundation  for  multimo 
Morehead  City  have  been  key  to  the  transportation.  The  nearly  16,000-a 
region's  commercial  vitality  since  the  North  Carolina  Global TransPark  seekj| 
Colonial  era.  "Access  to  transportation  by  rival  the  success  of  similar  facilities  at 
water  was  very  important  to  our  decision  Worth's  Alliance  Airport  and  elsewhf 
to  locate  here,"  explains  Gift  Daughtridge,  By  leveraging  state,  federal  and  priv 
general  manager  of  Nucor  Corporation's  funds,  TransPark  leaders  have  put  in  pt 
$350  million  mill  near  Winton.  The  com-    an  11 , 500-foot  runway  that  is  capably 


Cascading  waterfall  on  the  1 8th  hole, 
River  Landing,  Wallace 


e've  got  great  transportation 
in  the  region,  and  that's 
getting  even  better.  9 


Kel  Landis,  Chief  Executive  Officer,  RBC  Centura  Ba 


pany,  the  nation's  largest  steel  recycler, 
selected  the  site  in  1998  after  an  exhaus- 
tive 12-state  search.  The  mill  relies  on 
steady  supplies  of  raw  material  sailing  in 
via  Morehead  City.  "From  the  very  begin- 
ning, the  North  Carolina  Port  Authority 
has  been  very  responsive  to  our  needs," 
says  Daughtridge,  whose  company  had 
also  explored  shipping  through  nearby 
Norfolk,  Virginia.  "We  were  never  in 
doubt  about  the  North  Carolina  Port  offi- 
cials' willingness  to  provide  us  with 
whatever  we  needed." 

In  remaining  competitive  with  larger 
mid-Atlantic  port  terminals,  the  North 
Carolina  Port  Authority  relies  on  its  faster 


landing  a  fully  loaded  Boeing  747. 

But  there's  more  to  this  visionary  inc 
trial  complex  than  the  state's  longest  c 
ian  airstrip.  It  boasts  ready,  reliable  ■ 
affordable  access  to  water  and  se\ 
facilities,  natural  gas,  electricity,  fi 
optics  and  digital  wireless.  There  is  alj 
$6.3  million  Education  andTraining  Cei 
at  the  Global  TransPark  equipped  with 
latest  learning  technologies.  The  33,0 
square-foot  facility's  bright,  flexible  dej 
was  drawn  up  in  consultation  with  < 
porate  training  experts  from  top  U.S.  I 
European  firms.  Since  its  unveilmc 
early  2001 ,  the  facility  has  served  an  e 
mated  20,000  employees  from  a  lis 
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40  years  ago,  no  one 
was  more  connected  than 
the  local  barber.  But  recent 
advances  in  transportation 
and  technology  have  con- 
nected him  and  Duplin 
County  with  the  world  like 
never  before. 

Open  for  Business 

Our  population  grew  by 
over  20%  in  the  1990s,  with 
over  $200  million  in  indus- 
trial investment  in  the  last 
five  years.  Industrial  parks 
and  buildings  are  readily  avail- 
able at  remarkable  prices,  with 
very  attractive  incentives. 

The  Hub  of 

Eastern  NC 

Thanks  partly  to  1-40, 
Duplin  County  is  becoming 
a  central  server  itself,  just  an 
hour  or  so  from  Raleigh, 
Fayetteville,  Greenville, 
Wilmington  and  many 
beaches.   Connected  to  both 


State  ports  by  multiple-lane 
highways,  the  County's  busi- 
nesses can  export  and  import 
internationally  with  ease. 

For  a  Weekend 
or  a  Lifetime 

Duplin  County  offers 
centuries  of  culture  and 
history  for  tourists  and  resi- 
dents alike.  Visit  the  State's 
oldest  winery  for  tours  and 
tastings.  Liberty  Hall 
Plantation  and  the  Cowan 
Museum  showcase  the  area's 
earliest  days.   And  the  allure 
of  small-town  living  with 
access  to  the  fast  pace  of  a 
city  has  made  the  county  a 
top  choice  for  families, 
retirees  and  new  businesses. 

To  make  Duplin  County 
your  next  business  loca- 
tion, vacation  destination 
or  home,  email  us  at 
duplinedc@duplinnet.com 

or  call  1-800-755-1755 

or  910-296-2180. 


since 


DUPLIN  COUNTY 

EH2ESES  Economic  Development  Commission 
www.dupli'nedc.com 


Duplin  County  Offers  Views  of  Both  Past  and  Future 


To  explore  Duplm  County  is  to  view  treasures  of 
American  history  -  places   like  Liberty  I  [all 
Plantation,  Cowan  Museum  or  its  Neoclassical 
Revival  courthouse.    But  amid  these  centuries- 
old  gems  is  equally  compelling  evidence  of  rhe 
County's  promise  as  a  destination  tor  21st 
Century  business  and  industry 

"It  s  a  new  day  here.''  says  Woody  Brinson,  who 
diruccs  economic  development  tor  the  County. 
"We  have  everything  today's  companies  are 
looking  tor  -  and  much  more." 

Long  a  center  for  agribusiness,  Duplin  County 
is  now  home  to  an  array  of  modern  enterprises 
that  benefit  from  its  convenient  access  to  global 
markets  via  air,  rail,  ground  and  sea.  Situated 
between  Raleigh  and  Wilmington,  the  County 
is  within  easy  reach  of  two  international  air- 
ports, in  addition  to  its  own  excellent  general 
aviation  facility.   Container-ready  ports  in 
Wilmington  and  Morehead  City  are  a  short 
drive  away,  and  bisecting  the  County  are  both 
a  major  CSX  railroad  and  1-40. 

James  Sprunt  Community  College,  part  of 
North  Carolina's  award-winning  workforce 


development  system,  serves  local  companies  and 
their  employees.  Also  nearby  are  renowned  uni- 
versities such  as  Duke,  N.C.  State,  UNC-Chapel 
Hill,  East  Carolina  University  and  many  others. 

"Our  state-of-the-art  utility  infrastructure  also 
draws  new  businesses  here,"  Brinson  continues. 
Duplin  County  enjoys  surplus  water  and  waste- 
water capacity,  affordable  and  reliable  supplies 
of  electricity  and  natural  gas,  and  broadband 
Internet  systems  that  connect  local  industries 
with  the  New  Economy. 

And  there's  far  more  to  Duplin  County  than 
business.   An  enviable  quality-of-life  makes 
it  a  destination  for  young  families,  mobile 
executives  and  active  retirees.   River  Landing, 
a  27-hole  world-class  championship  golfing 
community  on  the  Northeast  Cape  Fear  River, 
entices  newcomers  from  across  the  nation. 

"River  Landing  is  icing  on  the  cake,"  concludes 
Brinson.   "Those  moving  here  can  choose  to  live 
in  a  quiet  small-town  setting  or  a  high-end 
resort  environment." 


For  more  information 
on  Duplin  County,  NC 
please  see  the  following 
web  pages. 


River  Landing  - 
www.riverlanding.com 

Global  Systems,  Inc.  - 
www.gsiwave.com 

James  Sprunt  Community 
College  - 
www.sprunt.com 

Duplin  General  Hospital  - 
www.dgh.org 

Duplin  County 
Government  - 
www.duplincounty.org 


DUPLIN  COUNTY 

www.duplinedc.com 
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companies  that  includes  Wachovia  Bank, 
Cardinal  Chemicals  and  Lenox  China.  With 
support  from  the  National  Science  Foun- 
dation, an  associate's  degree  curriculum 
in  logistics  —  the  first  of  its  kind  any- 
where —  is  being  developed  there.  "We 
have  the  makings  of  a  truly  21st-century 
industrial  park,"  says  Tom  Bradshaw,  co- 
head  of  Salomon  Smith  Barney's  Trans- 
portation Group  and  vice  chairman  of  the 
Global TransPark  Authority.  "I  believe  in  it 
in  every  possible  way" 

"HIT  THE  GROUND  RUNNING" 

Industrial  lands  across  Eastern  North 
Carolina  are  similarly  shovel-ready 
thanks  to  a  program  recently  initiated  by 
state  and  regional  leaders.  "Our  Certified 
Sites  program  showcases  ready-to-go 
sites  that  have  undergone  environmen- 
tal audits,  have  public  utilities  and  indus 
trial-quality  power  available,  and  are 
competitively  priced,"  Commerce  Sec- 
retary Fain  explains.  "This  translates  into 


SPRINT 

Sprint  takes  pride  in  its  North  Carolina 
roots,  and  a  tradition  of  working  to 
exceed  customer  expectations. 
With  some  1 .5  million  local  service 
customers  in  North  Carolina, 
Sprint  is  the  state's  second- 
largest  provider  of  local  exchange 
services.  Sprint's  6,500  North 
Carolina  associates  are  part  of  the 
80,000  Sprint  employees  world- 
wide who  provide  wireline  and  wire- 
less service  to  more  than  23  million 
customers  in  70  countries.  Sprint 
developed  and  deployed  the  first 
nationwide  all-digital,  fiber-optic  net- 
work, which  today  gives  customers 
fast,  dependable  access  to  prod- 
ucts like  FastConnect  DSL,  Frame 
Relay  and  ATM.  Sprint  also  oper- 
ates the  nation's  largest  1 00%  digital 
PCS  wireless  network. 
Visit  us  at  www.spnnt.com/loc? 
or  call  1  -888-895-3747. 


Sprint 


sites  that  enable  industries  to  hit  the 
ground  running."  ■ 

A  constructive  working  relationship 
between  the  public  and  private  sectors 
is  a  hallmark  of  the  region.  Nowhere  is 
this  more  evident  than  in  the  spate  of 
utility  upgrades  in  the  more  remote 
"Down  East"  communities.  The  most 
notable  project,  a  seven-phase  initiative 
to  extend  natural  gas  and  fiber  optic 
Internet  backbone  to  14  coastal  coun- 
ties, involves  the  region's  primary  elec- 
tric and  telecommunications  utilities 
working  with  regional  and  state  entities. 
"It's  unusual  that  a  public-private  part- 
nership would  be  formed  to  do  this," 
saysTerrence  Davis,  senior  vice  presi- 
dent of  North  Carolina  Natural  Gas,  a 
unit  of  Progress  Energy  and  a  partner  in 
the  effort.  But  the  model  is  ideal  for 
overcoming  what  Davis  describes  as  a 
"chicken-versus-egg"  dilemma  for  iso- 
lated communities.  Providers  are  reluc- 
tant to  invest  in  infrastructure  unless  an 
industrial  client  is  there  to  request  it,  but 
today's  industry  is  unlikely  to  consider  a 
community  without  such  capacity 
already  in  place.  "It  may  be  a  model  that 
other  regions  can  replicate,"  Davis  pre- 
dicts. Sprint,  which  already  provides 
fiber  backbone  and  broadband  Internet 
connections  throughout  most  of  the 
region,  is  also  part  of  the  project,  which 
is  set  for  completion  by  late  2004. 

Adding  further  luster  to  the  region's 
technology  assets  is  the  construction  of 
telecenters  in  Kenansville,  Lumberton 
and  Williamston.  The  sites,  which  will 
offer  Internet-related  training,  business 
incubator  space  and  other  community- 
based  technology  resources,  are  part  of  a 
multimillion-dollar  investment  being  made 
by  the  North  Carolina  Rural  Internet 
Access  Authority.  "There's  a  tradition  of 
partnership  here  between  business,  gov- 
ernment, educational  leaders  and  others 
in  the  community,"  according  to  Dr.  Moe 
El-Gamal.  His  company,  Global  Systems, 
Inc.  (GSI),  provides  broadband  Internet 
and  other  technology  solutions  to  com- 
panies, residents,  hospitals  and  schools 
across  the  region 


A  COMMITTED  WORKFORCE- 

While  improving  physical  assets  sho> 
go  far  in  placing  Eastern  North  Carol 
on  the  radar  screens  of  site  selecti 
executives,  most  believe  the  regio 
human  resources  are  its  ace  in  the  hd 
"Time  after  time,  CEOs  single  out  ( 
workforce  as  the  key  ingredient  behi 
their  decision  to  come  here  —  and  ] 
success  they  enjoy  once  they  get  hei 
says  Martin  Lancaster,  a  former  fq 
term  member  of  Congress  who  is  n» 
president  of  the  North  Carolina  Ccj 
munity  College  System.  The  Systa 
which  operates  campuses  across  Ea 
em  North  Carolina,  offers  free,  custa 
tailored  workforce  training  to  new  a 
expanding  companies  with  12  or  mc 
employees. 

"There's  no  higher  work  ethic  than  tl 
found  in  Eastern  North  Carolina,"  si 
Felix  Harvey,  chairman  of  Harvey  Enf 
prises,  a  Kinston  firm  founded  by  I 
great-grandfather  in  1871.  He  points 
the  region's  agrarian  roots  as  an  explal 
tion  for  the  strong  local  sense  of  dis 
pline,  diligence  and  company  loyal 
"Children  here  are  brought  up  witl 
spirit  of  'let's  get  it  done  today.'" 

It  is  a  sentiment  echoed  by  countle 
others  when  asked  what  makes  East* 
North  Carolina  a  truly  unique  busind 
environment.  "We've  got  people  vJ 
really  appreciate  their  jobs,"  says  Charl 
McLendon,  manager  of  Georgia-Pacifi 
plywood  mill  near  Goldsboro,  whi 
employs  400  people.  That  willingness 
work,  complemented  by  workforce  dev 
opment  support  from  the  Commun 
College  System,  has  enabled  the  com| 
ny's  operations  in  the  region  to  flourii 
Georgia-Pacific's  employees  participate 
courses  ranging  from  computer  applii 
tions  to  welding.  "From  an  indus) 
standpoint,"  adds  McLendon,  "thed 
lege  is  very  user-friendly." 

For  Tiara  Yachts,  it  was  access  to  abi 
dant  supplies  of  skilled  workers  that  I 
to  the  selection  of  Swansboro  in  1998 
the  firm's  new  manufacturing  site.T 
sport  yacht  division  of  Michigan-based 
Yachts,  Tiara  Yachts  chose  the  idy 
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Carolina  On 
Your  Mind? 


\ 


Tell  us  what  you  need  in  a  business 
location.  Within  48  hours,  we'll  send  you  a 
detailed  report  on  Eastern  North  Carolina 
areas  that  match  your  specifications, 
including  descriptions  and  photos  of  the 
available  sites  and  buildings. 

We're  North  Carolina's  Eastern 
Municipal  Power  Agency,  an  electric  service 
organization  representing  32  municipally 
owned  utilities.  And  we  can  help  you  plug 
into  generous  incentives,  pro-business 
attitudes,  and  affordable,  productive  labor 
combined  with  outstanding  quality  of  life 
creating  one  of  the  best  places  in  America 
to  do  business. 

For  quick  and  confidential  answers  to 
your  questions  about  Eastern  North 
Carolina,  visit  www.electricities.com  or  call 
us  at  1-800-768-7697. 


William  Cavanaugh  III 
Chairman,  President  and 
Chief  Executive  Officer 


PROGRESS  ENERGY 

Progress  Energy  (NYSE:  PGN) 
ranks  among  the  nation's  top  1 0 
energy  producers  with  over 
20,000  megawatts  of  generation 
capacity.  A  diversified  holding 
company,  Progress  Energy  has 
1 7,000  employees  and  generates 
$8.5  billion  in  annual  revenues. 

The  company's  diverse  portfo- 
lio includes  CP&L,  Florida 
Power,  NCNG,  Progress  Telecom 
and  Progress  Ventures.  These 
companies  serve  nearly  3  million 
customers  across  the  Southeast, 
providing  electricity,  natural  gas, 
energy  services  and  broadband 
capacity. 

Our  service  area  has  some  of 
the  best  economic  indicators 
and  growth  rates  in  the  United 
States.  Business  opportunities, 
geographic  appeal  and  quality 
of  life  have  been  drawing  an 
ever-expanding  number  of  com- 
panies and  people  from  through- 
out the  nation. 

Increasing  economic  prosperi- 
ty in  Eastern  North  Carolina  is  a 
company  priority.  We  partner 
with  state,  regional  and  local  offi- 
cials to  attract  industry  and  cre- 
ate jobs. 

Progress   Energy   is   powered 
by  people,  driven  by  performance 
and  committed  to  excellence. 
Learn  more  at 

www.progress-energy.com. 


^  Progress  Energy 
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z  military  liaison  in  N 
|  Bern.  Most  possess  hie 
S  specialized  skills  in  a< 
I  tion  mechanics,  logist 
8  engineering  and  ot 
a:  technology-intensive  fie 
in  addition  to  their  ot 
ous  planning  and  leac 
ship  abilities.  "Morei 
more  are  staying  inj 
region  because  of 
quality  of  life  here  and" 
fact  that  there  are  n 
jobs  for  them  when  tf 
get  out,"  says  Jones.  I\ 
tary  spouses  constiti 
coastal  town  over  sites  in  Florida  and  another  valuable  labor  force  asset, 
South  Carolina  largely  because  of  Eastern  adds.  They  too  are  typically  well-educafc 
North  Carolina's  workforce  assets.  "The  and  eager  to  work, 
free  workforce  training  was  critical  to  our  Last  year,  three  of  the  region's  ba; 
selection,"  recalls  Juanita  Sharpe,  then  were  awarded  the  Comrmander-in-Chif 
vice  president  of  human  resources  at  Award  for  Installation  Excellence,  a  H 
Tiara  Yachts.  Sharpe  says  her  company  tagon  superlative  that  recognizes  inne 
has  also  benefited  from  the  waves  of     tive  management  practices  for  both  | 

here's  no  higher  work  ethij 
than  that  found  in 
Eastern  North  Carolina.  J  J 

—  Felix  Harvey,  Chairman,  Harvey  Enterprises 


U.S.  Marines  mustering  out  of  nearby 
Camp  Lejeune  and  Cherry  Point  Air  Sta- 
tion. "We  look  closely  at  exiting  military 
personnel  primarily  because  they're  so 
young,"  she  explains.  "But  they're  also 
strong  achievers  accustomed  to  living  up 
to  their  duty." 

Throughout  the  region,  the  military's 
prominence  is  unmistakable.  Like  Cherry 
Point  and  Camp  Lejeune,  Fort  Bragg  and 
Pope  and  Seymour  Johnson  Air  Force 
bases  serve  a  vital  national  security  role 
in  addition  to  being  a  major  economic 
and  workforce  development  asset  for 
Eastern  North  Carolina.  "We  have  around 
17,000  military  'leavers'  in  North  Carolina 
each  year,"  explains  Colonel  Dave  Jones, 
U.S.  Marine  Corps  (Ret.),  the  governor's 


formed  and  civilian  programs.  "To  hav* 
three  win  in  the  same  year  was  v> 
unusual,"  Jones  says. 

UNIVERSITIES 
MEAN  BUSINESS 

In  addition  to  its  excellent  commur 
colleges,  the  region  is  well  served 
several  private  institutions  and  f 
campuses  of  North  Carolina's  respec 
university  system.  Minutes  from  I- 
in  the  southern  part  of  the  region- 
Fayetteville  State  University  and1 
University  of  North  Carolina  at  Pe 
broke.  At  the  region's  nothernm 
point  is  Elizabeth  City  State  Univer! 
(ECSU),  which  has  offered  undergr 
uates   degree   studies   in   busine 
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THE   TAS  K    FORCE. 

No  matter  what  the  task  at  hand  may  be,  Wayne  County's  skilled  and  disciplined  workforce  \V  71_  _  __ 

can  handle  it  with  precision.  More  than  half  of  Seymour  Johnson  Air  Force  Bases  military  /^^^ljJlN.C/ 

professionals  choose  to  stay  right  here  when  completing  their  military  career.  No  other  Vf7)T  JlNI  j  Y 

location  offers  an  expanding  company  such  a  vast  pool  of  talent.  Put  our  task  force  to  work         .  „ ,  T  „  ,  t-,  „L ,  „  „ 

for  you.  Visit  our  website  at  www.waynecountyedc.org  and  link  to  our  partners  in  success.  AWorfa 'oj 'Difference. 

Wayne  County  Bconomic  Development  Commission.  The  City  of  Goldsboro,  Town  of  Mount  Olive,  Town  of  Freniont.  Wayne  County  Chamber  of  Comm 
Mount  Olive  Area  Chamber  of  Commerce,  Wayne  Community  College.  Mount  Olive  College,  Goldsboro  Committee  of  100.  Mount  Olive  Committee  of 


erce, 
100. 
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education,  humanities  and  the  hard  sci- 
ences since  its  founding  in  1891.  More 
recently,  ECSU's  computer  science  cur- 
riculum has  prepared  students  for  suc- 
cessful careers  in  business,  govern- 
ment, the  military  and  education.  At  the 
heart  of  the  region  is  East  Carolina  Uni- 
versity (ECU),  which  serves  as  an  edu- 
cational, cultural  and  medical  hub  for 
people  and  businesses  throughout  East- 
ern North  Carolina.  It  is  currently  the 
state's  third-largest  university,  and  it  is 
expected  to  grow  even  larger  in  the 
coming  decade. 

ECU's  Master  of  Business  Administra- 
tion program  —  one  of  the  strongest  in 
the  state  —  offers  unique  cross-discipli- 
nary learning  opportunities  in  related 
fields  such  as  international  studies,  edu- 
cational administration,  planning  and 
allied  health.  "About  half  of  our  graduates 


stay  in  Eastern  North  Carolina,"  says 
Ernest  Uhr,  dean  of  the  business  school. 
Many  are  offered  positions  at  banks, 
accounting  firms,  management  consul- 
tant groups  and  other  area  businesses. 
"We  recruit  out  of  both  ECU  and  Elizabeth 
City  State,"  says  RBC  Centura  Bank's 
Landis,  "and  our  experiences  have  always 
been  very  positive." 

AN  EMERGING  BIOTECH  HUB 

ECU's  Brody  School  of  Medicine  in 
Greenville,  whose  primary  care  program 
was  recently  ranked  number  17  in  the 
nation  by  U.S.  News  &  World  Report,  is 
recognized  as  a  pioneer  in  the  burgeoning 
realm  of  telemedicine.  Its  innovative  work 
in  robotics  and  computer-assisted  distance 
medicine  has  applications  that  range  from 
rural  health  care  to  space  travel. 
"Our  medical  school  is  a  tremendous 


resource  for  the  entire  region,"  says  Etj 
Chancellor  William  Muse.  ECU's  lead 
ship  in  medicine  and  health  sciences 
pivotal  to  the  region's  appeal  as  a  destii 
tion  for  business  and  industry,  especit 
for  biotech  startups  like  Metrics,  Encfi 
and  PhytoMyco  that  have  settled  neart 
Given  its  proximity  both  to  rich  fart 
lands  and  cutting-edge  health  scientn 
research,  Eastern  North  Carolina  is  po: 
tioned  for  more  success  in  the  burget 
ing  biotech  industry.  In  recent  yea) 
names  like  Catalytica,  Merck,  Purdj 
Pharma  and  others  have  made  their  vl1 
to  the  central  part  of  the  region.  Oth# 
such  as  Slovenia-based  Lek  d.d.  a] 
PPD,  Inc.,  have  made  Wilmington  tra 
home.  For  these  companies,  access 
well-educated  graduates  of  the  Univera 
of  North  Carolina  at  Wilmington  (UNC-j 
has  been  equally  important. 


Move  Here,  and  Your  Products 
Will  Move  Everywhere. 


When  critical  links  to  world  markets  are  an  integral 
part  of  your  relocation  search,  North  Carolina's 
Ports  of  Wilmington  and  Morehead  City  and  the 
Global  TransPark's  11,500-ft.  runway  keep  you 
connected.  With  convenient  access  to  sea  and  air 
transportation,  backed  by  eastern  North  Carolina's 
highway  and  rail  infrastructure,  your  company  will 
realize  a  significant  efficiency  in  shipping  time  and 
costs,  —  all  supported  by  a  business-friendly 
attitude  and  superior  customer  service. 


NORTH 

CAROLINA 

PORTS 


jp      North  Carolina 

^  Global  TransFark 


North  Carolina  Ports  —  800-334-0682  •  www.ncports.com 
North  Carolina  Global  TransPark  —  252-.  22-4929,  ext.  703  •  www.ncgtp.com 
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Wpor  information  about  business  opportunities  or 
relocation  in  historic  Craven  County,  NC  visit 
www.cravencounty.com,  or  call  1-800-437-5767. 
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"UNC-W  is  a  valuable  asset  for  firms 
in  the  area,"  says  Fred  Eschelman,  chief 
executive  officer  of  PPD,  a  global  suppli- 
er of  development  services  and  products 
to  pharmaceutical  firms.  "In  particular,  its 
programs  in  biology,  chemistry,  nursing 
and  business  offer  well-trained  potential 
employees  for  the  biotech  industry." 

Of  course,  the  region's  pristine  beach- 
es, world-class  golf  courses,  NCAA  ath- 
letic events  and  wealth  of  cultural  ameni- 
ties don't  hurt  either.  "Recruiting  and 
retaining  good  employees  is  a  goal  for 
any  firm,  and  companies  looking  to  locate 
in  the  area  quickly  recognize  the  benefits 
of  its  fair  weather  and  coastal  proximity," 
Eschelman  adds. 

LIFE  IS  GOOD 

Eastern  North  Carolina's  livability  assets 
are  equally  impressive  for  their  diversity. 
For  Dr.  El-Gamal,  it  was  the  region's 
affordability,  safety  and  solitude  that  led 
him  to  put  down  long-term  stakes  here. 


NORTH  CAROLINA 

DEPARTMENT  OF 

COMMERCE 

The  North  Carolina  Department 
of  Commerce  is  the  State's  lead 
agency  for  the  recruitment  of 
new  industry  to  the  State,  and 
for  providing  ongoing  support 
to  the  State's  existing  industries 
through  the  Department's  Business 
and  Industry  and  International 
Trade  Divisions.  The  Department 
also  markets  the  State  as  a  pre- 
mier travel  destination  and  for 
film  and  sports  development 
through  its  Tourism,  Film  and 
Sports  Development  Division. 

Contact  Mike  Smith,  Customer 

Services  Manager,  at 

(919)  733-4977  or  e-mail 

cmsmith@nccommerce.com. 

Or  visit  us  at 

www.nccommerce.com. 


"There's  a  nice  family  environment  here,"- 
says  Dr.  El-Gamal,"  who  moved  his  wife 
and  young  children  to  Kenansville  from 
Canada  in  1994.  Nearby,  towns  such  as 
Edenton,  New  Bern,  Oriental,  Southport 
and  others  have  become  popular  desti- 
nations for  active  retirees  and  mobile 
entrepreneurs. 

Many  who  have  made  a  home  for 
themselves  and  their  businesses  here 
first  became  familiar  with  Eastern  North 
Carolina  as  tourists.  Each  year,  millions 
from  North  America  and  abroad  travel  to 
the  region  to  soak  in  its  rich  and  diverse 
heritage.  Others  surf,  fish  and  sail  along 
the  shoreline.  For  some  communities, 
these  numbers  will  soon  spike  dramati- 
cally as  aviation  enthusiasts  and  others 
descend  on  the  region  for  the  centennial 
celebration  of  the  Wright  Brothers'  first 
flight.  Yearlong  festivities  are  set  to  kick 
off  on  December  17,  2002. 

In  addition  to  recognizing  what  the 
Wright  Brothers  did  here,  the  celebra- 


NORTH  CAROLINA 
COAST  HOST 

Discover  North  Carolina's  Coast. 
From  I-95  east  to  the  Atlantic 
Ocean,  our  historic  towns,  rivers, 
and  pristine  beaches  will  delight 
your  family  with  an  abundance  of 
wildlife,  forests,  rolling  dunes  and 
world-renowned  sport  fishing. 
Six  majestic  lighthouses,  includ- 
ing the  nation's  tallest  and  one  of 
the  oldest,  beckon  travelers  to 
North  Carolina's  coast  year  after 
year.  Our  coastal  heritage  lives 
on  in  the  form  of  old  Southern 
plantations,  palaces,  Victorian 
gardens,  wineries,  faithfully 
restored  historic  districts  and 
year-round  traditions  and  events. 
Visit  one  of  the  most  popular 
vacation  destinations  in  the 
world:  the  North  Carolina  Coast. 

Please  visit  www.coasthost-nc.com 
or  call  1-800-948-1099. 


North  I  :ir\Minn 

Coast  Host 
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tions  will  look  back  on  a  hundred  years 
aviation.  Local,  regional  and  state  officii 
yiew  the  event  as  an  opportunity}, 
showcase  the  region  to  many  curreil 
unfamiliar  with  its  myriad  charms. 

"From  an  economic  developml 
standpoint,  there's  a  bigger  pica 
here,"  explains  Carolyn  McCormil 
managing  director  of  the  Outer  Ban 
Visitors  Bureau.  Among  the  countla 
visitors  will  be  hundreds  of  busina 
journalists,  travel  writers  and  airll 
industry  executives. 

Currently  soaring  into  a  new  era,  E 
em  North  Carolina  continues  to  enj 
balmy  wind  beneath  its  wings.  With! 
the  right  pieces  in  place  —  21  st-centl 
infrastructure,  a  superb  workforce,  ids 
livability  and  forward-looking  leaderstj 
—  the  region  is  poised  to  welcome  tr 
next  generation  of  pioneers. 

Lawrence  Bivins  is  a  Raleigh,  North  CaroliMi 
based  writer.  Reach  him  via  e-mail  atW 
greatage@mindspring.  com. 

NORTH  CAROLINA  EAST1 


Since  1991,  North  Carolina  ■ 
has  been  informing  global  bsj  L 
ness  leaders  about  the  comM 
cial   promise   of   Eastern    Nor 
Carolina.   This   grassroots,   ml  i 
profit  organization  is  compris^B  t( 
economic  developers  from  go 
ernment  and  industry  who  shaB   ' 
commitment  to  making  the  rem I 
a  top  destination  for  new  jobs  a  I 
investment.   Explore  the  excS' 
business    potential    of    Eastl   I 
North    Carolina    by    contact I  e 
North  Carolina  East  today. 


Please  call  us  at 
1  -800-608-EAST  (3278) 
or  e-mail 
north_carolinaeast@hotmail.o 


NORTH  CAROLINA  EAST 


BECAUSE  THIS  IS  A  PRINT  AD, 
YOU  CAN'T  HEAR  I  THIS 


YOUNG  GIRL  STUTTER. 


|  BECAUSE  OF  TECHNOLOGY  DEVELOPED  AT  ECU, 


NO  ONE  ELSE  CAN  EITHER. 


Researchers  at  East  Carolina  University's  School  of  Allied  Health  Sciences  have  developed 
an  in-the-ear  device  that  acts  as  a  'stuttering-off  switch"  for  most  people  who  use  it.  Thanks 
to  Janus  Development  Group,  our  partner  producing  and  marketing  the  device,  it  will 
soon  be  available  worldwide. 

Research  created  this  opportunity;  a  partnership  made  it  a  reality. 

ECU  is  a  valuable  business  partner  in  eastern  North  Carolina.  If  you  need  a  particle  accel- 
erator or  NMR  spectrometer,  come  to  us.  If  you  are  looking  for  the  future  of  medicine  and 
the  best  in  health  care,  come  to  us.  If  you  are  searching  for  a  research  scientist  or  a  direc- 
tor of  operations,  come  to  us.  If  you  are  seeking  special  training  or  an  advanced  degree, 
come  to  us.  If  you  just  want  to  see  a  ballgame  or  enjoy  a  concert,  come  to  us. 

As  a  large,  public  research  university  with  more  than  ig.OOO  students  and  a  faculty  of  close 
to  1,300,  ECU  is  a  powerful  catalyst  combining  people,  ideas,  and  technology. 


EAST 


CAROLINA 
UNIVERSITY 


East  Carolina  University.  Tomorrow  starts  here. 


www.  ecu.  edu 


LHt  for  Beijing 
MH84  via  Ku.ila  L 


I  HI  loi   lokyo 


Loll  loi  Bangkok 
MH7B?  via  Kuala  I  umpui 


Left  contracts  at  home. 
Left  the  next  day. 


■   DAILY  FLIGHTS  FROM  LOS  ANGELES  TO  KUALA  LUMPUR. 

372  FLIGHTS  A  WEEK  FROM  KUALA  LUMPUR  ACROSS  ASIA. 

Whether  for  business  or  pleasure,  the  next  time  you  fly  to  Asia,  you'll  already  have  all  the  right  connections. 

Malaysia  Airlines  flies  7  times  a  week  from  Los  Angeles  to  Kuala  Lumpur. 
And  from  Kuala  Lumpur  to  45  major  destinations  throughout  Asia.  Everyday,  Malaysia  Airlines  flies  more  than 

40,000  passengers  to  over  100  destinations  around  the  world.   ■ 

For  more  information,  please  call  Malaysia  Airlines  at;  1  -800-552  9264,  your  travel  agent,  or  visit  www.malaysia-air1ines.com.  Some  fights  operated  on  code  share  arrangement. 
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BIRD  IN  THE  HAND 

For  a  decade  NOAH  SAMARA  has  charmed  billionaires  and  statesmen  to  create 


a  global  satellite  radio  service.  Is  anybody  listening? 


ADAM  SMITH  SAID  YOU  SHOULD 
not  trust  anyone  who  professes 
to  trade  for  the  public  good. 
That  should  make  one  suspi- 
cious of  Noah  Samara. 
Samara  has  an  ambitious  mission  for 
WorldSpace,  his  privately  held  satellite 


radio  outfit  in  Washington,  D.C.:  Change 
the  world.  The  idea  is  to  use  satellites  to 
beam  down  news,  educational  information 
and  entertainment  to  radio  receivers  from 
Bogota  to  Bamako,  empowering  the  Third 
World's  information  have-nots.  This  noble 
cause  was  enough  to  attract  to  the  board 


BY  NATHAN  VARDI 

of  directors  the  likes  of  Charles  Mathias, 
the  former  senator  from  Maryland,  and 
Michael  Nobel,  great-grand-nephew  of  Al- 
fred. 

But  good  intentions  rarely  make  a 
sound  business  plan.  Samara,  45,  has  run 
through  nearly  $1  billion,  mostly  from 
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Saudi  investors — but,  to  date,  has  fewer  than 
3,000  subscribers,  despite  the  fact  that  two 
WorldSpace  satellites  have  been  in  orbit  for 
three  years.  WorldSpace  had  an  estimated 
$10  million  in  revenue  last  year,  largely  from 
leasing  out  channel  space  to  music  and  news 
stations  wanting  to  broadcast  to  an  inter- 
national audience.  Satellite  radio  consultant 
Jim  C.  Stroud  of  Carmel,  Calif,  is  diplo- 
matic: "It  has  been  an  admirable  attempt, 
but  I  am  not  sure  that  WorldSpace's  busi- 
ness model  can  be  sustained." 

If  Samara's  grand  scheme  ends  in  fi- 
nancial meltdown,  at  least  he'll  have  some 
distinguished  company,  like  Iridium  and 
Globalstar.  His  venture  began  in  a  Jamaican 
restaurant  in  1990  when  he  jotted  down  on 
a  napkin  plans  for  informing  Africans 
about  AIDS.  The  Ethiopian-born 
lawyer  and  son  of  a  diplomat  then 
set  out  for  a  conference  in  Torre- 
molinos,  Spain,  where  he  convinced 
127  countries  to  grant  him  25  MHz 
of  the  L-band,  a  slice  of  the  1000 
MHz  spectrum.  In  this  effort  he  beat 
out  competing  proposals  from  the 
Canadian  and  Australian  govern- 
ments. He  also  got  approval  for  the 
first  Federal  Communications  Com- 
mission (see  story,  p.  78)  satellite 
radio  license. 

For  angels  Samara  had  Saudi 
sheikhs  Khalid  bin  Mahfouz  and 
Mohammad  Hussein  Al-Amoudi. 
They  chipped  in  $1.1  billion  for  an  80% 
stake.  Saleh  Idris,  a  Saudi  wheeler-dealer, 
bought  a  6%  stake.  Samara  tried  to  raise 
millions  more  from  a  Saudi  named  Thara 
Al-Saud,  but  alas,  the  "princess"  turned  out 
to  be  Latonnett  Hollander,  originally  from 
the  Midwest  and  without  much  money. 

Samara  used  the  cash  to  get  France's 
Alcatel  to  build  him  four  satellites  and 
other  Europeans  to  develop  a  chip  set  that 
could  read  encrypted  radio  beams.  In  1998 
he  launched  AfriStar  from  French  Guiana 
into  stationary  orbit  22,300  miles  over  the 
Democratic  Republic  of  the  Congo.  A  year 
later  satellite  radio  made  its  worldwide 
debut  in  Africa,  when  WorldSpace  began 
broadcasting  20  channels,  including  news 
feeds  from  CNN  and  Bloomberg.  The  crys- 
tal-clear signal  even  reached  London.  Soon 
after,  WorldSpace  launched  AsiaStar,  which 
started  broadcasting  throughout  Asia  in 
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2000,  although  content  has  primarily  been 
aimed  at  India  and  Indonesia. 

Samara  became  quite  the  international 
media  mogul,  hobnobbing  with  Nelson 
Mandela  and  Prince  Charles.  He  threw 
$144  million  more  of  the  Saudi  money  into 
another  Washington,  D.C.  satellite  radio 
venture,  XM  Satellite,  for  20%  of  its  stock 
and  a  $75  million  note.  Testifying  before 
Congress  about  WorldSpace's  achieve- 
ments a  year  ago,  Samara  boasted:  "We 
came  into  existence  with  a  socially  respon- 
sible vision  and  created  a  business  to  give  it 
an  economic  framework." 

It  sounded  good,  but  WorldSpace  had 
trouble  peddling  $400  receivers  in  places 
like  Ghana,  where  the  average  annual  in- 
come is  $350.  Unlike  U.S.  satellite  radio  ser- 


►  By  the  Numbers 

Still  Waiting  for  Liftoff 

WorldSpace  needs  African  consumers  to  buy  its  radio 
receivers  before  it  can  even  bopc  to  recoup  its 
investment  Irt  tbc  continent.  The  clock  is  ticking. 

U  yOSrS    Remaining  life  of  tbc  AfriStar  satellite. 
$300  million    Cost  to  build  and  launch  AfriStar. 


$480 


yHOU   Average  annual  per  capita  income  in 
sub-Sabaran  Africa. 


4D  /o   Percentage  of  sub-Saharan  Africans  who 
regularly  listen  to  short-wave  radio. 


Sources:  WorldSpace:  World  Bank:  Merlin  Communications. 


vices,  WorldSpace  doesn't  charge  monthly 
subscription  fees  to  most  of  its  listeners. 

Just  about  anyone  who  buys  the  box  can 
get  the  service  for  free.  Samara  said  a  million 
receivers  would  be  sold  by  the  end  of  2001, 
but  manufacturers  of  the  units  have  sold 
only  150,000,  mostiy  in  India  and  Kenya. 

Samara's  effort  to  launch  a  third  satel- 
lite over  Latin  America  got  him  embroiled 
in  a  bitter  fight  with  the  Pentagon  and  Boe- 
ing, which  use  the  L-band  for  communi- 
cation during  flight  tests. 

Samara  eventually  promised  this  bird's 
signal  would  not  travel  north  of  southern 
Mexico,  severely  limiting  his  potential  mar- 
ket. No  date  has  been  set  for  its  launch. 

WorldSpace  has  had  some  image  prob- 
lems. In  1998  the  Clinton  Administration 
rocketed  a  pharmaceutical  plant  in  Sudan 
belonging  to  WorldSpace  backer  Idris,  al- 
leging the  plant  was  used  by  Osama  bin 


Laden  to  produce  chemical  weapons.  Idris 
denied  wrongdoing  and  sued  the  U.S.  gov- 
ernment, which  then  dropped  its  freeze  on 
Idris'  assets. 

But  the  incident  spurred  XM  executives, 
wary  of  bad  publicity,  to  pay  off  their  com- 
pany's note  to  WorldSpace  and  arrange  fori 
WorldSpace  to  sell  its  XM  stake  for  $175 
million  worth  of  stock  in  Motient,  XM's 
former  parent.  Samara  managed  to  sell 
$130  million  worth  of  Motient  shares  be- 
fore Motient  filed  for  bankruptcy  protec- 
tion in  January. 

Meanwhile,  Samara's  relatively  patient 
Saudi  investors  were  getting  resdess.  Un- 
happy with  the  lack  of  progress,  Al-Amoudi  1 
spent  two  years  trying  to  oust  Samara  from; 
WorldSpace  and  take  control.  Instead, 
Samara  took  over  most  of  the  com- 
pany by  2000,  negotiating  Al- 
Amoudi's  exit  and  converting  the 
Saudi  equity  into  more  than  $1.5  bil- 
lion in  debt  owed  to  Mahfouz's  fam- 
ily and  Idris.  Al-Amoudi  came  to  an 
undisclosed  financial  arrangement 
with  the  Mahfouzes. 

Trying  to  find  a  profitable  path, 
Samara  has  gone  through  five  chief 
operating  officers  in  as  many  years. 
His  latest  effort  is  negotiating  gov- 
ernment contracts,  like  the  two-year, 
$5  million  deal  he  says  he  just  struck 
with  Kenyan  authorities  to  provide 
educational  content  that  can  include 
Internet  downloads. 

Samara  is  proud  of  such  victories.  Fan 
mail  from  listeners  is  posted  on  bath- 
room walls  at  his  D.C.  headquarters.  His 
desk  sports  a  note  from  a  U.S.  army  lieu- 
tenant colonel  serving  in  Afghanistan 
thanking  him  for  donating  radio  receivers 
and  raising  troop  morale.  The  president 
of  Mali  honored  Samara  by  presenting 
him  with  a  goat. 

Samara  has  found  Korean  and  In- 
donesian firms  to  make  receivers  that  can 
sell  for  $100  and  has  talked  to  Alcatel 
about  bringing  satellite  radio  to  Europe. 
To  raise  new  money,  Samara  says  he 
may  sell  a  piece  of  the  company,  but  of- 
fers no  details.  "We  actually  have  a  very 
small  chance  of  turning  this  into  a  phe- 
nomenon," he  says.  "Those  are  odds  I  can 
deal  with."  The  question  is  whether  his  in- 
vestors can  deal  with  them.  F 


Meet  Elisabeth.  Coffee  Mogul. 

Bean-and-Bit  Counter. 


I  a  Prime  Candidate  for  Voice  over  IP. 

P  Nothing  gets  your  heart  racing  like  commercial  wholesale 
coffee  distribution.  Especially  with  customers  in  45  cities 
world.  Which  is  why  Elisabeth  turned  to 
Nortel  Networks™  Voice  over  IP  to  integrate  telephony 
into  her  worldwide  online  customer  management 
system.  Now  even  if  her  regional  representatives  are  out 
on  a  sales  call,  her  call  centers  respond  to  customers 
seamlessly  with  voice  and  data  features  that  keep 
business  buzzing.  Instant  access  to  customer  information 
is  triggered  when  a  call  comes  in,  and  then  shows  up  as  a 
screen  pop  to  also  identify  the  caller's  location.  And  with 
scalable,  broadband  access  from  her  service  provider, 
Elisabeth's  network  can  cost-effectively  evolve  into  IP 
technology  and  grow  as  her  company  grows.  And  it's 
just  one  more  way  Nortel  Networks  is  making  the 
Internet  what  you  need  it  to  be.  To  learn  moTe,  visit 
nortelnetworks.com/voip. 

Nortel  Networks,  the  Nortel  Networks  logo  and  the  Globemark  are  trademarks  of  Nortel  Networks 
©2002  Nortel  Networks  All  rights  reserved. 
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JOAN  HERBIG  knew  she'd  been  forced  into  a  bad 
corporate  marriage.  The  trick  was  convincing 
employees  to  stick  around  until  after  the  divorce. 


BY  DANIEL  FISHER 

JOAN  HERBIG  GOT  THE  PROMOTION 
of  a  lifetime  at  the  worst  possible 
time.  She  was  the  head  of  marketing 
at  an  Atlanta  software  firm  called  XcelleNet 
when  it  was  sold  to  Sterling  Commerce  in 
July  1998.  The  founder  soon  quit,  leaving 
Herbig  in  charge  of  a  company  that  was  in 
open  revolt  against  its  new  owners. 

First  Sterling  seized  control  of  Xcel- 
leNet's  sales  force,  an  independent  bunch 
who  tended  to  work  from  their  homes. 
When  Sterling  ordered  them  to  show  up 
at  the  office  every  day,  95%  quit. 

Next  the  corporate  overlords  in 
Columbus,  Ohio  imposed  a  dress  code: 
"business  casual"  instead  of  T  shirts  and 


shorts.  Software  writers 
defected  to  more  liberal 
dot-coms. 

Finally,  Sterling  stripped 
XcelleNet  of  its  name  and 
replaced  it  with  the 
morale-deflating  "Managed 
Systems  Division."  Xcel- 
leNet's  decade-old  flagship 
product  is  a  program  called 
RemoteWare  that  helps  a 
corporate  data-processing 
department  manage  a  dis- 
persed collection  of  laptop 
computers  and  PCs.  XcelleNet's  program- 
mers wanted  to  upgrade  the  product  to 
work  with  handheld  wireless  devices.  Ster- 


ling threw  cold  water  on  the  idea. 

Into  this  morass  stepped  Herbig,  a  col 
lege  French  major  who  retains  the  pol 
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CIO+663% 


Unicenter' 

Infrastructure  Management 
663%  Return  on  Investment 


It's  true!  The  numbers  are  in  and  it  all  adds  up.  Unicenter,  the 
global  leader  in  infrastructure  management  solutions,  can  deliver 
a  whopping  663%  ROI.  Just  ask  IDC.  It's  right  there  in  their 
recent  white  paper.  And,  because  Unicenter  is  now  modular,  you 
can  buy  just  the  pieces  you  need,  just  when  you  need  them. 


led  manners  of  her  Louisville,  Ky.  up- 
inging.  Herbig,  44,  may  present  a  dis- 
ming  exterior,  but  beneath  it  lies  a  will  of 
eel:  A  competitive  tennis  player  and 
arathon  runner,  she  wasn't  about  to 
itch  her  company  die  without  trying  to 
veit. 

'What's  the  worst  thing  that  could 
ippen  to  me?"  she  remembers  asking 
•rself.  "I  leave  or  I  get  fired— and  I  was 
mfortable  with  both  those  scenarios." 

One  of  Herbig's  first  moves  as  division 
esident  was  to  institute  a  weekly  sales  call, 
she  couldn't  reclaim  her  sales  force,  at 
ist  she  could  check  up  on  them.  Then  she 
w  to  every  Sterling  sales  office  to  grill  the 
lespeople  about  their  deals  in  the 
peline — and  prod  them  to  sell  more  Xcel- 
S'et  products.  Didn't  that  intrude  on  the 


the  culture  a  bit.  It  was  appreciated." 

At  the  same  time,  Herbig  tried  to  calm 
the  revolutionary  fervor  back  in  Atlanta. 
She  urged  employees  to  honor  the  dress 
code  out  of  respect  for  her,  if  for  no  other 
reason.  Bat  without  direct  control  of  the 
sales  force  and  with  employees  in  revolt, 
there  was  only  so  much  she  could  do.  Sales, 
which  had  been  rising  at  a  25%  annual  clip 
to  $53.6  million  in  1997,  started  to  fall. 
Soon  the  bigwigs  at  headquarters  were 
muttering  about  missing  earnings  projec- 
tions for  the  second  quarter  of  1999 — and 
blaming  XcelleNet.  Then  Sterling's  execu- 
tives dropped  a  bomb:  They  would  sell  the 
company  that  had  cost  them  $200  million 
in  cash  and  stock  a  year  before. 

Herbig  reassured  her  250  employees 
she  would  keep  them  informed  and  try 


jlture  a  bit.  IT  WAS  APPRECIATED." 


rf  of  Sterling's  head  of  sales  in  Dallas? 
"Hmm,  maybe  a  little  bit,"  Herbig  says 
a  gende  Louisville  drawl.  "We  shook  up 


hard  to  prevent  the  sale  to  another  soft- 
ware company,  and  she  wrung  retention 
bonuses  out  of  Sterling  for  all  employees. 


Herbig  also  quietiy  approved  the  plan 
to  upgrade  Remote  Ware  for  handheld  de- 
vices, fulfilling  the  dreams  of  veterans  like 
Joseph  Owen,  40,  XcelleNet's  chief  tech- 
nology officer.  "We  had  made  this  invest- 
ment in  mobile  technology,  and  we  were 
finally  at  the  point  where  we  could  see  it 
paying  off,"  says  Owen.  "If  we  hadn't  done 
it,  people  would  have  said,  'These  guys  call 
themselves  leaders,  but  they're  not  acting 
like  leaders.' " 

In  February  2000  a  San  Francisco  ven- 
ture capital  company,  Francisco  Partners, 
offered  to  buy  Herbig's  division  for  $55 
million,  leaving  her  in  charge  and  formally 
restoring  the  old  name.  She  will  probably 
have  to  sell  XcelleNet  again  someday,  but 
at  least  she  can  boast  that  she  kept  her  team 
together  through  a  textbook  case  of  a  cor- 
porate marriage  gone  bad. 

"I  am  a  rookie,"  she  says  with  amaze- 
ment. "I  have  never  been  a  CEO,  and  I  have 
never  put  together  a  deal  like  this  before." 

She  won't  be  able  to  say  that  the  next 
time  around.  F 


R0I 


CEO 


Ml  while  still  enjoying  the  benefits  of  pay-as-you-go  licensing.  So  there's 
no  better  way  for  your  company  to  realize  its  true  potential.  And,  if  you're 
•he  CIO,  there's  no  better  way  for  you  to  realize  yours. 

To  read  the  white  paper,  just  go  to  ca.com/unicenter/roi. 
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Now  you  can  invest  like  the  pros. 

Add  to  the  insightful  analysis  and  timely  reporting  available  free 

on  Forbes.com.  Try  our  FREE  30-day  trial  offer  of  the  Forbes.com 

Real-Time  Streaming  Stock  Portfolio  Take  control  of  your 

investments  today.  There's  no  obligation.  If  you  decide  to  subscribe, 

it's  just  $1 5  a  month  or  $1 50  for  an  annual  subscription! 

Visit  www.forbes.com/realtime  and  sign-up  for  your  FREE  trial  offer  to 
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To  invest  in  today's  interconnected  global  economy,  you  have  to  cover  the  entire  world.  Because  even  small  events 
abroad  can  dramatically  affect  investments  here.  That's  why  Scudder  Investments  has  built  a  global  network.  We 
have  analysts  and  partners  worldwide  who  not  only  get  information  firsthand -but  who  know  how  to  translate  it 
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Never  mind  star  brands.  Chuck  Roycc  thrives  on  obscure  small  caps  in  mundane  markets. 


HE  PAST  YEAR  HAS  BEEN  SWEET 
vindication  for  Charles  (Chuck) 
Royce,  president  of  his  namesake 
family  of  ten  mutual  funds  that 
invest  in  small-cap  and  micro- 
ip  companies.  He  sat  out  the  tech 
aom — a  painful  call  when  high-tech 
ocks  soared,  but  a  decision  that  now 
oks  prescient. 


BY  ROB  WHERRY 


Instead  of  going  with  glamour,  Royce 
placed  his  bets  where  most  funds  weren't 
looking:  a  curious  amalgam  of  obscure 
companies  in  distinctly  unsexy  busi- 
nesses. No  Microsofts,  IBMs  or  Wal-Marts 
grace  his  portfolio.  Ever  hear  of  these 
guys?  Fab  Industries.  Wescast.  Preformed 


Line  Products.  Paul  Mueller.  They  make 
knit  fabrics,  exhaust  manifolds,  cable  an- 
chors and  milk  coolers  for  dairy  farms, 
respectively.  Other  stocks  he  owns  in- 
volve teddy  bears,  radiation  detectors  and 
recreational  vehicles.  Oddballs,  cer- 
tainly— trailer  trash  to  some  pros. 

Royce  rejects  that  characterization. 
"People  say  low-priced  stocks  are  worth- 
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less,  but  there  are  as  many  fabulous  small- 
cap  companies  with  great  earnings  [as 
large  ones],"  he  says. 

Royce  likes  to  buy  into  companies 
whose  management  has  been  in  place  five 
years  or  more — buy  them  cheap  and  hold 
on.  His  funds  look  dumb  during  a  specu- 
lative bubble  such  as  the  one  that  swept 
through  fin-de-siecle  Nasdaq.  In  the  long 
haul  they  look  smart.  His  Pennsylvania 
Fund,  the  oldest  in  the  family,  has  aver- 
aged a  14.7%  annual  return  in  the  past  20 
years.  In  that  period  the  Russell  2000 
index  of  small  companies  averaged  only  a 
12%  return.  In  the  past  five  years  Royce's 
$1.3  billion  (assets)  Low-Priced  Stock 
fund  has  climbed  22%  annually.  Compa- 
rable funds  at  Merrill  and  Fidelity  lagged 
Royce  Low-Priced  by  about  10%. 

Now  Royce  has  timing  on  his  side. 
Historically,  stocks  in  small-cap  compa- 
nies ($2  billion  or  less  of  market  value) 
and  microcap  companies  (less  than  $400 
million)  tend  to  lead  recoveries  from 
recessions.  In  1991  and  1992  small-cap 
funds  outpaced  their  big-stock  brethren 
by  up  to  20  percentage  points. 

For  Royce,  the  outlook  is  even  more 
promising,  given  the  mayhem  that  fol- 
lowed the  terror  attacks  of  Sept.  1 1 .  "It  was 
perhaps  the  most  indiscriminate  period  of 
selling  we  have  seen  in  25  years,"  he  says. 
Accounting  scandals  at  Enron  and  Arthur 
Andersen  sparked  more  balance-sheet 
scrutiny.  All  of  a  sudden  Royce  had  a  crack 
at  companies  that  had  been  out  of  his 
reach  just  months  earlier.  The  temptation 
was  real.  Instead  he  moved  to  add  to  his 
existing  holdings — cheaply. 

"I  would  like  to  tell  you  that  we  dis- 
covered gold  in  the  hills  or  a  cave  where 
they  were  minting  money,"  Royce  says, 

A  Small-Cap  Sampler 


but  in  most  cases,  "the  stocks  that  are 
doing  well  for  us  today  are  the  stocks  that 
we  have  owned  for  years."  One  stock  that 
has  done  spectacularly  well  for  Royce  is 
one  that  you  could  never  own  shares  in: 
the  management  company  that  handles 
his  $5.3  billion  fund  family.  Royce  got  it 
for  next  to  nothing  in  1973  by  agreeing  to 
be  the  manager  of  the  tiny  $5  million 


1998,  when  Royce  was  highly  skeptical  c|[| 
the  plans  of  one  of  his  holdings,  sunglasse 
maker  Oakley,  which  was  charting  a  fora 
into  footwear.  It  was  hard  to  believe  boast 
from  Oakley  management,  especial! 
when  the  smaller  company  would  have  I  p 
take  on  Nike  and  Adidas  for  shelf  space 
Several  staff  members  visited  chain  store 
to  check  on  the  placement  of  the  produo 


Unsexy  stocks  of  the  month:  Midwest 
Grain  Products,  Ash  Grove  CemenL 


Pennsylvania  Mutual  fund.  He  sold  the 
business  to  Baltimore-based  Legg  Mason 
last  September  for  $115  million  up  front 
and  as  much  as  $100  million  more  if  he 
meets  certain  goals  for  returns. 

Smaller,  though,  is  riskier,  given  that 
small  caps  have  low  liquidity  and  share 
prices  that  can  fluctuate  wildly  on  a  wee  bit 
of  bad  news.  That's  where  good  manage- 
ment comes  in.  Royce  has  almost  two 
dozen  analysts  screening  stocks  for  long- 
term  value  metrics  such  as  historical 
earnings,  revenue  growth  and  longevity 
of  management.  Informal  price  targets 
give  him  an  idea  of  when  to  cash  out. 

You  pay  for  this  scrutiny:  Royce  fees 
average  about  $1.25  per  $100  invested. 
Comparable  funds  at  Merrill  or  Fidelity 
cost  $1.04  and  $1.02,  respectively. 

Royce  analysts  hit  the  streets  and 
divine  stock  picks  by  watercooler  conver- 
sation as  well  as  at  formal  sales  meetings, 
the  president  says.  Conceivably,  he  hears 
about  it  when  a  secretary  gets  shoddy  ser- 
vice while  buying  sneakers  in  the  Finish 
Line  or  another  employee  comes  across  a 
great  wireless  gadget  over  the  weekend. 

The  informality  came  in  handy  in 


Chuck  Royce  will  buy  a  biotech  company  if  he  can  get  it  cheap  enough,  but  he's  just 
as  likely  to  be  turned  on  by  gravel,  drilling  mud  or  knit  goods. 

Company/business                                              Recent  price            52-week  high          P/E 

Dril-Quip/offshore  drilling  equipment 

$24.70 

$34.85 

36 

Woodward  Governor/engine  controls 

66.50 

91.00 

14 

Florida  Rock  Inds/aggregates 

40.10 

43.59 

16 

Garan/knits 

54.20 

56.24 

9 

Urban  Outfitters/hip  clothing 

21.55 

27.50 

25 

Sources:  Royce  Funds:  S&P  Stock  Guide. 
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and  to  see  how  the  shoes  were  sellina 
Royce  was  unimpressed  with  distribution 
but  he  kept  a  position  in  the  company.  Hi 
halved  the  Pennsylvania  fund's  holdings  ii,  * 
Oakley  in  2000,  when  the  stock  price  rose. . 

Royce  developed  his  disenchantment 
with  glamour  stocks  and  his  preference  fo' 
oddballs  in  the  early  1970s.  He  watchec 
Wall  Street  pump  up  Nifty  Fifty  stocks  lik 
Polaroid  and  Kodak,  only  to  see  then  !t 
plunge  spectacularly.  "I  realized  it  wasn'^f* 
about  a  compelling  story,"  he  says.  "/)  li 
company  had  to  have  a  strong  balanc<ij: 
sheet  also."  By  the  late  1990s  the  daj^, 
traders  stampeding  into  Qualcomm  haa 
forgotten  this  simple  lesson — or  were  tocL 
young  to  ever  have  heard  it. 

In  1973,  Royce's  first  year  managing  ' 
the  Pennsylvania  fund,  he  lost  40%.  Bum 
in  his  sophomore  year,  1974,  he  made  it 
stunning  comeback  with  a  return  om 
120%.  What  he  didn't  realize  was  that  h<  L 
was  on  the  cusp  of  an  extraordinary  bul , 
market  in  small  caps  that  would  last  eighi 
years.  By  the  1980s  he  had  built  up  hit  f  " 
family — both  at  work  and  at  home  (Roya|i 
has  four  kids).  He  started  a  parallel  fund  ir  r 
1983  and  a  closed-end  fund  in  1987;  h<  i 

IjUi 

added  six  more  from  1991  to  1996. 

You  can  get  a  good  idea  of  the  flavoi  p 
of  these  funds  by  perusing  the  industry  cat- 
egories cited  in  Pennsylvania  Mutual'j 
2001  annual  report.  Two  percent  ot  the  as- 
sets are  tucked  away  in  the  "pumps,  valve; 
and  bearings"  sector,  in  such  names  ai 
Roper  Industries  and  NN.  There's  trans- 
portation, with  Pittston  Brink's  Group  and 
Frozen  Food  Express  Industries.  Some  ol 
this  stuff  sounds  positively  19th  century 
Midwest  Grain  Products,  Woodward  Gov- 
ernor, Ash  Grove  Cement  Co. 
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Identity  Management  in  Practice: 
Dwering  Costs  and  Increasing  Security 


2  join  Oblix,  PricewaterhouseCoopers,  and  ITAAfor 

IDentityManagement 

Security  for  a  Changing  World  2002 


one  day  educational  conference  on  identity  management, 
esday.  May  14th  •  Chicago.  IL  •  Hyatt  Regency  Chicago 


i/hat  does  the  future  of  identity  management  look  like?  How  will  changes  in  the  industry 
npact  your  business?  Listen  to  industry  experts  and  IT  professionals  discuss  their 
xperiences  in  managing  digital  identities  within  and  across  enterprise  boundaries. 


II  Learn 


he  definition  of  identity  management  and  why  it  is  emerging  as  one  of  the  most  important 
ecurity  issues  today. 

ow  Microsoft*  .NET  Passport  and  other  public  identity  systems  integrate  with  enterprise 
r  environments. 

he  secret  to  lowering  IT  costs  while  increasing  security  in  a  changing  world. 

ow  companies  today  have  implemented  identity  management  systems  and  reaped 
jbstantial  benefits. 

/hich  emerging  standards  and  government  regulations  will  impact  the  management 
f  digital  identities  on  the  Internet. 


:e  Speakers 


imie  Lewis,  CEO  and  Research  Chair,  The  Burton  Group 

arris  Miller,  President,  Information  Technology  Association  of  America 

m  Barrett,  Partner,  National  Leader  for  Systems  Integration  Services,  PricewaterhouseCoopers 

orcton  Eubanks,  President  and  CEO,  Oblix  Inc. 

ustomer  panel  featuring  IT  executives  from  CUNA  Mutual  Group,  i2  Technologies,  and  others. 

idustry  experts  from  Microsoft,  SAP,  Oblix  and  more. 


Id  Attend 


EOs,  ClOs,  IT  Directors,  Security  Directors,  Infrastructure  Architects — anyone  who  needs  to 
nderstand  how  to  manage  digital  identities  across  the  enterprise. 


lister  Now!  Security  as  you  know  it,  is  changing.  I    http://www.oblix.com/events/id/  I  f 
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hours, 

not 

planes. 


The  only  difference  between  owning  your  own  plane  and 
membership    in   FlightTime's   Freedom   Plan    is   the   cost. 

FREEDOM  PLAN  BENEFITS 

Buy  hours  in  increments  of  25,  50,  100  or  more. 

Pay  only  for  the  hours  you  fly;  No  acquisition  fees,  no  empty  leg  charges,  no  5-year  contracts. 

All  the  benefits  of  fractional  ownership  without  the  costs. 

Planes  when  and  where  you  want  them  -  small,  medium  and  large  jets. 

Superior  safety  standards  (only  Wyvern*  audited  aircraft  and  crew). 

Exceptional  customer  service  24/7. 

It's  simple:  whether  you  fly  once  a  month  or  twice  a  week,  there's  no  more  efficient, 

convenient  and  comfortable  way  to  travel.  Call  one  of  our  Freedom  Plan  consultants  today, 

1.888.CHARTER  or  visit  us  at  www.FlightTime.com 


®FlightTime 


Alf  travel,  perfected.  **c  highest  tier  of  safely  auditing. 


See  Why  Almost  One  Million  Americans 

Have  Shopped  For  Their  Insurance 

With  BestQuote ™! 


i 


Compare  the  best  rates  from  our  best  companies! 
Get  a  free  price  comparison  from  BestQuote™ 

BestQuote™  is  an  independent  insurance  buying  service.  We  select  the  best  rates 
from  our  "A"  rated  insurance  companies  and  send  you  a  FREE  price  comparison! 


BESTQUOTE* 

The  Best  Way  To  Buy  Insurance 

Call  today  for  your  FREE 
price  comparison. 

24  hours  /  7  days  a  week. 

800-282-0077 


COMPARE! 


What  are  you  paying  now  ' 
Here's  what  you  could  be  paying. 

$200,000  Life  Insurance  Monthly  Premium 


Age: 

35 

45 

55 

Male: 

$11.64 

$20.56 

$40.69 

Female: 

$10.94 

$16.54 

$28.45 

North  American  Company  lor  Lite  and  Health  GRX-10  Premier 
Non-Smoker  Form  #  LS108A  Guaranteed  Level  Ten  Year  Term 
Insurance,  Dependent  on  Underwriting  Not  Available  In  All  States 


BestQuote  Agency,  Inc  3700  Part*  East  Di .  Baachwood,  OH  44122  BeslOuote  Insuranco  Service,  DBA  BestQuole  com  In  CA  ■  DBA/Best  Quote  ot  Ohio  Insurance  Aoency.  license  #  0B9146S  In 
MA  -  Best  Quote  Insurance  Services,  Inc  .  license  *  1006253  in  IX  -  Best  Quote  Aoency  ot  lexas,  Inc  ,  license  9  7499  In  UT  -  DBA/Best  Quote  ol  Ohio  Insurance  Aoency,  Inc ,  license  *  91907 
Steven  H  Rubin  -  Ohio  Resident  Licensed  Insurance  Agent  -  CA  license  '  0B43546  f  L  liconse  t  A227753  OK  license  t  919637  For  additional  license  information  call  800-896-8006  >  1 51 
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No  hair-trigger  trader  here.  Averaj 
annual  turnover  at  the  Pennsylvania  fur 
since  1996:  28%.  FORBES'  1984  profile 
the  fund  mentions  Kimball  Internation; 
the  piano  and  organ  company.  The  Peni 
sylvania  fund  still  owns  it. 

Royce  will  buy  technology,  too — if  I 
can  get  it  cheap  enough.  One  recent  wit 
ner:  Early  last  year  Royce  bought  into  El 
Technology,  when  the  stock  was  in  the  si] 
gle  digits,  more  than  50%  off  its  previot 
high.  The  Fremont,  Calif,  company  is 
maker  of  chips  for  DVDs  and  MP3  playet 
Royce  discovered  the  company  several  yea 
ago  while  browsing  the  booths  at  an  ii 
dustry  conference.  He  knew  DVD  playe 
were  becoming  standard  on  most  PCs.  \ 
also  liked  the  fact  that  the  company's  mat 
agement  had  been  on  board  for  1 5  yeai 
Revenue  in  2000  had  hit  $303  million,  i 
40%  in  two  years.  Net  income  had  swuri 
to  $48  million  from  a  $28  million  deficit  i 
1998.  ESS  also  had  $58  million  in  cash. 

This  particular  tech  speculation  pa 
off.  In  2001  high  demand  for  DVD  playe 
pushed  the  stock  over  $15.  Royce  cashc 
out  with  a  $12  million  gain  in  Decen 
ber — and  three  months  later  the  stoc 
had  hit  $25.  Why  get  greedy? 

Royce  picked  up  FLIR  Systems,, 
maker  of  infrared  cameras  at  $15  a  sha. 
and  watched  the  stock  fall  to  $3.50  a  sha 
in  December  2000.  Then  terror  struc 
Wall  Street  got  hot  on  defense  stocks  an 
FLIR  broke  $40;  he  sold  in  Novembi 
2001  with  a  $5.2  million  gain. 

But  he  stumbled  on  Washingto 
Group  International.  Royce  liked  what  \ 
saw  in  Dennis  Washington,  a  serial  earn 
preneur  who  had  turned  around  comp; 
nies  like  Anaconda  and  Montana  Ra 
Link.  Now  Washington  vowed  to  tui 
Washington  Group  into  a  constructic 
giant.  Sales  in  the  first  quarter  of  20( 
jumped  36%,  but  then  Washingtc 
bought  a  dud  division  of  Raytheon  fi 
$53  million  in  cash  and  $450  million  ) 
debt.  By  early  2001  Washington  Grou 
was  burning  through  $100  million 
month.  Its  stock  plunged  from  $12  i 
February  to  $1  shortly  before  it  filed  fi 
bankruptcy  protection.  Royce  took  a  $) 
million  hit. 

Sometimes,  Royce  concedes,  even  i 
unsexy  oddball  can  let  you  down. 


What's  the  value  of  a  company 
that  discovers  how  to  double 
the  average  lifespan? 


In  a  word,  inestimable.  Yet  Senesco  Technologies 
has  done  just  that.  We've  developed  gene  technology 
that  allows  us  to  delay  the  aging  of  plants 
after  harvest.  The  result  is  greatly  extended  shelf 
life  -  double  or  more  -  and  vastly  reduced  waste 
of  food  crops,  which  today  runs  anywhere  from 
20  to  30  percent  in  the  5600-billion-plus  world 
agricultural  industry.  We  have,  in  short, 
developed  a  minor  miracle. 


ENESCO  TECHNOLOGIES.  PATENTS  PENDING.  EXCITEMENT  MOUNTING. 


Dur  specialty  is  "senescence,"  the  natural 
aging  process  in  plants  that  causes  the 
breakdown  of  cellular  tissue.  By  suppressing 
genes  already  existing  in  all  plants,  and 
not  altering  their  natural  taste,  nutrition,  or 
texture,  we've  bred  tomatoes  that  remain 
uns'poiled  for  as  long  as  five  weeks  after  picking. 
Run-of-the-mill  tomatoes  last  around  two  weeks. 

The  potential  is  immense.  Our  scientific  expertise  is 
jnrivaled.  And  approvals  with  key  regulatory  agencies  are 
■elatively  straightforward.  The  fact  is,  there  may  not  have  been  a 
■nore  exciting  breakthrough  in  agriculture  since  the  creatior 
Df  synthetic  fertilizers. 

We  may  be  small.  This  is  big.  A  minor  miracle  with  major  implications. 

^Oll  CAN  LEARN  MORE  ABOUT  SENESCO  TECHNOLOGIES,  INC.  AT  WWW.SENESCO.COM. 
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The  Dynasty  Tax 


Congress  doesn't  want  you  to  leave  money  to  your 
grandchildren— unless  you  play  by  some  very  complicated 
rules.  Herewith  an  update  on  the  generation-skipping  tax. 

BY  JOHN  TURRETTINI 


I 


THE  BAD  NEWS  IS  THAT  LEGISLATORS 
remain  adamant  in  their  populist 
opposition  to  the  passing  of  wealth 
across  several  generations.  Even  after  last 
year's  loosening  of  the  estate  tax,  a  sur- 
charge on  gifts  and  bequests  to  grandchil- 
dren remains  in  place.  The  good  news  is 
that  the  special  levy,  called  the  genera- 
tion-skipping transfer  tax,  isn't  quite  as 
rigid  or  as  onerous  as  it  used  to  be. 

You  could  call  the  GST  tax  the  Rocke- 
feller tax,  since  it's  aimed  at  dynastic  for- 
tunes like  that  one  that  pass,  via  trusts, 
through  multiple  generations.  At  the  core 
of  the  estate  tax  is  the  government's  pre- 
sumption that  it  should  get  about  half 
your  money  when  you  pass  it  along  to 
your  children.  On  the  theory  that  it 
should  get  another  chance  to  cut  the  fam- 
ily wealth  in  half  when  your  children  die, 
it  has  calculated  that  when  you  make 
bequests  directly  to  your  grandchildren,  it 
should  grab  75%  of  the  money  for  good 
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measure.  That's  pretty  much  what  the  1 
GST  tax,  combined  with  the  regular  estate'  s 
tax,  adds  up  to  for  the  wealthiest  families.!  i 
Planning  around  these  tax  grabs  has  kept  ;r 
many  a  lawyer  busy. 

Consider  the  clients  who  turned  up  in  8 
New  Jersey  estate  lawyer  Glenn  Henkel's  k 
office  in  1999  with  a  messy  GST  problem. 
In  1991  they  put  $1.2  million  in  a  trust 
for  their  grandkids,  using  their  entire 
gift/estate  tax  exemptions  and  a  chunk  ol 
their  GST  exemptions  to  protect  the  trust  it 
from  the  tax  collector.  Or  at  least  they 
thought  they  did.  It  turned  out,  however, 
that  the  couple's  original  lawyer  hadn't  j 
properly  claimed  the  GST  exemption 
(now  $1.1  million  per  person).  The  trust 
created  by  Henkel's  clients  had  grown  to 
$5  million,  and  the  family  was  facing  pos-  u 
sibly  millions  in  unnecessary  taxes. 

But  now  there's  some  respite  for  peo-  s 
pie  like  them.  As  part  of  last  year's  $1.35  : 
trillion  tax  cut,  Congress  revamped  the 


>8 
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T  ta*  rules,  making  them  both  more 
xible  in  the  future  and  more  forgiving 
past  mistakes,  including  the  kind  the 
rw  Jersey  couple's  attorney  made. 

If  you've  set  up  a  generation-skipping 
1st,  review  it  now.  In  addition  to  fixing 
y  festering  problems,  you  might  want 
add  funds  to  it.  On  Jan.  1  the  lifetime 
emption  from  gift  tax — that  is,  the 
lount  you  can  give  away  during  your 
stime  without  worrying  about  gift 
—rose  from  $675,000  to  SI  million, 
lat's  important,  because  GST  trusts  are 
?ically  only  funded,  while  grandparents 
alive,  to  the  extent  of  the  ordinary  gift 
exemption.  ( You  can  also  give  $  1 1 ,000 
ear  to  each  grandchild  without  worry- 
» about  transfer  taxes.) 
One  common  cause  of  past  mistakes: 
fective  paperwork.  In  the  past,  to  use 
ur  GST  tax  exemption  for  a  gift,  you 
d  to  file  a  gift  tax  return  with  the  Inter- 
Revenue  Service  and  make  a  special 
ction  on  it. 

Sound  simple?  Well,  maybe  your  lawyer 
/er  told  your  accountant  to  select  the  GST 
exemption.  Or  maybe  you  made  small 
nual  gifts  to  the  trust  (even,  say,  by  pick- 
up the  trust's  annual  accounting  fees) 
thout  tiling  a  separate  gift  return  for 
:h.  Those  contributions,  plus  whatever 
ry've  grown  to,  aren't  exempt — yet. 
The  new  law,  thankfully,  allows  the 
r  exemption  to  be  applied  retroactively 
such  cases.  This  isn't  automatic;  the  IRS 
1  has  the  final  say.  But  if  you  can  show 
rust's  flaws  were  due  to  honest  mis- 
.es,  the  IRS  should  be  accommodating. 
3ur  lawyer  or  accountant  should 
juest  a  private  letter  ruling  to  get  this 
called  Sec.  9100  relief.) 
Other  changes  could  be  a  big  help, 
edification  of  the  "unexpected  order  of 
ith"  provision,  for  example,  provides 
ief  to  folks  who  have  lost  an  adult 
ild.  Incredibly,  in  some  cases  the  old 
es  punished  grandchildren  who  had 
:n  orphaned,  even  though  the  GST  tax 
't  supposed  to  apply  when  a  grand- 
Id  is  your  closest  descendant. 
Bernard  Kent,  head  of  Pricewater- 
useCoopers'  Midwest  financial  plan- 
lg  practice,  offers  an  example  of  how 
s  unfair  result  can  come  about.  A  cou- 
funds  a  trust  for  their  son  and  his 
ure  heirs  with  a  whole  life  variable 


insurance  policy  that  pays  off  at  the  death 
of  the  second  of  them.  After  20  years  the 
husband  dies.  A  year  later  the  seemingly 
fit  40-year-old  son  drops  dead  jogging, 
leaving  two  young  children. 

Ai  this  point  $1  million  in  premiums 
have  been  paid  into  the  trust  and  the  pol- 
icy has  a  cash  surrender  value  of  $1.75 
million  and  a  death  benefit  of  $3  million. 

The  grandparents  carefully  protected 
the  trust  from  estate  taxes.  But  they  never 
made  a  GST  exemption  election  for  it, 
because  they  assumed  the  insurance  pro- 
ceeds would  go  to  their  son,  not  their 
grandkids.  Now,  it's  turned  into  a  genera- 
tion-skipping trust. 

Wait  a  minute.  Aren't  the  grandkids 
fatherless?  Yes,  but  when  grandma  and 
grandpa  paid  the  premiums,  their  son 
was  still  alive. 

Under  the  old  law,  after  her  son's  pre- 
mature death,  Grandma  could  protect 
just  $1.1  million  of  the  current  cash  value 
of  the  trust  from  the  GST  tax.  Under  the 
new  law,  however,  because  of  her  son's 
unexpected  death,  Grandma  can  allocate 
her  GST  exemption  retroactively  and 
apply  it  to  the  $1  million  in  premiums 
paid  in,  making  the  whole  trust  exempt 
from  transfer  taxes.  You  can  make  this 
retroactive  GST  exemption  without  spe- 
cial IRS  permission,  but  you  must  file  an 
amended  gift  tax  return  to  do  it. 

Another  important  change  gives 
trustees  the  option  of  splitting  existing 
trusts,  for  GST  tax  purposes,  provided  the 
trust  itself  and  state  law  permit  it.  Say  a  trust 
you  funded  for  your  daughter  and  her  chil- 
dren has  grown  larger  than  you  anticipated. 
You  can  hive  off  $1.1  million  of  it  (per 
grandparent)  and  put  that  into  a  separate 
GST  trust  for  the  grandkids,  where  it  can 
grow  without  ever  being  hit  by  the  GST  tax. 

Finally,  if  you  have  just  one  genera- 
tion-skipping trust  that  is  the  only  logical 
recipient  of  your  GST  exemption,  and  you 
are  making  small  annual  contributions  to 
it,  the  new  rules  can  save  you  on  fees, 
notes  Robert  Weinberg,  a  trust  lawyer  at 
Pepper  Hamilton  in  Philadelphia.  Having 
your  lawyer  file  annual  forms  for  your 
contribution  can  run  $500  to  $1,000  a 
year.  Now,  you  can  hold  off  and  not  file 
for  the  exemption  at  all;  the  IRS  will  apply 
it  to  the  trust  automatically.  But  it  gets 
tricky,  so  get  some  help.  F 
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Planes,  Trains  and 
1 8-Wheelers 

A  few  transport  companies  have  revenue  increases  that 
justify  the  recent  run-up  in  stock  prices. 


BY  TRICIA  MCGINNIS 

SHIPPING  COMPANIES  ARE  STILL  WAIT- 
ing  for  signs  of  an  economic  recov- 
ery. On  average,  the  latest  quarterly 
revenues  for  air  cargo,  railroads  and  truck- 
ing companies  show  little  change  from  the 
same  quarter  a  year  ago.  Nevertheless,  the 
S&P  index  of  transportation  stocks  is  up 
6.5%  since  the  start  of  the  year. 

While  the  stock  market  is  looking  for- 
ward to  an  economic  recovery  down  the 
road,  a  few  transportation  companies  are 
ahead  of  the  pack.  One  example:  Hous- 
ton-based Kirby,  which  operates  the 
largest  fleet  of  inland  barges  and  towing 
vessels  in  the  U.S.  In  addition  to  transport- 
ing chemicals  and  petroleum  products 
along  the  Mississippi,  the  $567  million 
(revenues)  company  also  provides  diesel 
engine  services  to  other  transport  compa- 
nies. The  stock  is  up  50%  from  a  year  ago. 

Despite  overall  market  weakness, 
Kirby  posted  a  14%  increase  in  sales  for 
the  latest  quarter,  ended  in  December.  In 
February  200 1  Kirby  added  94  barges  to 
its  fleet  through  a  leasing  agreement  with 
Dow  Chemical. 

When  the  lease  agreement  was  made 


Shipshape  Stocks 


On  the  Move 


Though  down  from  their  March  highs, 
transport  stocks  have  outperformed 
the  broader  market  so  far  this  year. 

120   Ratio  scale 


S&P  500 


gO    Source:  Market  Guide  via  FactSet  Research  Sysren 
Jan  Feb  Mar 


last  year,  Kirby  predicted  2001  per-sha. 
earnings  would  come  in  between  $1.45  ar. 
$1.55.  Despite  a  difficult  year,  the  firm  oui 
performed  that  estimate,  earning  $1.63  pi 
share  for  a  1 7%  year-over-year  improve 
ment.  Kirby  thinks  it  will  earn  betwee 
$1.92  and  $2.02  this  year.  The  stock  sel 
for  16  times  the  less  optimistic  number. 
Like  Kirby,  the  four  other  stocks  in  tr 
table  saw  their  latest  quarterly  revent 
advance.  They  expect  to  have  rising  profi 
in  2002  but  trade  for  less  than  the  averaj 
estimated  2002  P/E  of  24  for  the  transpo 
industry. 


These  transportation  companies  have  climbed  18%  on  average  over  the  past ; 
but  they  sell  for  no  more  than  15  times  estimated  2002  profits. 


Company 

Recent 
price 

52-week 

price 

change 

Latest 

12-month 

sales 

(Smil) 

Latest 
quarterly 

sales 
change1 

2002 

est  P/E 

GulfMark  Offshore 

Kirby 

Old  Dominion  Freight  Line 

RailAmerica 

Union  Pacific 

$37.50 

29.90 

13.95 

9.73 

58.95 

24% 
50 
39 
-3 
3 

$114 

47% 

10 

567 
502 
369 

14 

15 

3 

1 

■i 

11,973 

2 

14 

Prices  as  of  Apr.  2.  'Compared  with  previous-year  quarter. 

Sources:  Bloomberg  Financial  Markets:  FT  Interactive  Data  and  Market  Guide  via  FactSet  Research  Systems. 
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pulco  •  Puntarenas  •  Panama  Canal  •  Aruba  •  Grand  Cayman  •  Cozumel 


MAY  1  -  13,  2002 
apulco  -  Ft.  Lauderdale 
Crystal  Symphony 


'2* 


ellier 


in  Steve  Forbes 
His  Team  for  an 
Investment  Seminar 
at  Sea... 


John 
Dessauer 


Ken 
Fisher 


..ristopher 
Buckley 


Joseph 
Battipagl 


Don't  Miss  This 
Fotbes  Experience... 

12  fabulous  days  aboard  the  six-star 

luxury  liner,  Crystal  Symphony.  You'll  enjoy 
regal  treatment  from  the  acclaimed,  hand- 
selected  staff  whose  personalized  European 
service  sets  Crystal  apart  from  any  other  cruise 
line.  All  for  as  little  as  $6800  per  cabin. 

An  Investment  Seminar — it's  a 
unique  one-stop  educational  resource 

for  everything  that  relates  to  investing,  the 
economy,  and  your  money.  Whether  you  are 
developing  your  investment  skills,  and 
knowledge,  or  you  are  an  experienced  investor 
who  wants  to  advance  to  a  higher  level  of 
sophistication,  you  belong  on  The  Forbes 
Cruise  for  Investors. 

Informal  "get-togethers"  with  some 
of  the  world's  top  investment  advisors.  While 
enjoying  scrumptious  gourmet  meals... or 
walking  on  deck  in  warm  tropical  settings... 
buttonhole  the  experts  for  your  own  private 
question-and-answer  session... talk  with 
Ken  Fisher,  Joe  Battipaglia  or  even 
Steve  Forbes  himself! 


(001057) 


MONEY  &  INVESTING 


Makers  &  Breakers 


Recovery  Room 

BACK  FROM  THE  DEAD,  AETNA 
stock  is  up  74%,  to  $40,  from 
last  year's  low.  Time  to  sell?  No 
way,  says  Scott  Schermerhorn, 
manager  of  the  Liberty  Growth 
&  Income  Fund.  He  argues 
Aetna's  recovery  is  far  from  over. 
For  a  decade  Aetna  was  hell- 
bent on  growth,  adding  members 
at  the  expense  of  profitability. 
That  led  to  a  membership  sicker 
and  more  costly  than  those  of  ri- 
vals UnitedHealth  Group  and 
Cigna.  But  Aetna  began  stream- 
lining in  late  2000,  selling  finan- 
cial services  and  international  units  to  ING.  Just  three  months  prior, 
Aetna  (NYSE:  AET)  brought  in  a  new  chief  executive,  John  Rowe, 
former  head  of  New  York's  Mount  Sinai  NYU  Health,  to  refocus  on 
profitability.  Now  Aetna  is  raising  prices  and  prodding  low-profit 
accounts  to  flee.  Its  rolls  are  down  from  21  million  in  1999  to  17 
million  today  and  heading  lower.  It's  no  way  to  win  sainthood, 
but  necessary  for  survival.  Aetna  lost  $280  million  last  year. 

Rowe,  a  doctor  himself,  is  healing  relationships  with  Aetna's 
network  of  physicians,  and  Aetna  is  likely  to  pull  off  a  price  in- 
crease of  15%  this  year,  Schermerhorn  says.  Even  after  the  stock's 
run-up,  Aetna  remains  woefully  undervalued, 
relative  to  its  peers.  While  the  average  HMO  is 
valued  at  $  1 , 1 00  per  member,  Aetna  barely  hits 
$500.  After  losing  $  1 .95  a  share  last  year,  Aetna 
could  deliver  75  cents  this  year  and  $2  in  2003, 
says  Schermerhorn.       — Christopher  Helman 


For  more  financial  stats,  go  to  www.forbes.com/makers. 


in  the  1970s  and  1980s  spurred  investment  in  new  equipment,  he 
says.  Caterpillar  should  benefit  as  big  construction  firms  and  small] 
contractors  alike  find  equipment  purchases  more  affordable. 

Better  yet,  Caterpillar  (NYSE:  CAT)  had  already  begun  trim- 
ming expenses  and  improving  its  purchasing  and  dealer  net- 
works to  brace  for  a  flat  year.  Now  sales  could  end  up  rising  past 
the  expected  $22  billion  target  for  the  year.  At  a  recent  $54,  the 
stock  sells  for  20  times  earnings.  Braig  projects  Caterpillar  to  earn; 
$2.70  a  share  this  year  and  $3.50  in  2003.  — Daniel  Kruger 


A  Call  for  Pall 


INDUSTRIAL  FILTER  MAKER  PALL  CORP.  SET  PLANS  IN  FEBRUARYl 
to  pay  $360  million  for  the  filtration  business  of  Vivendi- — and 
cut  in  half  its  generous  3.4%  dividend  to  help  pay  for  it.  Thej 

news  sent  its  stock  spiraling  down  24%  in 

the  following  week. 

James  Norris,  manager  of  the  C&B  Mid : 

Cap  Value  Portfolio,  thinks  it's  time  to  buy. 

Pall  (NYSE:  PLL),  which  sells  filter  systems  to . 

chipmakers  and  the  aerospace  industry,  has 

strong  growth  prospects  in  biopharmaceu- 

ticals,  now  28%  of  its  $1.2  billion  in  sales. 

Norris  likes  Pall's  deal  with  the  Red  Cross 
for  blood  filters,  and  sees  growth  in  sales  to  city  water  systems.  At  | 
$20.50  Pall  trades  at  22  times  trailing  earnings.  Norris  thinks  EPS, 
at  95  cents  last  year,  could  rise  to  $  1 .45  two  years  out.      — CM. 


No  Bargain 


Industrial  Butterfly 

THE  BUDDING  ECONOMIC  RECOVERY  IS  GOOD 
news  for  heavy  equipment  maker  Caterpillar,  and 
the  economic  stimulus  package  Congress  passed 
last  month  could  be  even  better.  It  will  allow 
companies,  through  2004,  to  take  an  extra  30% 
first-year  tax  deduction  beyond  the  standard  al- 
lowance for  depreciating 
capital  equipment.  In  the 
first  year  of  ownership, 
that  equates  to  a  10%  re- 
duction in  cash  outlays  for 
the  buyer,  says  A.G.  Ed- 
wards analyst  L.  Michael 
Braig.  A  similar  tax  break 


DEPARTMENT  STORE  RETAILER  DILLARD'S  IS  SUDDENLY  IN  FASH- 
ion.  Shares  are  up  53%  since  Feb.  8,  when  William  Dillard, 
founder  and  chairman,  died  at  87.  Investors  speculated  the 
family,  which  controls  Dillard's  (NYSE:  DDS),  would  sell  out. 
Then  on  Mar.  5  it  reported  fourth-quarter  EPS  up  1 1%. 

Time  to  exit,  says  Merrill  Lynch's  Stacy  Turnof.  She 
questions  the  recent  run-up,  saying  the  family  won't  let  go.  Four  family  members 
run  the  company,  including  Chief  Executive  William  Dillard  II.  In  March  the 
company  adopted  a  "poison  pill"  to  prevent  an  unwanted  takeover.  The  improv- 
ing financials  only  look  so  good  because  they  come  after  years  of  poor  results 
because  of  poor  management  and  marketing  missteps:  It  paid  a  cosdy  $3  billion 
to  acquire  Mercantile  Stores  in  1998,  only  to  bungle  the  transition,  and  was  slow 
to  mark  down  items.  Like  other  department  stores,  it  also  lost  traffic  to  specialty 
retailers  like  Kohl's  and  Bed,  Bath  &  Beyond. 

EPS  has  fallen  an  average  1 5%  a  year  for  the  past  five  years  and  45%  last  year. 
Its  operating  margin  of  4.6%  is  well  below  the  industry  average  of  8.1%.  Total  and 
same-store  sales  were  both  down  3%  for  the  past  year.  Still,  at  $23.50  it  trades  at 
29  times  earnings,  versus  an  average  16  times  for  May  Department  Stores  and  13 
times  for  Fe<  lerated  Department  Stores.  Short  it  and  cover  at  $16.  — Luisa  Kroll 
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Reach  CEOs 

Where  They  Live 


z 

THt  *OML0f 

Here's  Their  Home  Address:  www.forbes.com 


New  research  from  Research.net  proves  that  C-level  executives  live  on  the  Web.  In  fact,  they  spend  more  time 
on  the  Web  than  they  do  with  any  other  medium  — an  astonishing  16  hours  per  week.  That's  more  than  5  times 
the  average  time  spent  online  by  the  general  population. 


Sf 


Media  consumption  in  hours  per  week: 


Newspapers 


Magazines 


Radio 


TV 


Online 


Population  avg. 
C-level  Executives 


And  while  these  busy  top  executives  visit  an  average  of  over  10  sites 
per  month,  their  favorite  Web  site  for  business  and  financial  informatior 
is  Forbes.com.  C-level  executives  visit  Forbes.com  at  more  than  twice 
the  rate  of  any  other  Web  site  in  the  category. 

Moreover,  these  C-level  executives  also  find  that  Forbes.com  feature: 
advertising  they  trust  and  believe  the  most. 

Reach  C-level  executives  where  they  live.  In  an  environment 
they  know  and  trust.  On  Forbes.com.  The  Home  Page  For  The 
World's  Business  Leaders.™ 


S  Research.net  February  2002. 

.  Suhler  2002 


Forbe; 
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CAPITALISM  IN  REAL  Til 


FREE  White  Paper 

"Online  Advertising  Update: 

A  Review  of  Research  Data  Measuring 
The  Growth  and  Effectiveness 
of  Online  Advertising" 


Get  your  free  copy  of  the  Online  Advertising  Update.  Published  by  eMarke 
it  provides  an  objective,  information-rich  overview  of  the  online  ad  markel 
including  its  growth  and  effectiveness,  as  well  as  CEO  research  data  froi 
Research.net.  Go  to  www.forbes.com/research. 

?  Marketer 
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4th  Annual  Forbes  Executive  Women's  Summit  •  May  16-17,  2002  •  The  Fairmont,  San  Francisco,  California 


2re  are  lots  of  advantages  to  being  a  woman. 

Here  are  two  more. 


ie  Forbes  Executive  Women's  Summit 

"inual  event  focuses  on  essential  leadership  strategies  in  a  time  of 
(ffenng  insights  and  applicable  strategies  to  help  manage  companies 
3r  the  storm  and  emerge  stronger  than  ever  before.  You  will  hear 
n  elite  group  of  innovators  and  leaders  who  are  building  the  new  road 
The  Summit  also  provides  an  unequalled  opportunity  for  women 
ives  to  network  with  their  peers  from  a  broad  spectrum  of  industries 
-ge  ties  that  will  endure. 

•med  speakers  include: 

Bostrom,  SVP,  Internet  Solutions  Group,  Cisco  Systems 
>avis,  Author,  Lessons  From  the  Future,  Future  Wealth,  and  Blur 
Fuller,  President  &  CEO,  Mirant 
S.  Gorelick,  Vice  Chair,  Fannie  Mae 
1  Patrick,  COO,  Martha  Stewart  Living  Omnimedia 
>lese,  CEO,  Marimba 


2.  Save  $100. 

If  you  are  reading  this  ad  you  are  entitled  to  a  $100  savings  on  the 
enrollment  fees  to  the  Forbes  Executive  Women's  Summit.  To  register 
and  receive  your  discount,  call  Amanda  Feszchur  at  212-367-3521  and 
be  sure  to  mention  your  discount  code  "AD02." 

OK,  so  it's  not  a  day  at  the  spa  but  who  doesn't  like  a  bargain? 


The  Forbes  Executive  Women's  Summit. 
A  great  place  to  meet  with  some  of  the 
smartest  people  on  earth:  Women. 

For  more  information  visit  our  web  site  at  www.forbes.com/conf 
Call  212-367-3521;  Email  afeszchur@forbes.com 
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Portfolio  Strategy  By  Kenneth  L.  Fisher 

Buy  Now 


THAT'S  A  TRICK  HEADLINE.  I'M  AS  BEARISH  AS  I  HAVE 
been,  without  interruption,  for  18  months.  (Check 
me  out.  The  archive  of  past  columns  can  be  found  on 
the  Web  page  cited  in  the  tag  line  below.)  The  headline 
refers  to  buying  good  investment  books,  not  stocks. 
In  the  1920s,  above  FORBES'  "Fact  and  Comment"  column, 
B.C.  Forbes  first  ran  the  line  that  Malcolm  and  Steve  later  used, 
"With  all  thy  getting  get  understanding."  While  waiting  for  the 
right  time  to  reenter  the  market,  you  should  bone  up  on  invest- 
ing. For  serious  students  of  finance,  the  most  important  new 
book  in  years  just  came  out:  Triumph  of  the  Optimists,  by  Elroy 
Dimson,  Paul  Marsh  and  Mike 
Staunton  (Princeton  University 
Press,  $99).  The  authors,  all 
from  the  London  Business 
School,  are  serious  scholars  who 
write  in  easily  understandable 
English. 

Yes,  the  price  is  high,  but 
their  book  offers  much  more 
than  anyone  has  before.  Educa- 
tional and  enjoyable,  this  book 
is  a  tremendous  reference,  pro- 
viding detailed  data  on  101 
years  of  returns  from  all  over 
the  globe.  Just  spend  an  hour 
with  it  and  you're  guaranteed  to 
learn  something  worth  the  $99. 
The  optimists  in  the  title  are 
those  in  the  1950s  who  believed 
stocks  would  have  a  9%  real  return  over  the  next  half-century — 
and  were  right. 

I've  studied  market  history  much  more  than  most  folks  and 
have  written  two  books  on  the  subject.  Nevertheless,  I  learned 
lots  from  Triumph.  For  example,  Dimson,  Marsh  and  Staunton 
show  how  markets  in  what  we  now  call  developing  nations  have 
been  important  for  a  long  time.  My  historical  knowledge  is 
mostly  about  America,  Britain  and  some  of  developed  Europe. 
I  had  no  idea  that  the  1900  Russian  and  Indian  stock  markets 
were  as  big  as  they  were  (almost  solely  owned  by  non- Russian 
and  non-Indian  suckers).  And  I  learned  that  the  17  biggest  mar- 
kets of  1900  had  a  combined  global  stock  market  share  very 
similar  to  what  they  have  today  (about  85%,  including  Russia). 
The  authors  teach  that  some  things  change  and  some  things 
never  do.  Knowing  the  difference  is  critical  to  success.  Another 
of  their  insights:  Over  the  long  term,  different  sectors  tend  to 
deliver  equivalent  returns  regardless  of  differing  growth  rates, 
industry  to  industry  or  even  country  to  country.  You  get 
more  growth  out  of  an  electronics  company  than  a  can 


A  crop  of  new 
investment 

books  just  came 
out  that  are 
well  worth 
the  money. 

They  are  better 

buys  these 
days  than  stocks. 


company,  but  the  prices  reflect 
this  difference — so  returns  on 
the  glamour  sector  are  not  nec- 
essarily better. 

Two  lesser  new  books,  stil 
worthwhile,  are:  The  Marke 
Gurus  by  John  Reese  and  Todc 
Glassman  (Dearborn,  $25)  anc 
Dean  LeBaron's  Treasury  of  In 

J  J  ^H         vestment    Wisdom    by    Dean 

PL  ^^    LeBaron  and  Romesh  Vaitiling 

^  am  (Wiley,  $25).  Both  address 

markets  through  the  minds  of  "gurus,"  investment  leaders  who've 
made  a  difference — 30  for  LeBaron,  9  for  Reese  and  Glassman. 
(Disclosure:  My  fellow  FORBES  columnist  David  Dreman  and  I  are 
included  in  the  Reese-Glassman  book.  They  are  far  too  kind  to 
me.)  Interestingly,  the  two  books  have  scant  overlap,  because  the 
ways  individuals  have  contributed  to  finance  is  vast  and  varied. 
They  share  only  stories  about  Warren  Buffett  and  Peter  Lynch. 

LeBaron,  the  retired  money  manager  and  one  of  the  orig- 
inal quants  (applying  computer  modeling  to  investment 
analysis),  now  calls  himself  an  "investment  futurist."  Still,  he 
largely  focuses  on  past  theory,  with  a  sweeping  view  of 
how,  over  the  last  half-century,  cheap  computer  time,  cheapi 
graduate-student  labor  and  creative  professors  combined  toi 
deepen  and  enrich  investment  thinking.  Reese  and  Glassman,; 
whose  Validea.com  Web  site  (which  is  no  longer  active) 
ranked  stock  pickers,  offer  slightly  more  futurism,  which  you 
might  expect  from  dot-comers.  For  instance,  they  detail  my 
views  that  the  public's  knowledge  of  markets  will  grow  vastly 
over  the  next  30  years.  The  race  will  go  to  those  who  learn 
more  sooner  and  act  on  their  knowledge. 

Good  new  market  books  have  been  rare  in  recent  years  and 
cheesy  ones  plentiful.  Most  of  the  best  are  classics  of  long 
standing.  By  a  wide  margin  the  best  source  of  used  books  is 
www.abebooks.com — a  real  marvel.  I've  bought  thousands  of 
books  there  over  the  years  for  very  little.  Screen  for  "stocl 
market"  books  and  you'll  find  6,600,  priced  from  $1,  up  ti 
$8,095  for  a  first  edition  of  Benjamin  Graham's  Security  Ana 
sis.  If  you  expand  your  search  from  "stock  market"  to  "inve 
ing,"  you'll  find  12,000  books. 

You  want  something  else  to  buy  while  we're  waiting  on  th 
market?  My  only  neckties  are  novelty  stocl  t  ones  (my 

favorite  has  a  dial  you  spin  to  bullish  or  bearish  graphics)J 
chiefly  from  Ebay  auctions,  at  about  $7  each.  Ebay  also  offers 
oddities  like  market  games,  cuff  links — even  books.  For  tiesj 
keywords  are  "bull,  bear,  tie."  Buy  now.  Unless  I  outbid  you.  F 


PYlfH*»C   I  Kenneth  *-  f,shei  is  a  WoMiwcie,  Calif.-based  money  manager. 

I  Visit  his  home  pa*    at  wwwi.torbes.com/fisher. 
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Capital  Markets  By  Marilyn  Cohen 

Interest  Rate  Chicken 


ti 


REMEMBER  THE  HOTROD  GAME  OF  CHICKEN  IN 
Rebel  Without  a  Cause,  starring  James  Dean?  Well, 
Freddie  Mac  has  some  intriguing  debt  instruments 
called  Range  Notes  that  challenge  you  to  a  game  of 
interest  rate  chicken.  I  am  going  to  put  up  a  yellow 
light  for  these  investments.  You  can  make  a  nice  return  from 
them,  but  you  can  also  get  killed.  Go  in  with  eyes  open. 

Freddie  Mac  has  outstanding  some  $5  billion  of  medium- 
term  structured  notes,  "structured"  meaning  that  you  don't 
have  a  simple  coupon.  Example:  the  Freddie  Mac  structured 
note  maturing  Feb.  28,  2012,  issued  in  January.  The  nominal 
coupon  is  10.125%  a  year,  about 
four  points  better  than  what 
you  would  expect  on  a  ten-year 
Freddie.  But  you  earn  that 
10.125%  only  on  days  when  a 
money  market  interest  rate 
(specifically,  the  three-month 
London  Interbank  Offered 
Rate,  for  dollar  loans)  stays 
below  7%.  On  days  when  Libor 
tops  7%,  your  coupon  drops  to 
0%.  Freddie  Mac  can  call  the 
note  at  any  time  after  the  first 
three  months.  I  will  explain  in  a 
moment  why  callability  is  an 
extremely  significant  feature  of 
this  note. 

At  the  moment  Libor  is  2%,  thanks  to  Alan  Greenspan's 
efforts  to  revive  the  economy  by  dumping  wheelbarrows  full  of 
currency  on  the  streets.  It  is  highly  likely  that  short-term  money 
rates  will  creep  up  over  the  next  year  or  two.  But  they  would 
have  to  move  a  full  five  percentage  points  before  your  coupon 
goes  to  zero. 

At  the  moment,  holders  are  happily  pocketing  the  high 
coupon.  Should  you  take  a  chance  on  a  structured  note?  Maybe. 
But  you  should  consider  these  five  caveats. 

First,  don't  for  a  moment  think  that  this  is  a  bond  with  a 
10%  yield  and  compare  it  to  other  yields  available  in  the  bond 
market.  What  you've  got  is  a  6%  bond  coupled  with  a  side  bet 
in  which  you  collect  4%  for  writing  an  insurance  policy  for 
Freddie  Mac.  The  policy  insures  Freddie  against  the  unlikely 
event  that  interest  rates  go  haywire  in  the  next  decade.  If  they 
do,  Freddie  will  come  to  you  and  collect  on  the  policy,  and  that 
will  hurt.  Worst-case  scenario  (or  almost  worst):  Interest  rates, 
short  and  long,  shoot  to  10%  tomorrow  and  stay  there.  Then 
your  note  turns  into  something  scarcely  better  than  a  ten-year 
zero  coupon  bond,  and  that  bond  would  have  a 
market  value  of  only  38  cents  on  the  dollar. 


Freddie  Mac  has 

notes  that  pay 

three  to  four  points 

over  the  yield  on 

investment-grade 

bonds.  They  are 

lucrative— but 

scary. 


If 


Second,  that  call  feature  is 
bad  news.  By  issuing  paper  like 
this,  Freddie  can  watch  whatfllf 
happens  to  interest  rates  for,  say, 
the  next  year.  If  they  stay  fairly 
low,  Freddie  calls  in  the  note 
and  you  collect  your  4%  insur- 
ance premium  for  only  a  year.  If 
rates  shoot  up — if  they  get  even  j  A 
close  to  the  7%  trigger  point — p 
Freddie  leaves  the  note  out- 
standing, knowing  that  the  odds 
are  good  it  will  collect  something  on  its  insurance  policy.  It's  i 
like  a  poker  game  in  which  Freddie  has  the  option  of  folding 
after  the  cards  are  dealt,  losing  only  the  ante,  but  if  you  get  dealt 
a  bad  hand,  you  have  to  put  more  money  into  the  pot. 

Third,  know  that  if  you  want  to  play  interest  rate  chicken, 
there  are  other  ways  to  do  it.  Instead  of  buying  one  of  these 
things,  you  could  buy  a  conventional  Treasury  bond  and  then, 
using  a  small  part  of  your  funds,  take  a  modest  flier  in  the^l 
options  market.  For  a  bullish  bet  about  the  money  market  (that  |  u 
is,  a  bet  that  interest  rates  will  stay  low),  buy  a  eurodollar  futures 
option  on  the  Chicago  Mercantile  Exchange.  If  you  are  right, 
you  will  make  a  nice  profit.  If  you  are  wrong,  your  loss  is  limited  ■ 
to  the  option  premium.  Recently,  a  March  2003  call  option  on 
$1  million  of  three-month  eurodollar  deposits,  with  a  strike 
price  that  assumes  a  3.5%  interest  rate,  would  have  cost  you 
$325.  If  the  eurodollar  rate  ends  up  at  only  2.5%,  your  option 
would  be  worth  $2,500  at  expiration. 

If  you  win  your  game  of  chicken,  you  will  be  better  off  at 
tax  time  with  the  option  than  with  the  structured  note.  Option 
gains  are  taxed  at  a  blended  short-term/long-term  capital  gain 
rate.  The  coupon  on  the  Freddie  Mac  is  pure  ordinary  income. 
Fourth,  liquidity  can  be  low.  Although  there  are  a  lot  of 
structured  notes  outstanding,  individual  issues  I  have  seen  and 
participated  in  are  relatively  small,  $15  million  to  $40  million. 
This  means  your  chances  of  getting  out  before  maturity  at  a 
good  price  are  slim. 

Fifth,  think  about  who  is  selling  you  this  note.  Freddie  Mac 
is  not  in  the  business  of  handing  out  excess  returns  to  small 
investors.  It  is  a  good  assumption  that  Freddie — or  some  bond 
trader  who  might  be  your  immediate  source  of  the  note — has 
access  to  a  fancy  computer  program  that  evaluates  all  the  possi- 
ble trajectories  of  the  interest  rate  curve  over  the  next  decade 
and  the  probability  of  each.  These  guys  might  sell  you  the  note 
for  a  price  higher  than  its  intrinsic  value.  They  definitely  will 
not  sell  it  for  less.  F 
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ALL-NEW  from  Forbes 


: 


ow  -  use  the  cutting-edge  science  of  quantitative  analysis 
o  virtually  eliminate  the  No.1  reason  individual  investors 

make  unprofitable  decisions. 


ie  Forbes  Aggressive  Growth 
tor  is  a  professionals' system  of 
k  picking  and  market  analysis 
that  will... 

mize  subjective  decision  making. 

•cks  expected  to  outperform  the 
■es 

,'ou  with  greater  certainty  when 
Ibould  consider  selling  a  stock. 

air  anxiety  level  in  a 
ile  market. 

Forbes  Aggressive  Growth  Investor  is  a 
•based  program  that  virtually  eliminates 
nt...opinion...and  subjective  reasoning 
e  stock  picking  process  by  using  a 
tary,  market-tested  computer  program. 
pon  the  science  of  quantitative  analysis, 
lputer  model  is  able  to  more  accurately 
a  stock's  short  term  performance. 

ck  tested  for  a  period  of  10  years 
prove  the  system's  effectiveness. 

Ie  the  Forbes  Aggressive  Growth  Investor 
service,  the  computer  model  behind  the 

has  been  in  use  tor  over  ten  years.  Here's 
nted  proot  this  system  of  quantitative 
really  works: 

r  the  past  10  years  the  system  beat  the 
)  in  every  year  except  one.  On  a  com- 
d  basis  the  system  yielded  more  than 
$  greater  profits. 


Boosted  Returns 

an  EXTRA  362% 

Year 

S&P 

Applying  System 

1990 

-3.1% 

15.20% 

1991 

30.5% 

77.60% 

1992 

7.6% 

34.80% 

1993 

10.1% 

47.10% 

1994 

1.3% 

6.40% 

1995 

37.6% 

58.10% 

1996 

23.0% 

39.20% 

1997 

33.4% 

50.60% 

1998 

28.6% 

27.40% 

1999 

21.0% 

26.90% 

2000 

-3.0% 

3.50%* 

Average 

17.0% 

35.16% 

•Through  August  2000 

Put  another  way: 

J  M  0,000  invested  with  the  help  of  quantitative 
analysis  would  have  grown  to  $239,391 ! 

_l  $10,000  in  an  S&P  index  fund  grew  only 
to  $51,716! 

Discover  the  Million-Dollar  Advantage 

Until  now,  the  cost  of  the  sophisticated  com- 
puter programsVequired  to  apply  the  science  of 
quantitative  analysis  to  an  investment  portfolio 
made  it  an  advantage  available  only  to  large 
institutions  and  their  key  accounts.  But  now,  the 
Forbes  Aggressive  Growth  Investor  makes  this  val- 
uable stock-picking  tool  available  to  you. 


Now,  as  a  Charter  Subscriber  to  the  Forbes 
Aggressive  Growth  Investor,  you  can  be  the  kind 
of  cold-blooded,  disciplined  and  consistent 
investor  who  rides  out  the  storm  and  goes  on 
to  greater  profits. 

Act  now  -  Get  a  FREE  Issue, 
Save  $300,  PLUS  get  a  FREE  Report 

Just  mail  the  coupon  below  and  we'll  be 
happy  to  send  you  a  FREE  issue  of  the  Forbes 
Aggressive  Growth  Investor  so  you  can  evaluate 
it  for  yourself.  In  your  FREE  issue,  you'll  find 
our  portfolio  of  50  of  the  currently  best-to-own 
growth  and  momentum  stocks.  Each  month  the 
computer  filters  and  rates  some  3000  stocks, 
identifying  the  50  most  likely  to  enjoy  continued 
and  significant  short  term  gains,  stocks  that  will 
hopefully  double.. .triple.. .and  even  quadruple  in 
the  next  six  to  eighteen  months. 

Each  month,  as  the  computer  model  recal- 
culates, we  add  new  stocks  and  recommend 
selling  others. 

Act  now  to  become  a  Charter  Subscriber 
and  in  addition  to  a  FREE  sample  issue, 
you'll  also  save  $300  off  the  single- 
issue  price  of  an  additional  12 
issues.  Plus  with  your  paid 
subscription  you'll  receive  a 
FREE  copy  of  7  Growth  Stocks 
to  Confound  the  Skeptics. 

Remember,  this  is  about  using       ^A/^1 
science,  not  judgment  to  accumulate 
wealth.  It's  a  system  that's  exactly  right 
for  this  volatile  stock  market. 


1/2-PWCE> 
-  OFFER!  FREE  ^ 

X    SAMPLE   ; 
V  ISSUE!  .T 


ES  AGGRESSIVE  GROWTH  INVESTOR  HALF  PRICE  CHARTER  SUBSCRIPTION  RESERVATION 


I  Please  send  me  a  FREE  sample  issue  of  the  all-new,  Forbes  Aggressive  Growth  Investor  and  reserve  a  one  year  Charter 


'-m^M  XCw^  •  Subscription  (an  additional  12  issues)  in  my  name  at  the  money  saving  rate  of  $300  off  the  single  issue  cost.  If  not 
delighted  I  will  return  your  invoice  marked  cancel  and  that  will  end  the  matter.  Upon  receipt  of  my  payment,  you'll  also  send  me  a 
FREE  copy  of  the  Bonus  Report:  7  Growth  Stocks  to  Confound  the  Skeptics. 

Z)  I  prefer  to  pay  now.  Guarantee:  full  refund  if  not  delighted  with  your  FREE  sample  issue. 
Pro-rated  refund  if  you  cancel  later  in  your  subscription  period. 

□  Check  enclosed  for  $295  payable  to  Forbes  Aggressive  Growth  Investor 
J  Charge  my:   J  Visa  □MasterCard   GAmEx.  □  Diners  Club 

Acct.  # Expires:. 

_l  Bill  me  later  for  $295.  If  not  delighted  with  the  FREE  issue  return  the  invoice  marked  cancel. 


For  faster  service,  call  toll-free 

1-800-249-7449 


Name_ 
City 


Address 


Mail  to:  Forbes  Aggressive  Growth,  P.O.  Box  5096,  Harlan,  I A  51593-0596 


_State_ 


_Zip_ 


jmfrb429 


r^sJ 


business  decisions  today  1 


w  you  used  IDC,  you  did. 

or  nearly  four  decades,  IDC  has  been  helping 
business  leaders  worldwide  make  strategic, 
fact-based  decisions  about  technology  that 
will  ensure  the  success  of  their  organizations. 

To  learn  more  about  how  you  can  use  IDC's 
Investment  Research  Seivices  to  make  sound 
investment  decisions,  visit  www.idc.com  or 
contact  IDC  elnvest@idc.com. 

IDC  Corporate  Headquarters,  5  Speen  Street,  Framingham,  MA  01701,  508-872-8200 


Analyze  the  Futi 


!  ARSOl  HARD  WORK,  USE  [III  c ,  \KI  Nl.R  HAD  TENDED 
cattle  on  the  plains  of  Texas,  harvested  wheat  in  Saudi  Arabia 
and  mediated  court  disputes.  But  in  late  1999  he  rnet  his 
match  in  "Dallas  crud,"  what  he  thought  was  a  nasty  upper 
respiratory  infection.  Then  his  doctor  heard  crackling  in  his 
lungs,  a  sign  of  honeycomb-like  scarring  that  could  kill  him  in 
ree  \  ears. 

Hilgartner,  now  67,  was  diagnosed  with  idiopathic  pulmonary 
>rosis I  IFF),  one  of  the  more  lethal  forms  of  severe  fibrotic  con- 
tions  that  afflict  more  than  10  million  Americans.  On  his  doctor's 
vice  he  takes  thrice-weekly  injections  of  Actimmune,  a  medica- 
>n  that  has  been  approved  to  treat  such  diseases  as  osteopetrosis, 
Done  disease  affecting  children.  Hilgartner  says  the  drug  has  al- 
tdy  extended  his  life,  giving  him  the  energy  to  leave  the  house,  go 
the  opera  and  even  travel  overseas. 
Some  doctors  believe  the  drug  may  work  on  IPF  because  it  acts 
i  collagen,  a  common  protein  found  in  skin,  bone  and  blood 
ssels.  InterMune,  the  publicly  held  biotech  boutique  in  Brisbane, 
dif.  that  makes  Actimmune,  is  conducting  trials  aimed  at  prov- 
g  the  drug's  effectiveness  in  treating  IPF. 

Fibrosis  is  an  underhanded  villain,  scarring  the  tissue  of  the 
art,  lungs,  kidneys  or  limbs  with  uncontrolled  production  of  the 
•dy's  own  healing  agents.  The  disease  can  emerge  after  trauma, 
ch  as  a  heart  attack,  or  after  years  of  smoking  or  alcohol  abuse. 


rr-  ,1    ■     .      i    r       r       ■      tu  Fibrogen's  Thomas 

I  issue  cells,  instead  or  performing  the  nor-  .  „  .    ° 

r        ,    .  ,  Neff  found  antibodies 

mal  self-repair  of  damaged  tissue,  begin         tnat  s|ow  scarrjng 

laying  down  excessive  layers  of  collagen  to 

help  build  a  scar.  The  rate  of  scarring  outpaces  collagen's  natural 

breakdown,  choking  the  life  out  of  the  organ  or  paralyzing  a  limb. 

In  the  case  of  IPF  patients,  the  lung  surface,  which  usually  is  only 

micrometers  thick,  clogs  up  to  the  thickness  of  a  bicycle  inner  tube. 

(Fibrosis  is  unrelated  to  cystic  fibrosis  and  fibroid  tumors;  50,000 

Americans  have  the  lung  form  of  fibrosis.) 

Now,  after  years  of  research  into  the  molecular  workings  of 
scarring  and  healing,  doctors  have  promising  clues  to  effective 
treatment.  The  latest  work  revolves  around  two  culprit  proteins, 
transforming  growth  factor  beta  (TGF-beta)  and  connective  tissue 
growth  factor  (CTGF).  This  tag  team  triggers  the  production  of 
collagen  and  its  spread  to  healthy  cells  around  a  wound  site. 

An  experimental  new  class  of  drugs  is  aimed  at  rendering  TGF- 
beta  and  CTGF  ineffective  by  blocking  their  ability  to  bind  with  cell 
receptors.  Results  from  lab  tests  and  limited  human  trials  show 
that  these  drugs  can  improve  lung  capacity  by  10%  or  cut  collagen 
production  by  70%.  Though  these  results  fall  short  of  a  cure,  re- 
searchers hope  that  early  intervention  with  these  new  drugs  can 
give  patients  a  few  more  years,  perhaps  many  more. 

"We  intend  to  tame  fibrosis,"  says  Thomas  Neff,  chief  executive 
of  Fibrogen,  a  privately  held  biotech  firm  in  South  San  Francisco, 
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HEALTH     FIBROSIS 


How 
To 
Fight 
Fibrosis 


Damaged  lungs 


from  smoking, 
inhaling  asbestos 
or  some  other 
traumatic  event. 


Healing  process  begins  when  the  TGF-beta 
protein  (red)  binds  with  cell  receptor.  It  enters 
the  cell,  triggering  release  of  the  CTGF  protein 
(blue).  CTGF  binds  with  receptor  and  signals 
collagen  production  (lower  right). 


Scarring  begins  to 
overwhelm  lungs. 
Tissue  becomes  so  rigid 
that  the  lungs  can't 
expand  or  contract. 


InterMune's  Interferon 

product  Actimmune  (greer1  ^ 
blocks  TGF-beta  from  bind!  ^ 
with  receptor.  It  may  incrd  a 
lung  capacity  by  10%. 


Calif.  It  will  begin  patient  trials  of  its  drug  early  next  year. 

Most  big  drug  firms  have  taken  a  back  seat  in  fibrosis  research. 
Each  variety  of  fibrosis  attacks  a  wound  site  differently,  so  chances 
are  slim  of  finding  a  broad-reaching  blockbuster.  Small  biotechs 
have  picked  up  the  slack,  with  Fibrogen  and  Intermune  in  the  lead. 

Fibrosis  has  baffled  doctors  for  decades.  Steroids  were  used  in 
the  1970s  to  reduce  inflammation,  but  they  helped  only  20%  of  pa- 
tients and  caused  mood  swings  and  weight  gain.  In  the  1980s  doc- 
tors began  experimenting  with  ACE  inhibitors  because  of  their  abil- 
ity to  block  angiotensin,  a  protein  long  thought  to  cause 


inflammation.  Side  effects  were  manageable,  but  the  drugs  workec1  B 
only  in  a  similarly  small  percentage  of  patients. 

In  the  late  1970s  several  researchers  made  an  important  break-! » 
through  when  they  stumbled  onto  TGF-beta  while  studying  the 
relationship  between  cancer  and  tumor  growth.  Scientists  ther 
studied  how  injections  of  TGF-beta  in  lab  rats  accelerated  fibrotic^1 
scarring  at  a  wound  site.  TGF-beta  was  one  of  the  first  proteins  tc 
show  up  at  the  wound,  leading  a  cascade  of  molecules  that  produce 
collagen.  But  a  drug  that  simply  blocks  TGF-beta  seemed  infeasiblet 
The  protein  changes  roles  constandy,  sometimes  suppressing  thtr 
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Bio-Rad  (BIO. A),  the  leading  supplier  of  tests  for  mad  cow  disease.  Imperial  Oil  Limited  (IMO),  the  largest  inteim 
catalog  and  online  retailers.  They  all  have  two  things  in  common:  They're  industry  leaders.  And  they've  found  the   But 
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growth  of  damaged  cells,  other 
times  helping  healthy  ones  pro- 
liferate. Mice  that  were  bred 
without  die  gene  for  TGF-beta 
scarred  less  and  soon  died  from 
severe  inflammation. 

During  this  period  Gary 
Grotendorst,  then  an  assistant 
professor  at  the  Medical  Univer- 
sity of  South  Carolina,  was  test- 
ing TGF-beta's  relationship  to 
other  growth  factors.  When 
studying  slides  from  animal  tri- 
als, he  kept  noticing  a  mysterious 
protein  that  he  later  identified  as 
GF.  He  found  that  once  1  ( ,1  -beta  activated  a  cell,  it  triggered  the 
til  gene  to  make  its  protein  (see diagram).  By  1992  Grotendorst, 
10  had  done  work  at  the  University  of  South  Florida  and  is  now 
the  University  of  Miami,  concluded  that  it  was  CTGF,  not  TGF- 
ta,  that  triggers  collagen  production  by  binding  to  specific  cell  re- 
ctors. The  best  part:  CTGF,  concerned  primarily  with  spreading 
llagen  production  to  neighboring  cells,  had  a  much  more  limited 
e  than  TGF-beta.  That  made  it  dn  ideal,  narrow  drug  target. 
In  1994  the  University  of  South  Florida  licensed  the  patents 
Grotendorst's  work  to  Fibrogen,  which  has  raised  $100  million 


brogen  s  human  antibody 
oduct  (green)  prevents 
TGF  from  binding  with  cell 
ceptor.  Collagen  production 
n  be  cut  by  70%. 


to  develop  two  parallel  approaches  to  attacking  the  disease.  The 
first  involves  disabling  CTGF  with  human  antibodies,  the  guided 
missiles  of  the  immune  system.  Antibodies  are  remarkably  spe- 
cific in  their  ability  to  pick  out  and  kill  culprits  from  a  sea  of  mol- 
ecules without  producing  side  effects  elsewhere.  Fibrogen  re- 
searchers spent  two  years  painstakingly  screening  150  antibodies, 
and  found  2  that  hinder  CTGF's  ability  to  bind  with  cell  receptors. 
In  animal  trials  in  2001,  Fibrogen's  experimental  drug  cut  collagen 
production  by  up  to  70%.  This  compound  will  enter  initial  clini- 
cal trials  early  next  year  for  skin  and  lung  fibrosis. 

Fibrogen's  other  approach,  a  joint  effort  with  Japan's  Sankyo, 
is  to  screen  thousands  of  small-molecule  proteins  on  their  shelves 
and  those  of  other  firms  to  see  whether  one  or  two  will  block  CTGF 
from  binding  with  receptors  or  knock  out  one  of  the  collagen- 
producing  signals  that  CTGF  sends  into  a  cell  nucleus.  Trials  for 
this  program  are  several  years  away. 

InterMune's  entry,  Actimmune,  suppresses  production  of  TGF- 
beta  by  disrupting  the  signals  inside  the  factorylike  fibroblast  cells 
that  make  it.  The  drug  is  a  synthetic  version  of  interferon  gamma- 
lb,  a  distant  cousin  of  the  more  famous  virus  fighter  used  against 
hepatitis  and  cancer.  Its  latest  trial  is  following  330  IPF  patients 
who  have  shown  little  progress  on  steroids.  Investors  have  made 
this  a  highly  speculative  stock:  InterMune's  share  price  has  doubled 
to  $30  since  March  2001,  giving  it  a  $950  million  market  capital- 
ization on  only  $40  million  in  revenue.  F 


j£hU 


HI  II  i :*. r~      r  H U n 

.         .       ...         ...       ...      m«m»  *  •      a    ••*      ••• 


kfc    U\'\     l  ui" 


AMERICAN 

n  company  in  Canada.  And  Lillian  Vernon5'  (LVC),  one  of  America's  favorite  STOCK  EXCHANGE® 

ent  to  thrive.  The  American  Stock  Exchange.  Opportunity,  made  fresh  daily:"  Equities  Options  ETFs 


FORBES  LIFE 


- 


Spin  Cycle 


Want  to  take  a  long,  leisurely  pedal  across,  say,  New  Zealand?  First,  lie  down. 


BY  ALAN  FARNHAM 

EXPEDITIONARY  TRIKE"  SOUNDS  SILLY— LIKE 
"nuclear  thumbtack."  Adults  who  haven't  thought 
about  trikes  since  childhood,  much  less  ridden 
one,  may  thus  be  startled  to  learn  that  the  72-speed 
Greenspeed  expeditionary  tricycle  pictured  here 
commands  a  price  tag  of  $3,800.  In  the  past  ten  years  trikes 
have  quietly  evolved  into  slick  vehicles  capable  of  carrying  not 
just  a  full-size  adult  but  plenty  of  that  adult's  worldly  goods — 
tents  and  camping  gear,  especially.  Recumbent  trikes  tin  which 
you  recline  to  pedal)  are  so  comfortable  that  riders  can  tour 
for  hour  after  hour  without  incurring  any  of  the  aches,  pains 
or  soreness  born  of  straddling  a  saddle. 

These  attributes  make  trikes  into  tools  for  epic  trips.  Right 


now  on  the  northern  island  of  New  Zealand,  Sharyn  Yelverto; 
54,  and  Patrick  Barley,  58,  are  completing  the  second  leg  i 
what  they  hope  will  be  a  trip  around  the  world  on  two  Au 
tralian-made  Greenspeeds.  Reached  by  phone  during  a  layov 
in  Auckland,  the  couple  say  that  though  they  are  camping  nil 
nights  out  of  ten,  life  on  the  road  is  not  spartan.  Their  ge; 
includes  two  computers,  two  mobile  phones,  a  radio,  binoci 
lars,  four  or  five  books,  stuffed  animals,  two  full-size  pillov 
and  a  set  of  silk  sheets. 

Critics  of  recumbents  sometimes  fault  their  hill-climbir 
ability.  Patrick,  having  just  climbed  plenty,  reports  he's  hadj; 
problems.  On  an  upright  bike,  he  notes,  as  speed  drops,  a  rid 
must  dismount  or  risk  toppling  over.  But  he,  on  his  low-slui 
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►  $3,800  gets  you  a 
made-to-order  CroMo 
4130  frame  (sized  to  each 
owner's  dimensions),  72 
speeds,  fully  independent 
disc  brakes,  tires  made  for 
on-  or  off-road  travel, 
center-point  steering,  rear 
mudguard  and  a  range  of 
colors  from  "claret"  to 
"bistro  orange." 


ee-wheeler,  merely  drops  a  gear  and  keeps  right  on  going, 
»eit-  slowly.  Downhill,  recumbents  have  been  clocked  at 
mph.  Patrick  admits  recumbency  takes  getting  used  to:  A 
er  "must  be  more  aware  of  pedaling  technique,"  he  says,  since 

possible  to  exert  so  much  force  that  you  strain  your  knee. 

Though  Greenspeed  (www.greenspeed.com.au)  is  by  far  the 
;gest  manufacturer  of  recumbent  trikes,  having  sold  about 
00  since  1990  (most  to  buyers  in  the  U.S.),  it's  by  no  means 
:  only  game  in  town.  Robert  J.  Bryant,  publisher  of  Recumbent 
clist  News  (www.recumbentcyclistnews.com),  counts  nearly 
3  dozen  manufacturers  worldwide — some,  including  Green- 
ed, that  make  tandem  recumbent  trikes.  Had  Patrick  and 
iryn  perhaps  considered  one  of  those?  For  a  moment  there  is 
rnce  on  the  line.  "Yes,"  says  Patrick,  slowly;  they  had.  But  they 
red  it  might  be  carrying  togetherness  too  far.  "A  bit  like  living 
each  other's  pocket,  no?"  F 


Military 
Wheels 

Noncombatants  now  can  pedal  Darpa's  bike. 

0 


■ 


NCE  HE  HITS  THE  GROUND,  A  PARATROOPER  CARRYING  80 
pounds  of  gear  can  average  only  25  miles  a  day  on  foot. 
How  to  increase  that  range?  Give  him  transportation. 
With  a  horse,  for  instance,  he  can  do  100.  It's  tough,  though, 
parachuting  a  horse— not  to  mention  the  40  pounds  a  day  of 
feed.  A  motorcycle,  maybe?  There  again,  fuel  can  be  a  prob- 
lem. And  if  stealth  is  what  you're  striving  for,  an  engine's  heat 
and  noise  are  no-nos. 

So  how  about  a  bicycle? 

That  was  the  solution  the  Defense  Advanced  Research 
Projects  Agency  came  up  with.  In  1998  it  turned  for  help  to 
Montague,  a  company  in  Cambridge,  Mass.  that  designs  and 
sells  full-size  bikes  that  fold.  Together  they  produced  the  Para- 
trooper, a  folding  bike  now  used  by  the  Marines,  Special 
Forces  and  Military  Police  in  the  Middle  East.  And  yes,  para- 
troopers really  have  jumped  out  of  airplanes  with  it. 

The  civilian  version,  which  retails  for  $650,  measures 
when  folded  approximately  3  feet  by  3  feet  by  a  foot.  Turn  a 
single  quick-release  lever,  and  in  less  than  30  seconds  (with- 
out need  for  any  tools)  you've  got  a  24-speed  mountain  bike 
with  26-inch  wheels.  Parts  are  standard  and  easily  replace- 
able. Weight:  29  pounds.  You  can  stow  it,  folded,  in  the  trunk 
of  your  Humvee.  Better  yet,  you  can  check  it  as  ordinary  lug- 
gage next  time  you  fly,  thus 
^^P^  mJ^f^"*  saving  yourself  the  $90  sur- 
'      *  vOM  kV  charge  airlines  usually  levy 

on  bicycles. 

James  Ivey,  a  manager 
of  industrial  warehouses  in 
Texas,  takes  his  Paratrooper 
when  he  travels  in  his  own 
six-passenger  plane,  so  he 
can  have  easy  transportation  into  town  from  country  airstrips. 
Ivey,  36,  has  owned  folding  bikes  before.  But  he  says  the 
miniature  kind  with  "itty-bitty  wheels"  made  him  feel  ridicu- 
lous: "You  look  like  somebody  in  a  circus." 

The  Paratrooper  is  made  in  Taiwan.  Buy  it  from 
Montague  (www.militarybikes.com;  800-736-5348)  or 
through  a  dealer.  —  A.F. 
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Toss  it  in  your  Humvee. 
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BusinessClassified 


Advertisement 


Montana  Real  Estate 


Extraordinary  Montana  Lake  Living. 

The  Mission  Bay  Preserve  is  a  private  enclave  on  the 
west's  largest  natural  freshwater  lake.  We  are  offering 
just  fifty  1  to  5-acre  homesites  on  over  300  acres.  More 
than  one-half  of  the  property  is  protected  in  a  wildlife 
and  wetlands  preserve.  Enjoy  stunning  360-degree 
views  including  Flathead  Lake  and  the  soaring  Mission 

Mountains.  Next  to  a  27-hole  golf  course.  Two  ski 
areas  nearby.  From  $245,000.  Please  contact  us  today. 

Poison,  Montana  (  800-375-0487  \  Email:  info@tnissionbayhotne.com 


MONTANA  LAKE  COMMUNITY 


Health 


Business  Services 


STUTTER? 

Latest  Findings 
stuttering.com 

The  National  Center  For  Stuttering 


Business  Credit  Reports 

In-depth  detailed  information  on  14 
million  businesses  -  virtually  every  U.S. 
&  Canadian  business. ..only  $3  each. 

Click  or  Call  Now  -  Your  First  Report  is  FREE! 

BusinessCreditUSA.com 

Toll-Free:  1  888  274  532  5  ,,F0R 


Real  Estate 


miamiluxurypenthouses.com 

Visit  our  website 

or  call 
1.800.983.7060 


Horse  Racing  Partners 


Mailing  Lists 


Sales  Leads  &  Mailing  Lists 


14  Million  Businesses  -  Select  by  geography,  sales  volume, 
business  type,  contact  name,  credit  rating,  and  more. 

250  Million  Consumers  -  Select  by  age,  income,  home  value, 
buying  behavior,  geography,  and  more. 

Customer  Analyzer  &  Prospect  Builder  •  Analyze  your  current 
customers  &  find  prospects  that  match.  Free  analysis  &  25  Free 
prospects  at  infoUSA.com. 


#s^  1  -800-555-5335 


Something  new  and  exciting  in 
Horse  Racing  Partnerships 


www.partingglassracing.com 


(877)  RACE  WIN  {722-3946} 


Investments 


Your  Future  is  NOW! 


Growth  Industry  with  80%  Margins. 
Home/Mobile/Storefront-Low  Risk- 
Fast  Cash  Flow.  Certified  Training  and 
Equipment.  Easy  Financing  Plus 
Lifetime  Support. 
1-512-339-8213x118 
www.RamoraU.com 


For  information  and 

rates  on  advertising 

in  the  next  Forbes 

Display  Classified  Section 

Call  Media  Options 

1  -800-44  2-6441 


Business  Opportunities 


$4,500 
PER  CLIENT 


Offering  affordable  asset  protection 
to  make  clients  lawsuit  proof.  All 
the  local  appointments  you  can 
handle.  Lifetime  residuals.  24-hr. 
recorded  info.  (800  (-653-4497 


e-mcorporate.com 


•  Registered  agent  services 
•U.S.  bank  accounts  opened 

•  Nominee  director  services 
Delaware  Incorporation  Handbook 

Delaware  Business  Incorporators,  Inc. 
800.423.2993 


WHY  DIDN'T  I  THINK  OF  THAT 


That's  the  response  we  hear  after  we 
explain  our  unique  and  exciting 
opportunity.  If  you're  looking  for  a 
simple  business  with  HIGH  INCOME 
POTENTIAL  and  absolutely  no 
downside.  let's  talk.  $12,900 
Investment  required. 


Call  1-800-675-6144 


Buy  Foreclosed  Properly. 

Use  OUR  Money.  Split  Big  Profits. 

Complete  Training.  Call  tor  Free 

Information  Package. 

800-995-0049  Ext.  7675 


Legal  Services 


Asset  Protection 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 
•Global  Investments 


rate  uanwi 


Steven  Sears,  CPA  •  Attorney  at  Law 

714-544-0622  •  www.searsatty.com 


Investment  Advisory 


BankNewsletter.com 

1-888-814-7575 
Money  Management 
BankNewsletter.com 
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BusinessClassified 


Advertisement 


Promotional  Product 


CUSTOM  MAGNETS 


Luxury  Yachting 


Business  Cards  Magnets  as  low  as 

Other  Styles  Available!   W/)() 
www.  fridgedoor.com/lm.  html    ■     * 

1-800-501-3953 


12' 


Education 


FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
tor  life  and  work  experience  Bachelor's, 
Master  s.  and  PhD  degrees  in  most 
fields  No  residency  requirements 
Free,  prompt,  and  confidential 
evaluations  Guaranteed  Student  Loans 
1-800-951-1203  www.arrc.org 
Fax:  1-707-371-2979 


Newsletter 


OVERSTOCKED? 


Market  got  you  thinking? 

It's  time  to  consider 

bonds,  preferreds,  and 

convertibles. 


Forbes  columnist  Richard 

Lehmann  of  Forbes/Lehmann 

Income  Securities  Investor  will 

show  you  how  to  preserve  your 

capital  and  enjoy  rock-solid 

income.  In  2001  his  subscribers 

earned  over  28%.  Call  today  for 

a  FREE  trial  issue  and  receive 

50%  off  the  subscription  price. 

1-800-765-3816 

please  provide  savings  code  JLMFRB415 


Health/Back  Pain 


EB3ZEZB 


There  is 
an  answer! 

Send  for  FREE  information 

on  NEW,  guaranteed 

seat  and  back  supports 

jjki designed  fay  a  leading 

p>  back  pain  specialist. 

Posture  Education 

15Parkway,Kotonah,NY10536 
www.  postjreeducation.com 


CALL  TOLL-FREE  1-800-392-0363 


Rent  A  Greek 
Cruising  Palace 


And  sail 
among  the 
4,000  Greek 
1       islands 


EsTABLISHfiD  In  1969 


THEN  YOITCAN  SELECT  YOUR  OWN 
ENVIRONMENT,  YOUR  OWN  SCENERY,  YOUR  OWN  ISLAND! 

Charter  a  motor  yacht,  motor  sailer  or  sailing  yacht  (for  6  to  50  guests, 

from  50'  to  200'  and  $700  to  $20,000  per  clay  for  entire  yacht  with 

its  full  crew)  from  VALEF  YACHTS,  agents  for  the  largest  fleet 

of  crewed  yachts  for  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 

BUT 

•  You  can  plan  your  own  itinerary  with  your  own  captain 

•  Your  ftxxj  with  your  own  chef 

•  Your  drinks  with  your  own  steward,  or  leave  it  up  to  them 

to... pamper  you. 

VALEF  YACHTS  LTD 

International  Headquarters:  7254  Fir  Rd.,  P.O.B.  385,  Ambler,  PA  19002  U.S.A. 

Tel:  (215)641-1624  •  (215)641-042}  •  (800)223-3845  •  Fax:  (215)641-1746 

E-mail:  INFOC  VALEFYACHTS.com  •  Website:  VALEFYACHTS.com 


New  Book 


Newsletter 


wtmm 


Best  Book  in  Europe: 

"Millionaire  In  3  Years" 

www.fisherman2002.com 


FREE 


I  NEWSLETTER 
I  SUBSCRIPTION 

to  Limited  Risk  Investor 

Outperforms  the  markets 
■while  protecting  your 
principal 

Call  1-888-710-7100  Ext  225 
or  visit  www.LimitedRisklnvestor.com 


Investments 


RA  QUALIFIED 

/O  APR  MONTHLY 

INSURED/GUARANTEED 


Min.  $13,500/ 42  MOS. 
(228)539-5006/(985)966-3763 
BALLY  FINANCIAL  LLC. 


Quoting  Software 


Save  Time... 


UuotewerKs 
Sales  Quoting  Software 

Integrates  with: 

ACT1    -  GoldMme   -  Maximizer  * 

Outlook*-  SalesLogix    -  TeleMagic' 

407-248-1481 

sales@quotewerks  com 


www.quotewerKs.com 


Forbes  Subscriber  Service. ..to  order,  change  address  or  other  customer  service,  call  1-800-888-9896. 


THtlllRHTS 

On  the  Business  of  Life 


In  American  Heritage's  December  issue  there's  a  riveting,  delightful  interview  (and  first-rate 
photos)  of  Lady  Bird  Johnson.  Her  comments  on  people,  events  and  her  husband  are  strewn 
with  perceptive,  though  pleasantly  phrased,  statements.  To  wit:  With  all  her  activities,  is  there 
much  time  left  for  her  to  enjoy  her  leisure:  "Somewhere  or  another  I  came  across  a  quote — I  think  it's 
E.B.  White — 'When  I  wake  up  in  the  morning  I  wonder  if  I  should  try  to  save  the  world  or  savor  it 
today.' And  more  and  more  I  find  that  I  want  to  savor  it."  — MALCOLM  S.  FORBES  ( 1981) 


Autobiography  is  now  as  common  as 
adultery  and  hardly  less  reprehensible. 

—JOHN  GRIGG 


An  autobiography  should  give  the  reader 
opportunity  to  point  out  the  author's 
follies  and  misconceptions. 

—CLAUD  COCKBURN 


Autobiography  is  only  to  be  trusted  when 
it  reveals  something  disgraceful.  A  man 
who  gives  a  good  account  of  himself  is 
probably  lying,  since  any  life  when  viewed 
from  the  inside  is  simply  a  series  of  defeats. 
—GEORGE  ORWELL 


All  autobiography  is  self-indulgent. 

—DAPHNE  DU  MAURIER 


Autobiography  is  probably  the  most 
respectable  form  of  lying. 

—HUMPHREY  CARPENTER 


/  write  fiction  and  I'm  told  it's 
autobiography,  I  write  autobiography 
and  I'm  told  it's  fiction,  so  since  I'm 
so  dim  and  they're  so  smart,  let  them 
decide  what  it  is  or  it  isn  't. 

—PHILIP  ROTH 


If  you  write  about  someone  else,  you  can 
stretch  the  truth  from  here  to  Finland. 
If  you  write  about  yourself  the  slightest 
deviation  makes  you  realize  instantly 
that  there  may  be  honor  among  thieves, 
but  you  are  just  a  dirty  liar. 

— GROUCHO  MARX 


Autobiographies  ought  to  begin  with 
Chapter  Two. 

— ELLERY  SEDGWICK 


When  you  put  down  the  good  things  you 
ought  to  have  done,  and  leave  out  the  bad 
ones  you  did — well,  that's  Memoirs. 

—WILL  ROGERS 


If  you  say  that  a  modern  celebrity  is  an 
adulterer,  a  pervert  and  a  drug  addict, 
all  it  means  is  that  you've  read  his 
autobiography. 

—P.J.  O'ROUR. 


I  always  say,  keep  a  diary  and  someday 
it'll  keep  you. 

—MAE  WEI 


All  those  writers  who  write  about  their 
childhood!  If  I  wrote  about  mine  you 
wouldn't  sit  in  the  same  room  with  me. 
—DOROTHY  PARK! 


A  Text... 

Blessed  are  they  that  keep 
judgment,  and  he  that  doeth 
righteousness  at  all  times. 

—PSALMS  10ii 

Sent  in  by  Samuel  Belluardo,  West  Boyish 
Mass.  What's  your  favorite  text?  The  Fori 
Book  of  Quotations:  Thoughts  on  the  Busint 
of  Life  is  given  to  senders  of  Bible  texts  tl 
are  used. 


More  than  14,000  "Thoughts,"  arranged  alphabetical!) 
subject,  are  available  in  a  900-page,  one-volu 
deluxe  edition.  Forte  Book  of  Quotations:  Thoughts  on 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shipping : 
$1  per  item  for  handling  (add  applicable  sales  U 
To  order,  please  call  toll-tree.  I  -800-876-6556. 
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i  s  even 
worse  than 
you  think. < 
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BURLINGAME 
APR  3  0  2002 


,BM  PCs  use  genuine  Microsoft  Windows 

www.microsoft.com/piracy/howtotell 


1 

1  &?*.*&* 

»*»* 
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An  embedded  security  chip  on  select  models  .ha,  encrypts 
documents.  An  optional  service'  that  can  trace  a  stolen 

„,  the  world's  most  successful  people  choose  ThinkPad 
ro,ebooKs.Selec,rno*,stea,urea^ile,n,el~4 

Processor-M  for  outstanding  performance  and  mobility. 
Call  1.877.thmkpad  or  visit  ibm.com/thinkpad 


on  the  road  and  in  negotiations 

Judith  Regan,  Publisher.  ReganBooks  HarperCollins 


ThinkPad       Where  do  you  do  your  best  thinking? 

notebcc>\s 


:-•  aoe°  ..>  -C  "acv-;  arc  -ess  Cortrc;  pfl5\.Ct?a  o\   -:~:  .  :e  Software    nc   IM/l  product  names  are  trademarks  or  registered  trademarks  of 
■   s  less  Mactwies  Corporation.  Intel   the  I  -t;    ns  de  logo  and  Pentium  artfjrademarks  or  registered  trademarks  of  Intel  Corporation  or  n 
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Introducing  Zaurus.the  smart  new  mobile  tool  from  Sharp.  Wireless  enabled,*  with  powerful  PC 
computing  and  multimedia  capabilities.  A  unique  integrated  keyboard  and  the  added  freedom  of 
the  Linux  operating  system. Zaurus  by  Sharp.  It's  everything  you  need  to  be  mobile.sharpusa.com 

•Internet  applications  require  purchase  of  a  modem  and  available  service.  Screen  image  simulated. 


Personal  mobile  tool 


/-AAAA1AA 


be  sharp 


THE  PLEASURE  OF  SURPRISING 
THOSE  ACCUSTOMED  TO  EXCELLENCE. 


a 


The  maker  of  a  car  like  the  Maybach  has  to  be  accustomed 
to  satisfying  an  extremely  demanding  clientele  whose  wishes  tend 
to  be  of  a  rather  exclusive  kind.  And  so  for  Karl  Maybach,  it  was 
nothing  less  than  a  pleasure  to  replace  with  a  golden  crown  the 
emblem  of  the  Maybach  Motorenbau  GmbH  Friedrichshafen  on 


one  of  his  limousines.  After  all,  this  was  what  Haile  Selassie,   isi 
emperor  of  Ethiopia,  had  asked  for.  Not  only  emperors,  kings  i  mr. 
heads  of  state  -  all  those  who  expect  only  the  very  best  soo  jo 
or  later  let  themselves  be  enchanted  by  the  fascination  o 
Maybach.  And  Karl  Maybach,  of  course,  knew  this.  Which  isv 


of  DaimlerChrysler.      ww\ 


'-.-:  '* 


single  one  of  his  cars  is  a  unique  and  perfect  specimen  built 
nplete  accordance  with  the  wishes  of  each  client:  chassis  of 
'  conceivable  design,  interiors  in  precious  fabrics  or  leather, 
in  the  style  of  club  seats  or  with  extra  seats  for  bodyguards  - 
the  imagination  and  financial  resources  of  the  future  owner 


set  limits  to  the  creative  designs  of  a  Karl  Maybach.  No  wonder, 
then,  that  no  other  car  can  ever  equal  a  Maybach.  Not  even  anoth- 
er Maybach.  And  that  is  something  we  are  not  going  to  change 
in  any  way  even  after  sixty  years:  the  new  Maybach  is  on  its  way. 
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8  days  of  reveny 

L.7  million  dollars  of  profit! 

4,000  lifetimes  of  greed. 
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ack  for  firing  m< 

y   oal  is  to  exploit  you 
ver  taxed  IT  depart  men 

1y  goal  is  to  take  you  dow 


n  a  world  where  it's  a  different  kind  of  threat  every  day,  you  need  a  different  kind  of  security. 

Jew  threats  can  blow  right  through  any  firewall  or  anti-virus  software.  That's  where  we  come  in.  Our  dynamic  protection 
ielps  you  conduct  business  safely  in  the  face  of  ever-changing  threats  and  increased  risk.  From  proactive  research  and 
ward-winning  software  to  24/7  protection  and  response  services,  our  solutions  detect,  prevent  and  respond  to  online 
ttacks  and  misuse.  No  matter  who  you're  up  against.  To  learn  more,  call  800-776-2362.  Or  visit  www.iss.net/ad/forbes. 
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'Our  research  tells  us 

Entario's  one  place  where 
re  can  confidently  invest 
ur  resources/' 

'aul  Lucas,  President  and  CEO,  GlaxoSmithKline  Inc.  of  Canada 


When  Ontario  is  selected  by  a  pharmaceutical  company  with  the  research 
credentials  of  GlaxoSmithKline,  you  know  they  did  their  homework.  •  As  CEO  Paul  Lucas 
confirms,  "the  talent  pool,  support  for  intellectual  property  protection,  favorable  R&D 
tax  credits  and  excellent  links  with  medical  research  centers  and  universities"  are  just  some 
of  the  reasons.  •  In  the  past  couple  of  years,  GlaxoSmithKline  has  driven  this  point  home 
at  its  $120  million  facility  in  theToronto  area  by  undertaking  production,  research  and 
development  projects  for  the  global  organization.  •  Independent  studies  have  established  that 
Ontario's  workforce  is  among  the  best  educated  in  North  America.  •  Likewise,  KPMG 
confirms  that  Ontario  outperforms  both  the  U.S.  and  Europe  on  such  key  business  costs  as 
labor,  space,  building,  and  corporate  taxes.  •  Further,  Ontario  encourages  R&D  with  the  most 
generous  tax  credits  among  all  G-7  nations.  •  And,  given  the  importance  of  quality  of  life 
to  those  who  work  in  the  life  sciences,  Canada  continues  to  rank  among  the  best  in  the 
world  according  to  the  U.N.'s  Human  Development  Index  -  a  set  of  numbers  anyone  can 
live  with.  If  you  want  to  know  where  to  invest  your  resources,  we  invite  your  enquiries. 
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Get  the  new  BlackBerry  with  an  integrated  phone  and  you  get  nationwide  e-mail  and  voice  service. 
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McCoy  and  Rusty  Gregory  David  McCoy  and  Rusty  Gregory  serve  as  president  and  chief  executive  officer,  respectively,  of  Mammoth  Mountain  Ski  Area,  situated  on 

3.500  acres  of  High  Sierra  terrain.  Mammoth  has  been  a  client  of  Houlihan  Lokey  Howard  &  Zukin  for  more  than  20  years.  Houlihan  Lokey 
recently  helped  the  company  accomplish  its  growth  strategy  by  guiding  Mammoth  through  significant  capital  acquisitions. 
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retain  people  who  excel.  Our  institution  does.  Integrity.  Independence. 
Enthusiasm.  Persistence.  Creativity.  You  will  find  these  qualities  in 
the  people  of  our  institution  -  Houlihan  Lokey  Howard  &  Zukin. 
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•usiness  transformation  outsourcing  can  be  a  direct  line 
o  growth  in  any  company.  Accenture  is  combining 
outsourcing  capabilities  with  consulting  experience  to  deliver 
vorld-class  supply  chain  management,  increased  speed 
o  market,  and  enhanced  retailer  service  and  satisfaction  for 
VT&T's  Prepaid  Card  business.  To  learn  how  Accenture  can 
lelp  you  transform  your  business  and  drive  top-line  results, 
'isit  accenture.com/outsourcing. 
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Consulting  •  Technology  •  Outsourcing  •  Alliances 
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The  BMW  3  Series.  Pure  drive. 


The  BMW  3  Series 
From  $27,745* 


bmwusa.com 
1-800-334-4BMW 


The  Ultimate 
Driving  Machine' 
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-uon  flight  of  the  Gutfstream  V  (left)  and  the  Gulf  stream  IV-SP'  {right). 


IN  THE  RACE  FOR  BUSINESS,  A 
GULFSTREAM  IS  YOUR  ULTIMATE 

ADVANTAGE 

Benefit  from  the  safety  and  proven  performance  that  only  a  Gulfstream  delivers. 
Depend  upon  our  reputation  for  unprecedented  product  reliability.  Look  forward  to 
unrivaled  quality.  Rely  on  our  award-winning  service  and  product  support.  Take 
comfort  knowing  you  own  a  Gulfstream,  the  aircraft  of  choice  for  business  and  world 
leaders  since  1958. 

Gulfstream  -  bringing  worldwide  business  within  easy  reach. 

To  learn  more  about  the  Gulfstream  fleet  call  Joe  Walker,  Senior  Vice  President, 
Worldwide  sales  at  (912)  965-5555  or  visit  www.gulfstreamsinflight.com. 
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You'll  be  surprised  by  what  a  Renaissance  hotel  is  and  isn't.  It  isn't  dull, 
predictable  or  typical.  It  is  expressive  design,  award-winning  restaurants  and 
savvy,  intuitive  service.  After  one  stay,  your  preconceptions  of  a  hotel  may 
never  be  the  same.  For  reservations  at  any  of  the  over  120  Renaissance  locations, 
call  your  travel  agent  or  1-800-H0TELS-1  or  visit  renaissancehotels.com 


RENAISSANCE"  HOTELS 


With  our  compliments,  a  $50  certificate. 

In  appreciation  of  our  guests,  present  your  ticket  from  any  of  our  airline  partners 
listed  below  at  check-in  and  receive  a  $50  certificate  toward  your  next  two- 
night  stay  at  any  Renaissance 'hotel.  This  offer  is  good  through  June  30* 


Renaissance 
participates  in  the 
Marriott  Rewards* 
program. 


AmericanAirlines    A  Delta 


UNITED 


'Not  applicable  for  groups  of  10  or  more,  one  certificate  issued  per  stay,  must  be  used  for  future  2-night  stay,  use  of  certificate  not  combmable  with  other  offers.  Airline  travel 
must  take  place  within  three  days  prior  to  arrival.  American  Airlines"  is  a  registered  trademark  of  American  Airlines,  Inc. 
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Source:  Centers  for  Medicare  &  Medicaid  Services. 


Unsocializing  Medicine  what  a  fioP  The  Medical 

Savings  Accounts  authorized  by  Congress  in  1996  have' 
attracted,  at  last  count,  a  grand  total  of  85,000  participants.  Aj 
subtype  of  the  MSAs  designed  to  supplement  Medicare  has! 
exactly  0  participants.  What's  the  matter  with  these  things? 

Certainly  not  the  concept,  which  is  that  medicine  should 
be  less  socialized  than  it  is  now.  With  socialized  medicine — 
which  we  have  cour- 
tesy of  (a)  Medicare 
and  (b)  a  tax  code 
that  favors  compen- 
sation taking  the 
form  of  rich  health 
insurance  coverage — 
costs  go  through  the 
roof.  If  you  econo- 
mize, by  postponing 
a  trip  to  the  eye  doc- 
tor or  opting  for  a 
cheap  drug,  you  suf- 
fer all  of  the  discom- 
fort but  probably  enjoy  little  or  none  of  the  cost  saving.  It's  like 
going  out  to  dinner  with  an  understanding  that  the  tab  will  be 
split  evenly — when  there  are  287  million  other  people  at  the  table.  I 

MSAs  were  supposed  to  change  all  this.  You  put  aside  a  few 
thousand  dollars  a  year  of  pretax  earnings  into  the  account, 
which  grows  tax-free  like  an  IRA.  You  can  make  tax-free  with- 
drawals to  cover  medical  or  nursing  home  bills.  Or  let  the  | 
money  compound  until  you  are  65;  after  that,  withdrawals  for 
any  purpose  are  subject  only  to  regular  taxes,  no  penalties.  Sep- 
arately, you  buy  a  health  insurance  policy  with  a  very  high 
deductible  (between  $3,300  and  $4,950  for  a  family).  In  short,  if 
you  get  cancer  you  are  well  covered,  but  when  you  visit  the  chi- 
ropractor you  are  spending  your  own  money. 

So  why  the  paucity  of  participants?  Because  eligibility  is  lim- 
ited to  the  self-employed  and  those  at  tiny  companies  (50  or 
fewer  workers).  Just  to  make  sure  that  no  health  insurer  makes  a 
big  commitment  to  marketing  these  plans,  Congress  put  a  cap 
on  the  number  of  MSAs  that  could  be  created.  Then  it  threw 
in  a  deadline.  Initially  the  program  was  going  to  be  killed  off 
Dec.  31,  2000.  Since  then  the  legislators  have  granted  two 
reprieves,  continuing  the  tradition  of  mock  execution  that  now 
seems  to  be  standard  with  tax  legislation. 

That's  the  bad  news.  The  good  news,  if  you  can  call  it  that,  is 
that  medical  costs  are  going  so  crazy  that  some  employers  are 
setting  up  MSA-like  plans  without  any  special  tax  advantages.  On 
page  171  Zina  Moukheiber  writes  about  Definity  Health's  suc- 
cess promoting  an  insurance  plan  that  rewards  members  for 
economizing.  Definity  didn't  invent  the  idea.  My  employer  has 
had  a  plan  like  this  in  place  since  1993. 
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Oyster  Perpetual  Day-Date 


ailable  in  18kt  yellow,  pink  or  white  gold  with  an  Oyster  or  President  bracelet  and  in  platinum  with  a  President  bracelet, 
iter-resistant  to  330  feet.  Rolex,  f,  Oyster  Perpetual,  Day-Date,  Oyster  and  President  are  trademarks. 

?  THE  NAME  AND  LOCATION  OF  AN  OFFICIAL  ROLEX  JEWELER  NEAR  YOU,  PLEASE  CALL  1-8OO-36R0LEX/ 1-800-367-6539. 


'w.rolex.com 


ROLEX 


New  York 


Seven  new  models 
from  i7"to  22 '.' 

Each  delivers  brilliant 
performance  and  value 
in  your  choice  of  black 
or  white  cabinet  styles. 


SuperBright™  makes 
images  come  alive. 

[1  ly  doubles 

brightness  for  intense 
video,  graphics  and 
multimedia  applications. 


NaViSet™  offers  a 
new  level  of  control. 

Advanced  software 
enhances  user  control 
and  enables  remote 
adjustment  over  LANs. 


Compact,  light, 
even  more  adaptable. 

All-new  ergonomic 
design  trims  weight  and 
reduces  footprint  for  a 
better  fit  everywhere. 


Up  to  21%  less 
power  use. 

Most  models  offer 
substantial  energy 
savings  for  a  lower 
total  cost  of  ownersh 


Introducing  CRT  monitors  as 

brilliant  as  your  ideas. 


With  SuperBright™  DiamondtrorT,  an  all-new  design  and  even  more  lifetime  value,  our  MultiSync® 
FE™  Series  just  might  change  what  you  know  about  CRTs.  These  all-new  monitors  are  full  of  dazzling 
innovations.  For  example,  the  SuperBright  technology  in  the  MultiSync  FE77lSB,  FE79iSB,  FE99lSB  and  FE2lllSB 
models  doubles  your  brightness  for  intense  video,  multimedia  and  graphics  applications.  New  industry- 
standard  sRGB  color  matching  gives  truer  tones  in  web  applications.  And  NaViSet™  control  software  puts 
a  virtual  control  panel  on  your  desktop  for  precise  adjustment  via  mouse  and  keyboard. 

The  FE  Series  also  offers  extreme  reliability,  easy  deployment  and  low  total  cost  of  ownership.  Power 
use  has  been  reduced  by  as  much  as  21%,  lowering  electricity  costs.  Plus  we've  trimmed  pounds  and 
inches  for  a  lighter,  more  ergonomic  form  factor.  Besides  freeing  up  desk  space,  the  FE  Series  also 
frees  up  your  support  staff,  with  patented  self-diagnostics  and  intelligent  network 
control  capability.  Add  NEC's  extensive  service  and  support, 
and  the  new  choice  in  CRT  monitors  is  cle.ar. 


Learn  more  at  www.necmitsubishi.com/FE 
orcall888-NEC-MITS. 


The  new  MultiSync  FE  Series. 

A  bright  investment  in  intelligent  design. 


SEE  mORE 


MultiSync  is  a  registered  trademark,  and  FE,  NaViSet  and  SuperBright  are  trademarks 
of  NEC-Mitsubishi  Electronics  Display  of  America,  Inc.  Diamondtron  is  a  registered 
trademark  of  Mitsubishi  Electric. 

©2002  NEC-Mitsubishi  Electronics  Display  of  America.  Inc. 
All  rights  reserved.  Simulated  images  in  monitors. 
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Settling  Accounts 

"Accounting  Acrobatics"  (Apr.  29,  p.  61) 
incorrectly  casts  aspersions  on  Cen- 
dant's  relationship  with  Trilegiant  and 
reflects  a  willful  disregard  of  the  facts. 
Since  July  2001  Cendant  has  fully  dis- 
closed information  about  its  relation- 
ship with  Trilegiant.  Merrill  Lynch  ana- 
lyst Phua  Young  wrote:  "Nothing  new 
was  revealed  in  the  article."  Further- 
more, the  flippant  remark  that  Cendant 
and  its  employees  are  "unrepentant" 
was  baseless.  Cendant  employees  were 
victims  of  accounting  fraud  at  the  for- 
mer CUC  International.  They  have 
worked  diligently  since  1998  to  rebuild 
investor  confidence  through  outstand- 
ing financial  performance  quarter  after 
quarter.  They,  and  your  readers,  deserve 
better  from  FORBES.  (This  condensed 
letter  can  be  viewed  in  its  entirety  at 
www.forbes.com  or  www.cendant.com.) 
ELLIOT  BLOOM 
Senior  Vice  President,  Cendant 
New  York,  N.Y. 

Calling  Card 

"Bowing  Out  Gracelessly"  (Apr.  15,  p.  41) 
is  based  on  a  faulty  study  by  Bell-funded 
consultants.  More  than  82%  of  all  AT&T 
long-distance  minutes  are  placed  by  cus- 
tomers on  optional  calling  plans,  indicat- 
ing customers  are  taking  advantage  of 
them.  The  demographics  of  our  basic- 
rate-plan  customers  matches  the  rest  of 
our  customer  base.  There  is  no  basis  for 
the  conclusion  that  the  poor  and  less-ed- 
ucated do  not  price-shop. 

BETSY  BERNARD 

President,  AT&T  Consumer 

Basking  Ridge,  N.J. 

Dressing  Down 

Using  your  figures  in  "These  Puts  Have 
No  Clothes"  (Apr.  29,  p.  20)  on  the  GM 
covered  calls,  the  annualized  21 -month 
return  in  a  flat  market  would  be  8.8%  for 
the  call  option  plus  a  dividend  of  3.3%  for 
a  total  of  over  12%.  According  to  Value 
Line,  GM  has  had  a  five-year  total  return  of 
-0.3%.  Selling  naked  puts  is  a  gimmick?  If 
used  properly  they  are  anything  but. 

DAVID  SH FAFF 
Indianapolis,  Ind. 


Powell's  Policy 

Pity  FCC  Chairman  Michael  Powell, 
"The  Commander  of  the  Airwaves" 
(Apr.  29,  p.  78).  He  is  in  a  no-win  situ- 
ation if  he  mandates  a  telecom  policy 
shift  in  favor  of  incumbent  or  compet- 
itive carriers.  Policymakers  should  split 
the  large  Bells  into  separate  entities:  in- 
dependent infrastructure  entities  fo- 
cused on  serving  competitors  and  en- 
tities offering  consumer  services. 

DAN  MOFFAT 

President,  New  Edge  Networks 

Vancouver,  Wash. 

A  deregulatory  approach  will  benefit 
large  carriers  at  the  expense  of  con- 
sumers. That  Powell  is  considering 
abandoning  years  of  regulatory  juris- 
prudence in  favor  of  neomercantilism 
is  regrettable.  Keeping  up  with  com- 
petition is  the  only  sure  incentive  to 
keep  the  Bells  investing. 

H.  RUSSELL  FRISBY  JR. 

President,  CompTel 

Washington,  D.C. 

You  predict  the  FCC  will  adopt  incen- 
tives for  competitors  to  offer  their 
own  facilities  but  label  our  company 
a  loser  even  though  we  are  a  facili- 
ties-based provider,  not  a  reseller.  If 
a  market-based  environment  has 
been  slow  to  develop,  it  is  due  to  tepid 
law  enforcement. 

ROYCE  HOLLAND 

Chairman,  Allegiance  Telecom 

Dallas,  Tex. 


Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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►  Can  data  be  archived  in  real  time? 


-1.44  MB ►■ 


650  MB^- 


-110  GB^ 


maxell 

Expanding  Memory  &  Mobility^ 


Every  second,  billions  of  bytes  of  critical  data  are  entered  into  some  system,  somewhere  in  the  world.  And 

every  second  that  data  remains  unsecured,  it's  vulnerable  to  loss  or  destruction.  That's  why  Maxell  is  focused 

on  developing  technologies  that  expand  memory  and  mobility.  We  create  products  that  provide  greater 

capacities  in  smaller  sizes  and  faster  performance  with  maximum  reliability.  In  this  way,  Maxell  will  continue 

to  lead  the  evolution  of  data  storage  technology.  Maxell  also  strives  to  establish  partnerships  that 

speed  the  development  of  these  technologies.  Thus,  we  are  able  to  consistently  introduce 

new  products  to  market-products  that  will  change  the  way  we  live  and  work  forever. 


axell       Recordable  Media      Data  Storage      Portable  Energy      Technological  Partnerships 


ressure. 


Novartis  is  helping  patients  reduce  their  high 
blood  pressure  by  millions  of  points. ..each  year. 


"When  I  was  diagnosed,  the  doctor  told  me 
I  couldn't  do  anything  strenuous.  This  year, 
I  climbed  hyas  and  I'm  going 

back  for  r  —  Ryan  Bendixen 


When  elite  Army  unit  member  Ryan  Bendixen  was  diagnosed 
with  severe  high  blood  pressure  at  age  20,  he  was  devastated.  Ryan 
was  suddenly  discharged  from  the  Army  and  faced  with  the 
risk  of  heart  attacks,  strokes,  heart  failure  and  kidney  failure. 
He  stopped  all  athletics,  put  on  weight  and  became  frustrated, 
angry  and  depressed.  Today,  however,  because  of  treatments 
made  possible  by  Novartis,  Ryan  is  more  active  than  ever.  He's 
married,  living  in  the  Rockies,  scaling  the  Himalayas  and  training 
to  join  another  elite  group  -  the  world's  best  climbers.  Novartis 
is  proud  to  be  the  innovative  force  that's  bringing  new  optimism 
and  hope  to  patients  and  their  families.  Today  Ryan  is  managing 
his  high  blood  pressure  while  enjoying  a  full,  active  life. 

Think  what's  possible. 


& 


NOVARTIS 


www.novartis.com 


^ACT  AND  COMMENT 

y  Steve  Forbes,  Editor-in-Chief 

With  all  thy  getting  get  understanding" 


v~ 


Al*. 


i^ 


STOCK  ANALYSTS 


ECl'RITIES  ANALYSTS  ARE  BEING  PORTRAYED  AS  WALL  STREET'S 
quivalent  of  the  Taliban.  Politicos  and  others  fulminate  that 
lev  were  the  cause  of  the  dot-com  bubble  by  cynically  persuad- 
lg  unsuspecting  investors  to  buy  jalopies  at  Rolls-Royce  prices, 
he  New  York  State  attorney  general,  for  instance,  has  gone  after 
v'all  Street  brokerage  houses,  hinting  there  may  be  indictments. 

Whoa!  Who  hasn't  fantasized  about  having  his  broker,  mutual 
md  manager,  analyst  or  brother-in-law  carted  off  to  the  pen  or 
ublicly  pilloried  or  perhaps  hanged,  drawn  and  quartered  for 
um  investment  advice.  But  American  capitalism  would  be  truly 
1-served  by  making  poor  stock  picks  a  criminal  or  civil  offense. 

Incredibly,  given  the  current  publicity  wave  positing  that 
nah/sts  are  either  nitwits  or  whores,  The  Journal  of  Finance  pub- 
shed  an  in-depth  study  last  year  concluding  that,  over  time, 
nalvsts'  stock  picks  perform  better  than  the  market. 

If  a  concern  engages  in  real  fraud,  by  all  means  bring  it  to  the 
ar  of  justice.  But  committing  fraud  is  very  different  from  riding  an 


investment  wave.  Most  analysts  who  hyped  high-tech  stocks  were 
responding  to  market  demand,  not  creating  it.  Remember,  not  so 
long  ago  Wall  Street  underwriters  were  being  bashed  for  not  doing 
enough  to  cut  the  individual  investor  in  on  then-sizzling  IPOs.  You 
can't  outlaw  investor  manias,  which  happen  periodically. 

The  1960s  were  full  of  them;  back  then  conglomerates,  a  la 
LTV,  were  the  rage.  The  1970s  saw  the  spectacular  rise  and  fall  of 
REITs.  The  early  1980s  witnessed  the  proliferation  of  personal 
computer  manufacturers — remember  Atari  and  Commodore? 
The  tech  in  high  tech  is  real  and  developing.  But  as  we  have 
learned — and  will  learn  again  and  again — not  all  who  partici- 
pate in  these  advances  end  up  profiting  from  them. 

Analysts  will  come  under  more  scrutiny  than  ever  before.  Their 
individual  records  and  those  of  their  firms  will  be  publicized  and 
dissected  the  way  mutual  funds  and  many  managers  are  now.  Some 
Wall  Street  outfits,  in  fact,  may  conclude  that  it  is  better  to  buy  the 
research  from  unaffiliated  firms  than  to  produce  it  in-house. 


STOCK  OPTIONS 


MSTITUTION :\I  AM)  INDIVIDUAL  INVESTORS  SHOULD  PRESSURE 
ompany  managements  to  end  stock  options  abuses.  Otherwise 
tese  instruments  will  go  the  way  of  British  consols — government 
onds  that  were  issued  in  the  18th  and  19th  centuries,  with  no  matu- 
'.ty,  and  have  a  coupon  of  2.5%.  Stock  options  have  two  positive 
ses.  They  allow  cash-strapped  startups  or  fast-expanding  firms  to 
ttract  high-powered  talent.  And  they  tie  company  management  to 
le  interests  of  shareholders.  Since  the  1930s 
bservers  have  noted  the  divide  between  those  who 
wn  our  largest  companies  and  those  who  man- 
ge them.  Properly  used,  options  bridge  that  gap. 
But  a  number  of  CEOs  have  received  outsize 
ampensation,  primarily  through  options,  even 
'hen  their  companies  have  belly  flopped.  Look  at 
OL  Time  Warner's  retiring  CEO,  Jerry  Levin.  He 
iked  in  SI 66  million  in  the  last  two  years,  even 
lough  his  company  was  losing  money.  (No  won- 
er  company-owned  Fortune  magazine  proclaimed 
im  one  of  the  "smartest  people"  of  our  era.)  In 
xent  weeks  the  company's  stock  has  crashed. 


Levin  levitated  his  wealth  while 
company  stock  cratered. 


When  a  company's  stock  takes  a  dive,  management  should 
have  to  get  approval  from  truly  independent  directors  or  from 
shareholders  before  repricing  options  downward  or  awarding 
itself  a  slew  of  new  options  at  a  lower  strike  price.  Top  execu- 
tives of  companies  that  issue  tracking  stocks  should  not  get 
another  batch  of  options  in  the  new  concern  unless  independent 
directors  or  stockholders  give  explicit  approval. 

Directors  and  investors  should  also  ques- 
tion the  practice  of  companies'  buying  in  shares 
to  cover  exercised  options  in  order  to  avoid 
dilution.  Is  that  the  best  use  of  corporate  funds? 
In  the  wake  of  recent  abuses,  anti-optioners 
are  pushing  Congress  and  regulators  to  decree 
that  these  instruments  be  counted  as  a  corpo- 
rate expense,  even  though  no  cash  changes 
hands.  The  problem  with  that  is  putting  a  cur- 
rent value  on  options  that  may  not  be  exercised 
for  years.  Such  an  accounting  change  would 
effectively  put  the  kibosh  on  options,  because 
the  hit  to  the  bottom  line  would  likely  be  severe. 


STOCKHOLDER-FRIENDLY  DIRECTORS 


ZORPORATE  GOVERNANCE"  IS  NOW  THE  BUZZ  AMONG  POLITI- 
CS, corporate  critics,  investors  and  citizens  angered  by  CEOs 
rid  other  top  executives  who  have  collected  millions  while  their 
jmpanies  have  languished  or  gone  under.  The  Securities  & 


Exchange  Commission  and  the  major  exchanges  should  enact  a 
handful  of  sensible  reforms. 

Audit  committees — not  top  managers — of  publicly  held  com- 
panies should  have  the  power  to  hire  and  fire  a  company's  outside 


FORBES-   May  13,2002      33 


FACT  AND  COMMENT 


accountants.  The  auditors  would  report  to  the  audit  committee, 
not  the  CEO  or  CFO.  Committee  members  would  be  truly  inde- 
pendent, with  no  financial  ties  to  the  corporation  (except,  of 
course,  board  compensation).  Former  executives  of  the  company 
could  not  sit  on  the  audit  committee,  either.  And  members  of 
nominating  and  compensation  committees  of  boards  of  publicly 


held  companies  should  also  be  genuinely  independent  of  the  firm 
Another  change:  The  bulk  of  a  director's  fee  should  be  paic 
in  stock,  not  cash  or  options.  Directors  would  then  be  more  sen 
sitive  to  management's  machinations  to  give  itself  outsizt 
awards  or  to  manipulate  corporate  news  to  give  the  company' 
stock  a  short-term  boost. 


MUST  WE  BE  ALWAYS  "ON"? 


GADZOOKS!  TO  WIN  THE  WAR  AGAINST  TERRORISM  (AND  CRIME), 
do  we  have  to  give  up  every  sliver  of  privacy?  Our  nation's  capital 
thinks  so.  Authorities  there  have  begun  a  program  to  install  cam- 
eras and  link  them  and  existing  cameras  to  a 
command-center  network.  There  will  be  cam- 
eras at  traffic  lights  and  street  corners,  on  build- 
ings, in  parks,  in  subways,  you  name  it.  Cameras 
will  have  zoom  lenses.  Anywhere  you  go — to 
the  office,  restaurants,  bars,  hotels,  home,  etc. — 
everything  you  do,  every  part  of  your  body  you 
scratch,  every  person  you  meet  will  be  digitally 
photographed.  Washington's  law  enforcement 
pooh-bahs  are  saying,  "Trust  us."  D.C.'s  police 
chief  asserts  officers  won't  engage  in  any 
voyeurism,  such  as  zooming  in  on  couples  who 
might  forget  they  are  on  candid  camera  when 
they  are  cozying  up  on  a  park  bench.  But  that's 


Some  authorities  think  we  must  be 
"on  camera"  all  the  time  to  be  sate. 


asking  too  much  of  human  nature.  And  you  know  there'll  b( 
zoom-ins  on  prominent  people,  too.  (Various  cities  in  Britain  have 
tried  this  "cameras  everywhere"  approach,  and  these  abuses  havi 
cropped  up.)  Is  all  this,  though,  the  price  wc 
must  pay  to  fight  terrorism  and  wrongdoing? 
New  York  City's  Rudy  Giuliani  demon 
strated  what  better  policing  methods  couk 
achieve  in  slashing  crime,  which  was  reduced  b) 
62%  during  his  tenure.  And  the  key  to  fighting 
terrorism  is  in  going  after  those  states  that  succoi 
it  (which  we  are  now  doing)  and  in  enormousb 
increasing  our  intelligence  capabilities  (which 
finally,  we  are  now  pursuing  in  earnest). 

Triumph  against  the  forces  of  darknes; 
should  not  require  bringing  a  high-tech  ver- 
sion of  George  Orwell's  1984  into  being  in 
Washington — or  anywhere  else. 


AGONY  OF  ECSTASY 


Here's  a  message  from  Partnership 
for  a  Drug-Free  America  that  should 
get  your  attention — and  that  of  your 
adolescent  offspring  or  grandchildren. 


Talk  with  your   tjj 

°«   this   to  TetatL^Ut  SCSr*ST. 

■  es-JTC  FACTS. 


RESTAURANTS:  GO,  (  IDER,  STOP 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  other  FORBES  eatery  experts 
Tom  Jones,  Patrick  Cooke  and  Monie  Begley. 


•  San  Pietro-18  East  54th  St.  (Tel:  753-9015).  Wonderful  spot 
for  those  not  affected  greatly  by  the  economic  downturn.  Pol- 
ished wood  paneling,  flattering  lighting  and  a  European  ambi- 
ence. Impeccable  wait  staff.  And  the  food!  Simply  the  best  thing 
about  the  experience — fine  southern  Italian  fare — and  as  good 
as  you  can  find  anyplace  in  towi.  Go. 

Trois  Marches-306  East  8 1  st  St.  (  lei.:  639- 1 900).  This  cozy  lit- 
tle- restaurant  down  "three  steps"  in  a  brownstone  would  be  easy 
to  like.  Some  of  the  food  is  fine— smoked  salmon  appetizer  is 
generous  and  delicious — but  some  is  close  to  bad — tasteless 
tuna  and  desserts  hardly  worthy  of  the  name.  With  a  little  effort 


and  direction,  this  could  be  a  terrific  find. 

•  Black  Duck-Park  South  Hotel,  122  East  28th  St.  (Tel.:  204- 
5240).  First-rate  food,  at  reasonable  prices,  in  a  congenial  set- 
ting. Particularly  noteworthy:  seared  tuna,  simultaneously 
served  a  la  francaise  and  a  la  japonaise;  and  the  bananas  Foster. 

•  Citarella-1240  Sixth  Ave.,  at  49th  St.  (Tel.:  332-1515).  Lovely 
contemporary  restaurant  with  an  ocean-liner  feel,  under  the 
same  ownership  as  the  Citarella  food  stores.  The  service  is  atten- 
tive; the  food,  very  good.  The  fish  and  meat  courses,  the  salads 
and  desserts  are  all  fresh,  well  prepared,  beautifully  presented 
and  flavorful.  A  bright  green  light  in  Midtown.  F 
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CHECK  IN  FROM  THE 

COMFORT  OF  YOUR 

VERY  OWN  SCHEDULE. 


Print  your  boarding  pass  at  nwa.com  Check-In M  from  almost  anywhere. 

As  the  first  major  network  carrier  to  offer  Internet  check-in,  we've  made  flying  easier 
and  more  convenient  than  ever.  Visit  us  for  details  at  www.nwa.com/checkin. 
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luston  Smart  and 


■  survivor  and^uppa/ter  of  the  Ride  for  Kids  program.  For  more  information. 


i  Miivivorand'Suppt 
res  at  I8OO253  6530. 


or  visit  pbtfus.org.  ©2001  American  Honda  Motor  Co..  Inc. 


It's  not  often  a 
two-hour  ride  lasts  a  lifetime. 

Talk  to  most  motorcyclists,  and  theyll  tell  you  riding  is 
much  more  than  a  hobby  Theyll  tell  you  how  one  ride  can 
get  inside  of  you,  and  stay  with  you  forever. 

This  same  phenomenon  happens  on  another  level  at 
every  Ride  for  Kids  event.  Each  ride  works  to  improve  the 
lives  of  kids  who  have  been  diagnosed  with  childhood  brain 
tumors  by  raising  funds  for  medical  research. 

Our  progress  is  encouraging.  In  1984,  a  child  who  was 
diagnosed  with  a  brain  tumor  was  expected  to  live  only  five 
more  months.  Today  medical  advancements  allow  that  same 
child  to  live  another  three  years,  which  is  three  more  years 
of  being  a  kid,  and  three  more  years  to  find  a  cure. 

Every  year,  with  Hondas  support,  more  than  10,000 
motorcyclists  devote  their  time,  money  and  energy  to  the 
Ride  for  Kids  program.  However,  everyone's  ultimate  goal 
of  discovering  the  cause  of  childhood  brain  tumors,  and 
finding  a  cure,  remains  many  rides  away 

In  the  meantime,  Honda  will  continue  to  nurture  this 
program.  Because,  while  the  ride  may  only  last  for  a  day,  it 
leaves  us  with  hope  that  lasts  a  lifetime. 


The  power  of  dreams: 


OTHER  COMMENTS 


The  only  thing  necessary  for  the  triumph  of  evil  is  for  good  men  to  do  nothing. 

—attributed  to  EDMUND  BURKE 


I  axillg  1  fend  This  year  the  average  taxpayer  spends 
28  hours  and  6  minutes  on  the  Form  1040  and  common  sched- 
ules, a  40%  increase  since  1997.  Overall,  Americans  toil  for  6. 1  bil- 
lion hours  each  year  preparing  and  filing  taxes,  accounting  for 
80%  of  the  federal  government's  paperwork  burden.  The  Internal 
Revenue  Code  has  grown  from  500  pages  in  1939  to  more  than 
7,600  pages  today.  When  IRS  regulations,  court  cases  and  other 
support  material  are  added,  the  total  is  more  than  47,000  pages.  In 
comparison,  Webster's  Unabridged  Dictionary,  which  contains  def- 
initions for  every  word  in  the  English  language,  is  only  2,783  pages. 
Americans  desperately  need  Tax  Code  simplification.  It  has 
gotten  so  bad  that  even  the  IRS  does  not  understand  it.  According 
to  the  Treasury  Inspector  General  for  Tax  Administration,  govern- 
ment auditors  who  called  the  IRS's  "tax  help  line"  last  year  got 
incorrect  or  incomplete  answers  to  their  questions  47%  of  the  time. 
—ERIC  V.  SCHLECHT,  National  Taxpayers  Union 

Irrational  Hostility  Every  bear  market  breeds  scape- 
goats. This  time  around,  politicians  are  pointing  at  stock  analysts. 
Their  particular  crime  was  the  failure  to  predict  that  high-tech 
shares — and  especially  Enron  shares — would  tumble.  The  rea- 
son for  the  failure,  we're  told,  is  conflict  of  interest.  As  employees  of 
large  Wall  Street  firms,  analysts  are  said  to  favor  companies  that 
send  investment-banking  business  to  the  other  side  of  the  Chinese 
Wall.  But  conflicts  of  interest  are  a  part  of  life.  The  question  is 
whether  analysts  can  overcome  conflicts  and  offer  good  advice. 
Most  do.  After  all,  there's  nowhere  to  hide.  Analysts'  picks  are  closely 
examined  by  investors,  money  managers  and  trade  publications 
that  compile  influential  "all-star  teams"  of  the  best  in  the  business. 
Politicians  themselves  are  misleading  investors  by  blaming  ana- 
lysts for  stock  losses.  Investors  need  to  recognize  that  stocks  go  down 
as  well  as  up  and  that  calamities  happen  to  companies.  It's  cruel  to 


send  the  signal  to  investors  that  they  don't  have  to  worry,  Big  Brotha 
will  always  protect  them.  The  best  protection  is  taking  persona 
responsibility:  Don't  accept  any  analyst's  judgment  as  gospel,  bu) 
companies  with  great  long-term  track  records  and  diversify  like  crazy 
—JAMES  K.  GLASSMAN,  American  Enterprise  Institute 

USA  Toda) 

DlinO  JUStlCC  How  well  do  those  cameras  that  automaticalh 
ticket  speeders  and  red-light  runners  work?  Very  well,  if  you  don''j 
care  who  gets  the  ticket.  When  license  plate  numbers  are  obscurec 
or  not  clearly  visible,  District  of  Columbia  police  have  been  guess- 
ing at  what  the  plate  reads,  and  sending  out  tickets  accordingly 
Such  tickets  can  only  be  voided  with  the  police  chiefs  approval 

—CHARLES  OLIVER,  Reason  Onlint 

Misleading  Investors  Current  accounting  rules  cor 
rectly  require  that  companies  report  their  earnings  per  share  or< 
a  diluted  basis  (i.e.,  counting  the  potential  decrease  in  the  own- 
ership of  existing  shareholders  due  to  the  granting  and  exercise: 
of  stock  options).  If  counting  options  as  expenses  were  also 
required,  the  impact  of  options  would  be  counted  twice  in  the 
EPS:  first  as  a  potential  dilution  of  earnings,  by  increasing  the 
shares  outstanding,  and  second  as  a  charge  against  reporter 
earnings.  The  result  would  be  inaccurate  and  misleading  EPS. 

Proponents  of  legislation  to  expense  stock  options  believe  thai. 
Enron's  cooked  books  had  something  to  do  with  stock  options. 
We  disagree.  Such  legislation  would  only  encourage  misleading 
financial  statements.  There  are  legitimate  public  policy  response.' 
to  the  Enron  debacle.  Expensing  stock  options  isn't  one  of  them. 
—JOHN  DOERR,  partner,  Kleiner  Perkins  Caufield  &  Byers. 
and  FREDERICK  W.  SMITH,  chief  executive,  FedEx  Corp.; 

New  York  Timei 

Not  in  Vain  [The  Civil  War]  created  in  this  country  whal 
had  never  existed  before — a  national  consciousness.  It  was  not 
the  salvation  of  the  Union;  it  was  the  rebirth  of  the  Union. 

— WOODROW  WILSON,  Memorial  Day  Address  (1915) 

Buffaloing  Taxpayers  There's  nothing  like  a  govern- 
ment subsidy  well  spent.  [In  January]  in  Columbus,  Ohio,  billion- 
aire Ted  Turner  cut  the  ribbon  on  "Ted's  Montana  Grill,"  the  first  in 
a  chain  of  restaurants  that  will  specialize  in  . . .  bison  burgers.  As  the 
nation's  largest  bison  herder,  Mr.  Turner  is  also  a  leading  govern- 
ment charity  case;  millions  of  dollars  in  aid  go  to  bison  farms.  Per- 
haps his  new  business  venture  will  enable  him  to  wean  himself  ofl 
die  taxpayer  largesse.  Meantime,  we've  got  a  suggestion  for  patrons 
of  Media  Mogul's  Montana  Grill:  bring  in  your  tax  return  and 
demand  a  discount.  No  reason  to  get  stuck  with  a  buffalo  bill  twice. 

—Wall  Street  Journal    f 
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CURRENT  EVENTS 

iy  Paul  Johnson 


TEN  REASONS  FOR  IDENTIFYING  WITH  AMERICA 


HESE  DAYS,  WHEN  YOUNG  PEOPLE  COME  TO  ME  FOR  ADVICE,  I 
lways  say  to  them:  "If  you're  ambitious,  make  your  life  in  the 
\S.A."  I  do  this  for  ten  reasons: 

America  is  the  freest  country  in  the  world.  If  you  wish  to 
nleash  your  individual  energies  and  personality,  whether  in  busi- 
ess,  the  professions  or  the  creative  arts,  the  U.S.  is  where  the 
rwest  barriers  are  raised,  by  law  or  custom,  to  your  success. 
This  freedom  under  the  law  is  supported  by  a  democratic  system 
lat  has  been  working  effectively  for  more  than  200  years.  What  the 
jnerican  people  want,  they  eventually  get.  If  you  like  people,  if  you 
elieve  in  them  and  trust  them,  then  America  is  the  place  for  you. 
Because  democracy  works,  Americans  believe  in  the  laws  they 
nact.  The  U.S.  is  a  country  in  which  respect  for  the  law 
whether  or  not  you  like  it)  is  deeply  rooted  and  is  closely 
jlated  to  moral  feelings.  This  is  particularly  important  for 
spiring  entrepreneurs.  In  countries  such  as  Italy,  Spain,  France 
nd,  increasingly,  Germany,  the  contempt  felt  for  the  sheer  vol- 
me  of  regulations  that  oppress  business  means  that  it  is  virtu- 
lly  impossible  to  succeed  without  systematic  evasion  of  the  law. 
hus  business  and  morality  move  apart,  breeding  cynicism  and 
espair  and  making  idealism  impossible  in  the  marketplace. 

This  hasn't  happened  in  the  U.S.  Success  in  business  is  still  com- 
atible  with  a  strict  observance  of  the  law  and  a  profound  morality. 
The  majority  of  successful  entrepreneurs  in  the  U.S.  still  return 
leir  riches  to  the  society  that  made  them  possible.  They  take  seri- 
uslv  .Andrew  Carnegie's  precept  that  it  is  morally  acceptable  to 
ecome  rich,  but:  "The  man  who  dies  thus  rich  dies  disgraced." 
hey  devote  their  wealth  to  creating  charities,  endorsing  universities 
nd  supporting  the  arts  and  public  institutions  of  every  description. 
This  leads  to,  and  reflects,  a  general  spirit  of  giving  in  America. 
o  become  an  American  is  to  join  the  most  generous  community 
n  Earth.  The  giving  is  expressed  both  in  public  projects,  such  as 
le  Marshall  Plan  and  Harry  S.  Truman's  Point  Four  Program, 
nd  in  private  charities.  It  is  sometimes  said  that  Americans 
onate  more  to  good  causes  than  the  rest  of  the  world  put 
)gether.  I  am  not  sure  this  point  can  be  statistically  demonstrated, 
ut  I  believe  it  to  be  true.  Hence,  the  fifth  reason  for  joining  Amer- 
:a:  Its  vast  wealth-creating  capacity  and  huge  drive  for  enrich- 
lent  is  balanced  by  an  equally  determined  will  to  share  the  fruits. 
The  American  passion  for  making  (and  sharing)  money  is,  if 
nything,  exceeded  by  the  passion  for  education.  There  is  a  lot 
•rong  with  the  U.S.  education  system,  as  any  American  will  tell 
:>u.  What  impresses  me  is  its  sheer  scale  and  variety,  and  its 
lfinite  capacity  for  change  and  improvement.  There  are  no 


fewer  than  3,600  colleges  and  universities  in  the  U.S.,  of  every 
conceivable  description,  so  that  the  range  of  choice  open  to  par- 
ents and  their  children  is  unrivaled  anywhere  else  in  the  world. 
Freedom  is  the  keynote.  Indeed,  subject  to  proper  safeguards; 
American  parents  can  homeschool  their  children,  and  upwards 
of  1.5  million  children  receive  their  education  that  way. 

•  In  much  of  America  this  education  system  is  underpinned  by  a 
vigorous  churchgoing  tradition  that  is  still  alive  and  working.  Most 
people,  in  my  observation,  feel  more  comfortable  in  a  society  in 
which  God  is  acknowledged  and  worshipped  by  the  majority. 
America  is  the  most  "modern"  country  in  the  world  in  its  toler- 
ance for  the  varied  forms  of  religious  worship.  It  is  also,  in  respect 
to  religion,  the  most  traditional  among  the  major  powers.  This 
combination  of  old  and  new  is  unique  and  infinitely  valuable. 

•  The  U.S.  Constitution  provides  effective  protection  against  the 
religious-minded  imposing  their  views  on  others.  Sometimes 
the  courts,  in  interpreting  such  provisions,  go  too  far.  But  in 
general  the  system  works  to  the  satisfaction  of  a  public  that 
wants  to  consider  itself  part  of  a  God-fearing  society  without 
suffering  the  dangers  of  fanatical  fundamentalism. 

•  America  still  embraces  large  numbers  of  people  who  seek  citizen- 
ship for  all  the  above  reasons.  These  new  arrivals  keep  the  U.S. 
young,  vigorous,  inventive  and  different.  They  help  to  explain  why 
the  American  economy  remains  so  dynamic,  leaving  behind  such 
short-lived  "miracle  economies"  as  the  German  and  Japanese  ver- 
sions. America  is  a  continuing  miracle,  reflecting  the  ambitions  of 
all  the  world. 

•  The  U.S.  welcomes  immigrants  who  come  to  work  hard  and 
respect  its  laws,  but  it  will  not  deal  lightly  with  those  whose  inten- 
tions are  hostile.  A  final  reason  for  coming  to  the  U.S.  is  security. 
America  has  the  will  and  possesses  the  means  to  maintain  the 
world's  most  powerful  and  sophisticated  armed  forces,  to  protect 
itself  internally  and  externally.  It  will  use  its  power  sparingly  and 
in  full  compliance  with  U.N.  resolutions  and  its  own  democratic 
and  humanitarian  traditions.  But  it  still  has  the  will  to  defend 
what  it  holds  dear,  and  that  is  the  most  compelling  argument  for 
entrusting  your  personal  future  to  the  American  commonwealth. 

Now,  indeed,  is  an  excellent  time  for  the  young  of  ability  and 
promise  to  throw  in  their  lot  with  this  great  bastion  of  civilization. 
The  U.S.  economy  has  never  been  stronger.  The  national  morale  is 
good.  Washington  is  providing  clear  leadership.  But  America  is  tak- 
ing upon  itself  new  and  arduous  responsibilities  in  the  war  to  keep 
the  world  from  anarchy.  It  needs  to  recruit  the  best  and  the  bravest 
from  all  over  the  v/orld — and  they  have  good  reason  to  come.     F 


!  fV*f«f%zic      Paul  Johnson,  eminent  British  historian  and  author;  Lee  Kuan  Yew,  senior  minister  of  Singapore;  and  Ernesto  Zedillo,  former  president  of  Mexico, 
^^^^r~      !    are  now  periodically  writing  this  column  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger.  To  see  past  Current  Events  columns,  visit  our 
Web  site  at  www.forbes.com/currentevents. 
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BUSINESS  TRAVEL  BATTLEGROUND 


31'  CAN'T  BEAT  A  BUSINESS  THAT  KNOWS  FOR  DEAD  CERTAIN 
ie  exact  hour  paying  customers  will  show  up.  A  hot  dog  stand 
in  only  guess.  A  fashionable  restaurant,  taking  reservations 
ian\  weeks  ahead,  knows  a  tad  more.  Even  so,  it  doesn't  know 
hat  people  will  order  to  eat  until  they  do. 

Nope,  when  it  comes  to  having  such  valuable,  prescient 
ata — products  sold,  time  of  transaction,  size  of  transaction, 
rofile  of  audience — just  one  industry  owns  it  all.  Such  an 
idustrv  ought  to,  you'd  think,  kill  every  record  for  customer 
itisfaction.  It  should  score  a  perfect  10  on  every  survey.  Knock 
ie  ball  into  the  cheap  seats  each  time.  But  this  industry  does 
ot.  In  that  regard,  it  may  be  the  absolute  stinker — the  worst  of 

time.  Which  industry  is  the  Montreal  Expos,  the  New  Coke, 
ie  Big  Tourney  Phil  Mickelson  of  user  satisfaction?  It's  the 
rlines,  of  course. 

Sorrv  to  pour  lye  in  your  wounds,  guys.  Our  gripes  have  lit- 
e  to  do  with  9/11  and  its  time-robbing  aftermath.  On  that, 
merica  cuts  you  a  free  pass.  Your  sins  are  older,  more  basic. 
Jt's  start  with  the  simple  boneheadedness  of  making  your  cus- 
imers  shuffle  through  a  40-minute  check-in  line.  Why  on  earth 
mst  you  do  that?  And  at  every  airport!  Every  time!  Your  com- 
uters  tell  you  the  exact  hour  poor  souls  like  me  will  be  arriving, 
/by  not  staff  accordingly? 

Can  I  raise  an  embarrassing  issue?  A  male  flight  attendant 

a  San  1  'rancisco  to  New  York  run  last  week  exhibited — how 
«  sa)  this? — fierce  body  odor.  Dogs  barked  in  Kabul  every  time 
ie  guy  lifted  his  arm  to  pour  coffee.  Must  we  suffer  this,  too? 

ye-Bye,  Business  Traveler 

juthwest  Airlines  and  the  newly  public  JetBlue  have  figured 
at  a  way  to  make  a  profit  from  coach  travelers.  (One  type  of 
rcraft,  second-tier  airports,  happy  employees.)  Bravo  to  these 
tceptions.  The  rest  of  you,  listen  up.  Today  you  depend  on  the 
asiness  traveler.  Say  good-bye  to  these  customers.  Phil  Condit, 
EO  of  Boeing,  thinks  10%  of  business  travelers,  based  on  the 
:ak  2000  travel  year,  will  never  come  back.  Not  even  when  the 
onomy  perks  up. 

Condit  underestimates.  Here's  why: 
Private  jet  travel  is  up  20%  since  9/11.  These  gains  likely  will 
Did  and  go  up  for  one  reason:  positive  network  effects.  It  works 
<e  this:  As  the  customer  base  for  a  product  or  service  grows, 
loices  expand  and  prices  drop.  To  go  from  Akron  to  Albu- 
aerque  in  a  rented  Dassault  Falcon  50,  configured  to  seat  eight, 
>sts  about  $30,000  today.  Convenient,  yes;  cheap,  no.  You're 
wing  for  the  cost  of  repositioning  the  plane  to  Altoona  for  the 
xt  customer.  But  as  the  customer  base  grows,  maybe  the  Fal- 
>n.  50  need  only  go  to  San  Antonio  for  its  reposition.  Or  maybe 


it  stays  right  there  in  Albuquerque  for  its  next  fare  to  Albany, 
and  the  price  drops  50%. 

•  Just  two  airplane  manufacturers  serve  commercial  carriers 
today:  Boeing  and  Airbus.  By  contrast,  the  private  jet  field  is 
rowdy  and  competitive;  thus  it  evolves  faster.  Dassault,  Bom- 
bardier, Gulfstream,  Cessna,  Raytheon  and  many  others  knock 
heads  annually  to  deliver  the  fastest  or  most  cost-efficient  jets. 
The  customer  wins  big. 

•  But  wait!  The  story  gets  better.  Small-jet  technology  is  about 
to  get  disruptive.  We  first  wrote  about  Eclipse  Aviation  two  sum- 
mers ago.  Led  by  ex-Microsoft  executive  Vern  Raburn,  Eclipse  is 
adapting  the  Williams  International  cruise  missile  propulsion 
technology  to  its  six-seat  jet,  which  is  the  size  of  a  Piper  Malibu. 
The  Eclipse  jet's  85-pound  engines — no  bigger  than  bongo 
drums — will  operate  at  a  thrust-to-weight  ratio  twice  as  good  as 
the  Citation  series'  standard.  Not  since  fan-jets  replaced  turbo- 
jets  in  the  early  1960s  has  such  a  leap  been  attempted.  If  suc- 
cessful, we  could  see  a  brand-new  Eclipse  500  jet  for  under  $1 
million  in  2004.  Followed  by  a  national  network  of  air  taxis. 

•  Let's  briefly  revisit  that  other  disrupter,  so  suddenly  out  of 
fashion — the  Web.  It,  too,  even  in  this  season  of  the  Wall  Street 
dry  heaves,  gets  faster  and  content-richer  by  the  month.  Video- 
conferencing evolves  at  the  pace  of  Moore's  Law,  more  or  less. 
Can  anyone  make  that  claim  for  commercial  air  travel?  Of 
course,  videoconferencing's  triumph  has  been  predicted  before. 
But  you  don't  have  to  predict  conquest  to  guess  at  the  hurt  even 
a  slight  migration  will  inflict  on  commercial  air  carriers.  You 
need  only  imagine  10%  of  business  travelers — a  quarter  of  some 
airlines'  revenue— not  flying. 

Cheap! 

Grim  are  the  prospects  of  some  U.S.  carriers.  But  never  confuse 
a  trend  with  a  stock  pick.  Despite  the  knocks  against  major  U.S. 
carriers,  you  might  nevertheless  consider  buying  their  stock.  All 
the  stories  about  long  lines,  apoplectic  customers,  rising  fuel 
prices  and  strike-prone  pilots  ...  are  baked  into  the  stock  prices. 
They  are  laughably  cheap.  United  Airlines  (UAL)  is  a  case  in 
point.  It  will  do  about  $16  billion  in  sales  over  the  next  12 
months.  Its  market  cap  is  a  pitiful  $860  million  today.  Honestly, 
have  you  ever  seen  a  market-cap-to-sales-ratio  of  0.05  before? 
Market-to-book  is  cheap,  too:  0.25. 

Go  to  forbes.com,  type  in  "UAL,"  and  do  your  own  analysis. 
I  have  a  hunch  the  big  carriers,  faced  with  death,  will  rise  to  the 
fight  and  look  good  in  a  year.  Who  knows?  Soon  we  might  even 
be  writing  case  studies  on  born-again  airline  service.  F 


T*Yvrl"WiC  !  ^'sit  ^'c^  Karlgaard's  home  page  at  www.forbes.com/karlgaard 
^^£^om  I  or  e-mail  him  at  publisher@forbes.com. 
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No  matter  what  happens  to 
Mel  Karmazin,  Shari  Redstone 
will  become  a  force  to  be 
reckoned  with  at  her  dad's 
media  empire. 


BY  DYAN  MACHA 


VIACOM  CHAIRMAN  SUMNER  REDSTONE  SIMPLY 
doesn't  intend  to  die.  Even  Mel  Karmazin,  Redstone's 
number  two  and  his  combative  adversary  of  late, 
jokes  that  Viacom's  79-year-old  controlling  share- 
holder is  "good  for  another  30  or  40  years — at  least!" 
But  someday  Redstone  will  leave  the  $23  billion  (sales)  media 
nd  entertainment  empire  he  built,  and  when  he  does  the  spot- 
ight  could  shift  to  a  new  character.  Not  to  Karmazin,  who  sold 
3S  to  Viacom  and  is  a  cost-chopping  supersalesman  beloved  by 
Vail  Street,  but  to  a  rising  star  whom  Redstone  describes  as  his 
Jone:  his  48-year-old  daughter,  Shari  Redstone.  "Nobody  in  the 
ntertainment  industry  is  rising  as  fast  as  Shari,"  Sumner  says. 
It's  like  father,  like  daughter:  She  has  no  major  weakness.  She  is 
.  great  businesswoman." 

Shari  is,  at  the  moment,  the  president  of  National  Amuse- 
nents,  the  $600-million-a-year  theater  chain  founded  by  her 
[randfather  and  rebuilt,  brick  by  brick,  by  her  dad.  National 
Amusements  is  the  vehicle  through  which  Sumner  Redstone  con- 
rols  68%  of  Viacom's  voting  stock.  That  stock  and  the  family's 
lonvoting  shares  are  valued  at  S10  billion.  Besides  running  the 
heater  company,  Shari  sits  on  the  Viacom  board,  and  she  makes 
10  secret  of  her  plans  to  be  more  involved  with  Viacom.  "Viacom 
5  an  extremely  significant  asset  of  National  Amusements,"  she 
ays.  "I'd  like  to  take  a  larger  role." 

This  can't  be  entirely  pleasing  to  Karmazin,  58,  the  chief  op- 
rating  officer,  whose  contract  expires  at  the  end  of  next  year  and 
yhose  frictions  with  Sumner  Redstone  are  the  subject  of  periodic 
peculation  in  the  press.  In  the  last  go-around,  Sumner  stopped 
onspicuously  short  of  saying  that  Karmazin  would  stay  past 
003  or  ever  succeed  Redstone  as  chief  executive.  Shari  Redstone 
•egan  sitting  in  on  Viacom  budget  meetings  the  year  before  Kar- 
nazin  arrived  in  1999.  It  rankled  the  blunt-spoken  former  CBS 
hief,  who  demanded  that  she  stop  attending.  She  complied. 
There  are  meetings  for  management,  and  then  there  are  meet- 
rigs  for  the  board,"  Karmazin  says. 

Shari  Redstone  dismisses  any  notion  of  a  clash  with  Kar- 
nazin,  whom  she  describes  as  "very  friendly"  and  "very  com- 
nitted  to  making  Viacom  the  best  company  out  there."  She  says 
he  has  "absolutely  no  desire"  to  ever  become  Viacom's  chief  ex- 
cutive.  "I  can  do  whatever  I  need  to  do  as  president  of  National 
unusements  and  a  board  member  of  Viacom."  Any  rift  between 
ier  father  and  Karmazin  is  overblown,  she  says,  otherwise  Viacom 
wouldn't  be  thriving  as  it  has  been  lately  (its  stock  price  is  up 
5%  since  last  October). 

Her  father  likewise  says  Shari  won't  become  chief  executive 
nd  that  they  both  believe  in  "professional  management." 
Though  doesn't  her  job  running  a  $600-million-a-year  busi- 
tess  count  as  just  that?)  Either  way,  Shari  will  one  day  wield 
normous  influence  over  Viacom,  becoming  a  force  that  any  chief 
xecutive  will  have  to  contend  with.  She  is  now  immersing  her- 
elf  in  Viacom,  trying  to  learn  everything  she  can.  She  spends 
vvo  days  a  week  in  New  York,  working  on  joint  projects  between 
National  Amusements  and  Viacom  and  making  a  conscious  ef- 
srt  to  get  to  know  Viacom's  executives.  She  says  Richard  Bressler, 


chief  financial  officer,  Mark  Rosenthal  of  MTV  and  Sherry  Lan- 
sing of  Paramount  are  her  friends. 

If  Sumner  Redstone  died  suddenly,  Karmazin's  contract 
says  he  would  become  the  boss.  The  Redstone  stake  in  Via- 
com would  go  into  a  trust  run  by  Viacom  board  members — 
including  Redstone  confidantes  Philippe  Dauman  and  George 
Abrams,  and  Shari  herself. 

Like  her  father,  Shari  embarked  on  what  she  thought  would 
be  a  lifelong  legal  career,  after  earning  a  bachelor's  degree  at  Tufts 
in  1975  and  degrees  in  law  and  tax  law  at  Boston  University.  She 
married  in  1980  and  worked  a  few  years  in  Boston  as  a  defense 
lawyer,  but  quit  to  raise  three  children. 

Cut  to  1994:  Her  kids  older  and  her  12-year  marriage  (to  a 
lawyer  turned  rabbinical  scholar)  ending  in  divorce,  she  tiptoed 
back  into  a  career.  Her  dad,  "a  great  comforter,"  she  says,  en- 
couraged her  to  work  a  couple  of  days  a  week  at  National  Amuse- 
ments' Boston  office,  just  to  get  her  bearings.  She  thought  it 
would  bore  her,  but  within  six  months  she  was  hooked  and  had 
won  acceptance  in  the  ranks.  She  says  of  her  famous  last  name: 
"Doors  can  open  easier,  but  they  can  slam  a  lot  faster,  too." 

Today  she  reflects  the  tussle  between  traditional  mom  and  cor- 
porate chief.  She  wears  gray  power  suits,  is  a  two-fisted  negotiator 
and  is  described  even  by  fans  as  a  steel  fist  in  a  velvet  glove.  "Some 
people  negotiate  for  a  win-win  deal.  Shari  only  cares  if  she  wins," 
says  one  rival  who  has  had  to  bargain  with  her.  She  is  so  driven  and 
hands-on  that  she  leaves  late-night  voice  mails  for  her  lieutenants, 
then  asks  the  next  morning  whether  they  have  followed  up.  Yet 
Shari  Redstone  also  is  the  first  to  say  "my  kids  are  my  life."  She  feels 
guilty  if  she  can't  cook  for  them  every  night.  She  began  focusing 
harder  on  Viacom,  she  says,  only  after  her  kids  grew  more  inde- 
pendent: a  20-year-old  daughter  now  is  away  at  college  and  an  18- 
year-old  son  heads  off  to  college  next  fall,  which  leaves  only  a  16- 
year-old  son.  When  she  joined  privately  held  National  Amusements 
in  1994,  the  industry  was  in  a  building  frenzy  driven  by  growing  box 
office  receipts,  cheap  money  and  a  belief  that  bigger  is  better.  From 
1990  to  1995  more  than  4,000  screens  were  added  to  the  nation's 
total,  an  18%  increase,  while  box  revenues  went  up  only  14%.  Shari 
doubled  her  chain's  total  number  of  screens  to  1,400  but,  in  the 
U.S.,  intentionally  avoided  moving  beyond  its  12  core  markets  in  the 
Northeast  and  Midwest.  The  aim  is  to  dominate  a  market  with 
multiple  outlets  rather  than  to  spread  out  broad  and  thin. 

National  Amusements  seems  to  be  thriving  at  a  time  when 
once-luminous  names  like  Regal  Cinemas,  United  Artists  and 
Loews  Cineplex  have  all  made  visits  to  bankruptcy  court.  National 
Amusements  last  year  took  in  $270,000  per  screen  in  box-office  re- 
ceipts, compared  with  a  nationwide  average  of  $237,000  in  2001. 

Redstone  also  expanded  into  Chile,  Argentina  and  Britain 
and,  in  the  U.S.,  retrofitted  theaters  with  up-to-date  features  (like 
stadium  seating)  and  added  new  snacks,  like  fried  dough.  The 
chain  spends  $1  million  for  a  new  screen,  triple  the  sum  of  eight 
years  ago.  Unlike  most  rivals,  National  Amusements  owns  most 
of  the  land  under  its  theaters,  granting  it  cost  savings,  flexibility 
and  speed  to  build.  In  Randolph,  Mass.  the  chain  lost  a  hotly 
contested  bid  to  Hoyt  Cinema  over  a  potential  theater  location. 
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Ever  competitive,  Shari  Redstone 
immediately  located  another  site, 
personally  persuading  its  owner 
to  sell,  and  building  a  flashy,  16- 
theater  complex  in  12  months. 
Outmaneuvered,  Hoyt  never  built. 

"She  exceeded  my  highest  expectations,"  Sumner  Redstone 
gushes.  "In  a  very  difficult  period  of  time,  she  did  better  than 
anyone  else  in  the  industry." 

She  may  even  have  found  a  way  to  keep  moviegoers  happy 
when  the  film  they  see  is  a  dud.  The  Bridge,  in  Los  Angeles,  is  a 
widely  acclaimed  space-age  theater  where  the  movie  itself  is  al- 
most an  afterthought;  customers  get  cushy  leather  seats,  reserved 
seating,  live  performances  onstage  before  a  film  begins  and  an 
"elite  services"  desk  akin  to  a  concierge  desk  in  a  posh  hotel. 
Shari  says  she  was  involved  in  every  aspect  of  the  design,  right 
down  to  the  little  lamps  in  the  ticket  booths. 

The  Bridge  "forced  people  to  take  me  seriously."  It  even  im- 
pressed Dad.  "We  were  on  the  Viacom  plane,  and  one  of  the 
studio  heads  was  talking  to  my  father  about  the  Bridge,"  she 
says,  and  he  feigned  jealousy.  "My  father  yells,  'Bridge,  schmidge. 
Like  what  I  did  to  build  National  Amusements  is  so  insignifi- 
cant?'" Says  Shari:  "I  think  he  gets  a  real  sense  of  pride  when 
people  call  and  tell  him  of  their  interactions  with  me." 

In  her  role  as  a  Viacom  director,  Redstone  says,  she  would 
like  to  see  the  company  make  more  acquisitions  to  further 
strengthen  its  content  offerings.  That  could  mean  a  film  library 
like  MGM's  for  Viacom's  cable  channels  or  some  European 


"Nobody  in  the  entertainment 

industry  is  rising  as  fast  as  Shari. 
Like  father,  like  daughter." 


assets  picked  up  at  low  prices. 

Viacom's  range  of  businesses 
however,  is  vastly  broader  anc 
more  complex  than  anything  a 
National  Amusements,  and  Wal 
Street  may  have  some  doubt 
about  her  abilities.  "She  wouldn't  even  make  the  shortiist  at  an 
other  media  company,"  argues  Albert  Greco,  a  professor  at  fh< 
Rutgers  Business  School.  A  large  institutional  owner  of  Viacon 
stock  adds:  "I  think  it's  more  likely  she'd  become  chairman  an< 
let  one  of  [Sumner's  lieutenants]  take  chief  executive." 

Shari  Redstone  says  the  chief  exec  job  isn't  at  issue  anyway 
but  adds:  "You  can  immerse  yourself  in  any  situation.  My  fathe; 
didn't  know  the  cable  business  or  MTV  when  he  took  over  Via 
com,  but  that  didn't  stop  him  from  being  the  most  successfu 
media  executive  in  the  world." 

Sumner  Redstone  and  Mel  Karmazin  have  agreed  to  tablt 
the  topic  of  succession  until  year-end,  but  even  now  Redstone 
can't  resist  taking  a  teasing  jab  at  his  number  two.  After  listing 
the  superlatives  of  his  most  talented  executives  at  Viacom- 
and  failing  to  mention  Karmazin  at  all — Redstone  says,  "I  don'i 
know  what  Karmazin's  plans  are. . . .  He  might  want  to  retire.1 
Karmazin  shoots  back:  "I  have  no  plans  of  retiring.  Never 
never,  never!"  Chances  are  he  won't  stay  at  Viacom.  Even  a: 
Shari  tries  to  quell  speculation,  she  can't  quite  kill  it.  "Any 
thing  is  possible,"  says  the  former  stay-at-home  mom.  "Who 
would  have  thought  ten  years  ago  I'd  be  sitting  here  running 
National  Amusements?"  f 


Mickey  Mouse  Math 

The  creative  folks  who  brought  you  Fantasia  expect  you  to 
suspend  disbelief  when  reading  their  proxy,  too.  by  Bernard  conoon 


WALT  DISNEY  CO.  SHAREHOLDERS  CHEERED 
when  Chief  Executive  Michael  Eisner  took  no 
bonus  as  the  movie  company  bled  $158  million 
last  year.  But  don't  be  surprised  if  Eisner, 
whose  salary  totals  $1  million,  gets  a  little 
something  extra  in  his  paycheck  this  year, 
even  if  Disney  languishes  in  the  red. 

According  to  a  new  pay  plan  in  the  com- 
pany's proxy  and  approved  by  shareholders, 
Disney's  clubby  board  can  now  apply  a  more 
liberal  definition  of  profit  in  tying  Eisner's 
bonus  to  performance  targets.  To  arrive  at 
so-called  adjusted  net  income  the  company 
lists  no  fewer  than  seven  items  that  can  be 
added  back  to  earnings.  One-time  charges 
from  laying  off  staff,  like  the  4,000  Disney 
recently  canned?  Eisner's  wallet  need  not 
get  lighter.  Losses  from  closing  a  business, 


such  as  the  $1.5  billion  Disney  took  for  the 
failed  Go.com  last  year?  That  won't  neces- 
sarily hurt  the  bonus,  either.  (See  stories  on 
executive  pay,  starting  on  p.  102.) 

"I  can't  think  of  anything  they've  left  out," 
marvels  Judith  Fischer,  managing  director  of 
Executive  Compensation  Advisory  Services. 

Disney's  chief  financial  officer,  Thomas 
Staggs,  says  most  new  pay  plans  define  profit 
similarly,  and  that  changing  the  criteria  for 
judging  Eisner,  60,  was  intended  only  to  give 
Disney  greater  leeway  to  take  tax  deductions 
for  bonuses  linked  to  performance  targets.  A 
range  of  criteria  is  used  to  set  the  size  of  the 
bonus,  he  insists,  and  the  board  can  deny 
extra  pay  even  if  performance  targets  are  met. 
Moreover,  a  three-person  executive  perfor- 
mance subcommittee  can  choose  to  omit  any 
of  the  items  that  define  "adjusted  net  income." 

But  don't  expect  Disney's  board  to  be  too 
tough  on  Eisner.  One  of  the  three  subcommit- 
tee members  is  Reveta  Bowers,  head  of  the 
grammar  school  Eisner's  kids  attended. 
Another  is  actor  Sidney  Poitier.  F 


48       FORBES"   May  13,2002 


■; 


Lead  conversions 

at  Quick  &  Reilly 

have  gone  up  50%. 

—Donald  E.  Froude,  CEO,  Quick  &  Reilly 


m 


Dnald  Froude  believes  every  customer  should  feel  cared  for  and  valued.  A  philosophy  that's 
und  profitable  results  with  Siebel's  CRM  software.  With  it,  Quick  &.  Reilly ;s  employee 
oductivity  rose  15%.  Lead  conversions  climbed  50%.  Customer  retention  went  up  10%. 
T>ss-selling  grew  5%.  Further  evidence  that  customer  relationships  are  still  a  company's  best  friend. 

SIEBEL 

Good  service  is  good  business. 

To  learn  more,  call  1-800-307-2181  or  visit  siebel.com/casestudies. 
(2  Siebel  Systems,  Inc  All  rights  reserved.  Siebel  and  the  Siebel  logo  ore  trademarks  of  Slebel  Systems,  Inc.,  and  may  be  registered  in  certain  jurisdictions.  Otber  product  nomes,  designations  and  logos  may  be  trademarks  of  their  respective  owners. 
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For  status  (and  security)  in  Brazil,  helicopters  are  all  the  rage. 


FORGET  ARMORED  CARS-WELL-TO-DO  BRAZIL- 

ians  are  taking  flight  in  an  attempt  to  dodge 
traffic  snarls  and  kidnappers  in  Sao  Paulo. 
More  than  400  private  helicopters  prowl  the 
ll-million-population,  576-square-mile  city, 
making  it  the  world's  fastest-growing  chop- 
per market. 


Convenience  is  the  big  reason 
behind  the  whirlybird  boom.  An 
hour's  journey  by  car  takes  just  15 
minutes  by  chopper.  There  are  also 
plenty  of  places  to  park,  thanks  to  the  200- 
plus  helipads  atop  buildings.  (In  New  York, 
copters  were  banned  from  landing  atop  build- 


BY  KERRY  A.  DOLAN 

ings  after  a  fatal  accident  on  the  then-Pan : 
Am  building  in  May  1977.)  Safety  is  a  con-; 
sideration,  too.  Last  year  522  people  were 
kidnapped  in  Brazil.  Not  that 
traveling  by  copter  isn't  with- 
out risks,  since  Sao  Paulo's 
airways  are  pretty  clogged 
these  days.  Last  year  there 
were  14  deaths  in  helicopter 
crashes  in  Brazil. 

Finally,  these  vehicles 
have  value  as  status  symbols 
in  Brazil.  "After  you  have  a 
Mercedes  and  you  buy  a 
Rolls,  then  you  buy  a  heli- 
copter," says  Eric  Wasson,  a 
Bell  Helicopter  marketing 
director.  A  six-passenger  407 
model  from  Bell  will  set  you 
back  $1.6  million,  and  flying  costs  hover 
around  $700  an  hour.  Add  $3,000  a  month 
for  space  in  a  hangar.  F 


The  Sao  Paulo 
skyline  is  among 
the  world's  most 
cluttered  with 
helicopter  traffic. 
Number  of  heliports 
and  helipads  in  se- 
lected major  cities: 

Sao  Paulo  220 

Los  Angeles  58 

Chicago  15 

New  York  9 

Tokyo  7 

London  5 

Rome  2 


Steaming  Media 

Promoters  of  Internet  video  have  finally 
found  a  market  willing  to  pay  for  their 
product.  But  they'd  rather  not  talk  about  what 
they're  selling,  bysethlubove 

T  WAS  A  MILESTONE— OF  SORTS— IN  JANUARY  WHEN 
DivXNetworks,  the  San  Diego-based  developer  of  a  for- 
merly underground  streaming-media  technology,  an- 
nounced a  deal  with  the  squeaky-clean  Jim  Henson  Co.  to 
distribute  clips  of  the  Muppet  Show  over  the  Internet  using 
DivX  video-compression  technology. 
But  DivX  isn't  bragging  about  Vivid  Entertainment,  the  pro- 
ducer of  Room  Servicing,  Undressed  to  Thrill  and  a  bulging 
library  of  hundreds  of  kinky  X-rated  offerings.  Viewers  can  buy 
three  days  of  access  to  any  of  133  DivX-formatted  porno  movies 
for  $10  each.  Turns  out  Vivid,  based  in  Los  Angeles'  San  Fer- 
nando Valley,  is  the  top  seller  of  content  using  the  DivX  format. 
After  several  years  of  grandiose  ambitions  (and  publicity), 
the  producers  of  streaming  media  are  trying  to  charge  for  con- 
tent. But  the  dirty  little  secret  is  that  few  consumers  are  paying 
just  for  small  and  jerky  images  of  ABC  News'  Peter  Jennings  and 
National  Basketball  Association  stars  on  their  desktops,  as  sub- 
scribers to  RealNetworks'  RealOne  SuperPass  get  for  just  $10  a 
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month.  Many  of  them  are  more  interested  in  fare  like 
Jackin'  Jill,  another  Vivid  offering. 

Streaming  media  companies  such  as  RealNetworks, 
Microsoft  (with  Windows  Media)  and  Apple  Computer 
(with  QuickTime)  don't  like  to  brag  about  it,  but  their 
products  are  as  closely  tied  to  porn  as  Larry  Flynt  or  Bob 
Guccione.  While  none  of  these  respectable  companies 
produces  or  distributes  porn  themselves,  they  sell  the  tech- 
nology and  software  to  Vivid  and  the  producers  of  Naked 
News  and  others  so  they  can  redistribute  their  flicks  over  the 
Internet.  "Ten  times  more  people  are  paying  for  adult  than 
for  mainstream  content,"  says  R.  Jordan  Greenhall,  chief 
executive  officer  of  DivXNetworks. 

He  would  know.  Not  only  does  his  company  sell  Vivid 
the  technology  necessary  to  convert  its  films  into  the  DivX 
format,  it  also  has  a  revenue-sharing  deal  that  provides  DivX 
with  a  "pretty  good  split"  of  the  sales  of  Vivid's  sex  flicks. 

RealNetworks  is  not  so  willing  to  concede  it  profits  from 
porn,  despite  the  fact  that  many  porn  sites  offering  stream- 

"Ten  times  more  people 

are  paying  for  adult  than 
for  mainstream  confei 


ing  media  in  Real's  format  offer  a  link  to  the  company's  Web 
site  to  download  RealPlayer.  "I  do  know  there  is  a  certain  el- 
ement that  does  use  our  technology  for  pornography,"  says 
a  RealNetworks  spokesperson.  But  for  "privacy"  reasons,  she 
won't  disclose  the  originating  sites  that  generate  the  major- 
ity of  the  downloads  of  the  company's  RealPlayer,  or  the  - 
purchasers  of  the  company's  streaming  software. 

But  folks  at  Vivid  are  very  aware  of  RealNetworks. 
David  Schlesinger,  Vivid's  Internet  marketing  chief,  is 
pitching  the  company  on  a  new  adult  channel  featuring 
Vivid's  oeuvre.  "I  have  a  great  relationship  with  Real," 
he  gushes. 

To  see  the  technology  of  adult  streaming  media  in 
full  excess,  visit  the  anonymous  offices  of  VS  Media  in  Cal- 
abasas,  Calif.  The  company  acts  as  the  virtual  distributor  of 
504  hours  of  live  and  recorded  streaming-media  porn  every 
day  for  a  rogue's  gallery  of  porn  producers,  including  Pent- 
house, Vivid,  Europe's  Private  Media  Group  and  porn 
queen  Jenna  Jameson.  In  addition  to  offering  content 
through  its  own  site,  Video  Secrets,  the  company  also  feeds 
video  to  some  18,000  independent  Web  masters.  "We're 
like  the  Time  Warner  of  adult,"  trumpets  cofounder 
Constantine  (Chuck)  Tsiamis.  The  company's  flagship 
ing,  Flirt  4  Free,  is  a  live,  interactive  site  that  allows 
users  to  order  ,  private  stre  iming  strip  show  beamed  in 
from  Pragi  her  fi     ign  studios.  Daily  sales  total 

as  much  as  $36,000. 

If  this  o  i  yets  ubiquitous  broadband  into 

the  home,  c  •  will  no  doubt  help  finance  it.      F 
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Presto,  GT0 

GM  hopes  to  revive  a  famous  muscle  car, 
using  a  rechristened  import— with  some 
mechanical  lapses,  by  john  turrettini 


VINTAGE  MUSCLE-CAR  FANS  SHOULD  BE  ECSTATIC  ABOUT  GENERAL  MOTORS 

plans  to  resurrect  its  1960s  Pontiac  GT0  early  next  year.  Problem  is,  it  will  be  a  res- 
urrection in  name  only.  Looking  to  save  time  and  money,  GM  is  importing  "the  i 
new  GTO"  from  Australia,  where  it's  known  as  the  Holden  Monaro. 

Whatever  it's  called,  the  car,  which  is  coming  here  on  the  whim  of  GM  Vice 
Chairman  Robert  Lutz,  has  beauty  and  brawn,  with  a  thumping  300hp  v-8  engine,  j 
But  the  lefs-do-it-now  Lutz  has  left  himself  little  time  to  iron  out  some  kinks.  Turns 
out  the  brand-new  Holden  Monaro  shares  mechanical  innards  with  GM  Aus- 
tralia's Holden  Commodore,  a  car  the  Australian  press  has  excoriated  for  failing  t 
engines,  erratic  transmissions  and  bad  brake  lights. 

GM  says  it  will  ensure  the  GTO  is  up  to  snuff,  but  Detroit  has  a  discourag- 
ing record  with  rush-job  imports  from  overseas  subsidiaries.  Cars  that  aren't 
originally  intended  for  the  U.S.  market  aren't  always  engineered  for  extreme  i 
American  climate  fluctuations  and  driving  conditions.  F* 


Model:  1987-90  Merkur  Scorpio 

Origin:  Germany,  where  it  was  called 

Ford  Scorpio. 

Objective:  Affordable 

Euro-sophistication. 

Result:  An  unreliable  product.  Ford 

scuttled  the  brand  in  1990. 


Model:  1990-95  Mercury  Capri 
Origin:  Australia,  where  it  was 
known  as  the  Ford  Capri. 
Objective:  A  sexy  convertible. 
Result:  A  dud  that  sold  only 
55,700  units  before  being 
discontinued  in  1995. 


Model:  1997-2001  Cadillac  Catera 
Origin:  Germany,  where  it  was 
known  as  the  Opel  Omega. 
Objective:  A  car  to  attract  younger 
buyers  to  Cadillac. 
Result:  A  model  that  even  Cindy 
Crawford  couldn't  jump-start. 
Discontinued  last  year. 
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She's  keeping  millions 
out  of  hospitals, 

one  pill  at  a  time. 


I. 


r.  Cheryl  Hayward, 
pharmaceutical  company  researcher 


Cheryl  Hayward's  research  helps  lead  to  new  medicines  for  cardiovascular 

disease.  These  new  medicines  are  significantly  reducing  the  need  for  cardiac 

surgeries  and  hospital  stays.  For patients  with  heart  disease,  diabetes  and  other 

conditions,  taking  a  pill  every  day  is  like  an  investment  in  health — and  a  better  life. 


AMERICA'S  PHARMACEUTICAL  COMPANIES 

NEW   MEDICINES.   NEW   HOPE. 

www.newmedicines.org 
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High-Speed  Selling 


With  the  fight  for  Compaq 
nearly  settled,  Hewlett- 
Packard  pushes  on  in  the 
printing  business. 

BY  QUENTIN  HARDY 

§  v.  IX  MONTHS  AGO  HEWLETT- 
Packard  announced  it  would 
pay  up  to  $1  billion  to  buy 
Indigo,  a  manufacturer  of 
high-speed  digital  printers. 
Although  it  ranked  as  one  of  the  com- 
pany's biggest  acquisitions  ever, 
the   deal   generated   little 
interest.  For  good  reason: 
Three  days  earlier  HP 
had  unveiled  its  plans  to 
buy  Compaq  Computer 
for    $24    billion.    The 
ensuing     soap      opera 
between  company  scion 
Walter  Hewlett  and  HP  Chief 
Executive  Carleton  Fiorina  kept  the 
spotlight  far  away  from  Indigo. 

Fiorina  hopes  to  change  all  that. 
Last  month,  just  days  after  HP  voters  ap- 
parently blessed  the  Compaq  merger 
(the  final  tally  is  still  pending),  Hewlett- 
Packard  quietiy  rolled  out  its  first  In- 
digo printers — awesome  machines  that 
deliver  high-quality  color  prints  at  up 


to  500  pages  a  minute.  The  machines 
sell  for  up  to  $1  million. 

The  only  possible  wrinkle:  Walter 
Hewlett  has  long  said  that  HP  needed  to 
refocus  its  efforts  on  the  printer  busi- 
ness, perhaps  in  a  spinoff.  But  Fiorina  is 
making  her  first  big  bet  in  printing  in  a 
way  that  could  well  rile  the  prickly  heir. 
Instead  of  deploying  a  dedicated  sales 
team  to  peddle  the  machines  to  the  pro- 
fessional print  shops,  Hewlett-Packard 
intends  to  use  its  existing  sales  force, 
which  already  sells  servers,  storage  and 
personal  computers.  The  com- 
pany hopes  to  build  demand 
by  pitching  them  as  cost- 
saving  "print  on  de- 
mand" machines  that 
work  best  when  con- 
nected to  HP  computing 
hardware.  Is  this  the  em- 
phasis on  printing  Hewlett 
had  in  mind? 
Of  course,  Hewlett  never  issued 
a  formal  plan  for  HP,  nor  did  he  offer  a 
strategic  alternative  to  the  Compaq 
deal.  But  if  Indigo  flops,  he  may  well 
feel  vindicated  about  HP's  cross-com- 
pany marketing  strategy.  He'll  be 
watching  from  the  sidelines:  Fiorina 
and  the  other  directors  axed  him  from 
the  director  nominee  roster.  F 


Love's  Labor  Found 

With  tech  in  the  dumps,  Silicon 
Valley  is  seeking  true  romance. 

BY  ERIKA  BROWN 

NOW  THAT  THEIR  JOBS  HAVE  VAPORIZED,  SINGLETONS 

in  Silicon  Valley  are  reevaluating  priorities.  Faster 
than  you  can  say  "search  engine,"  the  dating 
scene  has  rebooted.  "Sometimes  it  takes  a 
catastrophe— the  tech  bust,  the  tragedies  of  Sept. 
II— to  put  things  in  perspective.  Life  is  more  pre- 
cious. People  want  someone  to  share  it  with,"  says 
Barbara  Adler,  a  Chicago-based  matchmaker  who 
is  opening  a  San  Francisco  outpost  for  her  com- 
pany, Selective  Search. 

Adler  (Barbie  to  friends)  operates  like  an 
executive  recruiter:  For  a  $l5,000-to-$25,000 
annual  retainer  she  will  go  on  the  prowl  to  find 
date  mates  for  her  clients,  most  of  whom  are  men 
aged  30  to  55.  Sometimes  matches  come  from  her 
database  of  clients.  But  Adler,  30,  is  a  regular  at 
networking  events  like  the  PC  Forum,  as  well  as 
classy  bars  and  hotels,  where  she  meets  the 
people  she  introduces  to  her  clients.  For  what  she 
charges,  Adler,  who's  single,  should  guarantee  a 
soul  mate.  But  all  she  promises  is  six-plus  intro- 
ductions a  year— and  sometimes  only  after  a  client 
has  signed  on  with  a  personal  trainer,  a  psycholo- 
gist or  a  hair  stylist. 

Tech  consultant  Kevin  Shipman,  42,  once 
trolled  for  dates  at  liquor-soaked  dot-com  launch 
parties.  "But  now  that  they've  dried  up,  I'm  resort- 
ing to  fix-ups  by  friends  and  family,"  he  says.  He 
plans  to  sign  up  with  Adler  as  soon  as  she  opens 
her  West  Coast  shop.  But  there's  no  guarantee 
she'll  take  him  on.  Adler  rejects  four  out  of  ten 
lonely  hearts.  Heavy  smoker?  Forget  it.  Over- 
weight? Call  her  when  you've  dropped  20  pounds. 

A  former  tech  p.r.  executive,  Adler  thinks  it's 
fitting  that  her  vocation  has  changed  with  the 
times.  Says  she:  "I  used  to  help  clients  go  public, 
and  now  I'm  helping  take  them  private."  F 


Enterprise  Rent-A-Car  wanted  to  reduce  operational 

costs.  Xerox  found  the  key  to  success  by  moving  1.7  million 

vital  documents  onto  their  intranet  every  month. 

There's  a  new  way  to  look  at  it. 


earn  more:  wfww.xerox.com/learn   For  a  sales  rep:  1-800-ASK-XEROX  ext.  LEARN 

J0C2JSE HOX  CORPORATION  All  rtghts  reserved  XEROX^The  Document  Company*  and  There's  a  new  way  to  look  at  it  are  trademarks  of  XEROX  CORPORATION 
s  a  trademark  o*  Enterpr.se  Rent-A-Car  Company 


The  Document  company 

XEROX 
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Depth  Charge 


Jerome  Lemelson  turned  an  obscure  "submarine  patent" 
into  $1  billion-plus  in  royalties.  The  sub  just  took  a  hit. 

BY  BRIGID  MCMENAMIN 


NVENTOR  JEROME  LEMELSON  MADE  HIS  FORTUNE  OFF 
something  called  a  "submarine  patent."  This  is  a  quirky 
legal  device  whereby  an  ancient  patent  application  resur- 
faces and  can  be  used  as  a  weapon  against  unsuspecting 
defendants.  Lemelson's  submarine  was  aimed  at  firms  using 
bar  code  scanners  and  other  such  devices.  The  submarine's 
home  base  consisted  of  applications  he'd  filed  with  the  Patent 
Office  in  1954  and  1956.  With  skillful  rewording,  Lemelson 
used  those  old  papers  to  claim  new  patents  and  collect  royalties 
on  modern  bar  code  readers  that  came  into  use  long  after  the 
applications  were  filed. 

The  scheme  worked  well,  even  after  Lemelson's  death  in 
1 997.  Over  the  past  decade  Lemelson  and  his  heirs  have  hauled 
in  $1.5  billion  in  licensing  fees  from  940  auto,  computer,  retail, 
electronics  and  other  firms.  Those  suits  made  Lemelson's 
mouthpiece,  Gerald  Hosier,  the  highest-paid  lawyer  in  America 
with  a  2000  income  of  $40  million,  and  three  jets.  Hosier  is 
expecting  his  machine- vision  clients  to  collect  at  least  $1  billion 
more  from  other  defendants.  Or  he  was. 

But  now  it  appears  the  Lemelson  &  Hosier  submarine  is  in 
danger  of  sinking.  A  Jan.  24  decision  by  a  federal  appeals  court 
granted  scannermakers  Cognex  Corp.  of  Natick,  Mass.  and  Sym- 
bol Technologies  of  Holtsville,  N.Y.  a  powerful  new  legal  weapon. 
On  Mar.  20  the  12-judge  appeals  court  refused  to  reconsider  the 
decision,  so  Lemelson's  side  will  have  to  face  that  weapon  in 


Scanner  schemer: 
the  late  patent  mogul, 
Jerome  Lemelson. 


Greater  Tater— or  Spud  Dud? 

Latest  in  high-calorie  penny  stocks:  a  company  that  turns  potato 
pellets  into  really  fast  food,  by  dirk  smillie 


FAST  FOOD  APPARENTLY  ISN'T  FAST  ENOUGH 
for  some  folks.  What  else  explains  why 
six  companies  in  20  years  have  wasted 
big  bucks  trying  to  perfect  a  french  fry 
vending  machine? 

Now  tiny  Tasty  Fries,  based  in  Blue  Bell,  Pa 
wants  us  to  believe  that  it  has  created  a  gad- 
get that  will  cook  and  dispense  munchwor- 
thy  taters.  Its  machine,  said  to  be  coming 
soon  to  some  1,000  shopping  malls, 
hotels  and  hospitals  in  the  Northeast  U.S., 
works  like  this:  Once  someone  slips  in  a 
dollar,  a  robotic  arm  adds  water  to  a 
cluster  of  dehydrated  potato  pellels.  The 
pellets  are  formed  into  32  fries  that  are 
then  dumped  into  a  pot  of  hot  vegetable  oil. 
Once  drained,  the  rehydrated  spudlets  are  dis- 
pensed in  a  cup  with  copious  condiment  choices 
including— heaven  help  us— Cheez  Whi  . 
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court.  Losing  would  wipe  out  14  of  Lemelson's  18  patents.  "His 
licensing  program-is  on  life  support,"  gloats  Michael  Steir,  gen- 
eral counsel  for  Cognex. 

How  did  this  reversal  of  fortune  come  about?  Symbol  and 
Cognex  went  on  the  offensive,  using  an  ancient  legal  device:  the 
doctrine  of  "laches."  This  medieval  rule  says  that  people  who  fail 
to  promptly  assert  their  rights  risk  losing  them.  Symbol  and 
Cognex  asked  a  federal  judge  in  Nevada  to  deem  the  Lemelson 
patents  unenforceable,  claiming  that 
the  inventor  dilly-dallied  so 
ong  before  pressing  them 
that  it  wasn't  fair  to: 
make  users  pay  orl 
mount  a  defense. 

At  first  Lemel 
son's  lawyers  were1 ' 
cocky,  certain  that) 
^■F  V  F   the   laches   defense 

w     ^^^fe^       had  been  nixed  by  the 
^k  federal  Patent  Act  of 

^H^r  1952.  That  view  had 
W^^  worked  for  them  in  a  case 
against  Ford  in  1998.  But  this 
time  it  was  different.  When  the  scan- 
nermakers asked  the  federal  appeals 
court  to  make  the  Nevada  judge 
consider  the  unfairness  of  Lemel- 
son's ploy,  six  business  groups  sided 
with  them  and  Virginia  patent 
lawyer  George  Sirilla  urged  the  court 
to  take  the  case  in  a  friend-of-the- 
court  brief. 

In  January  the  court  agreed,  say- 
ing scannermakers  must  be  allowed 
to  argue  unfairness.  So  now  the 
scannermakers  will  have  their  chance 
to  expose  Lemelson's  tactics.  They 
say  they  can  prove,  for  instance,  that 
the  inventor  waited  at  least  23  years 
to  begin  pressing  the  claims  at  issue. 
Hosier  denies  that  and  says  blame 
lies  with  the  patent  office. 

The  stakes  are  high:  If  the  Nevada 
judge  sides  with  the  scanner  users, 
other  judges  would  likely  toss  out  the 
cases  against  400-plus  more  defen- 
dants, such  as  Intel.  Hosier  says  he 
wouldn't  mind.  "I  would  much  pre- 
fer to  be  doing  other  things,"  he 
sniffs.  Like  flying  his  jets. 

The  trial  is  set  for  Nov.  18.        F 


Too  soon  to  say  if  the  machine, 
made  by  Advantage  Metal  Prod- 
ucts of  Livermore,  Calif.,  is  any 
better  than  previous  creations, 
such  as  the  Spud  Stop,  which 
went  up  in  smoke— literally— from 
a  faulty  cooker.  But  Tasty  Fries  Chief 
Executive  Edward  Kelly,  who  has  raised 
$7  million  for  the  venture,  is  jazzed  enough 
to  have  ordered  10,000  tons  of  potato  pellets 
from  Nestle  to  supply  9,000  machines 
by  2004. 

For  the  price  of  the  instafries,  you  can 
gobble,  up  three  shares  of  the  Bulletin 
Board-listed,  moneylosing  Tasty  Fries.  John 
McMillan,  food  analyst  at  Prudential  Securities, 
is  not  hungering  for  the  stock.  Says  he:  "With  a 
McDonald's  within  a  mile  of  everyone,  why  buy 
your  fries  from  a  machine?"  F 


TODAY 


TOMORROW 


TOYOTA 


Support  innovative  family 
iteracy  program 


Publish  more  success 
stories 


Sometimes  it  takes  a  great  idea  to  give 
power  to  good  intentions.  We  think  the 
National  Center  for  Family  Literacy  is  a 
great  idea,  and  that's  why  Toyota  is  proud 
to  be  one  of  its  major  supporters. 

NCFL  is  the  leader  in  parent-child  learning. 
It's  a  powerful  way  to  develop  learning 
skills  in  young  children  by  helping 
disadvantaged  parents  complete  their 
own  education  and  learn  important  life 
skills  at  the  same  time. 

Toyota  has  provided  support  to  more 
than  150  family  literacy  programs  across 
America.  By  supporting  NCFL,  we  hope 
that  the  book  on  missed  opportunities 
will  one  day  be  closed  forever. 

To  learn  more  about  the  great  work  of 
NCFL,  visit  www.famlit.org. 


www.toyota.com/tomorrow 
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sider  Selling  if  their  companies  go  bankrup 
within  one  year.  A  prime  example:  much  of  th 
$•740  million  that  Gary  Winnick  pulled  out  c 
Global  Crossing  before  it  cratered.  Other  bosse 
agreeing  on  a  draft:  Sanford  Weill  of  Citigroup 
William  Harrison  of  J.P.  Morgan  Chase,  DavL 
H.  Komansky  of  Merrill  Lynch  and  Arthur 
Ryan  of  Prudential.  — Robert  Lenzne 


A  Bad  Heir  Day 


Trump  or  Chump? 

Now  that  the  New  Jersey  Gaming  Commission  has  revoked  the 
auditing  license  of  Arthur  Andersen  LLP,  the  New  Jersey  Attor- 
ney General's  office  plans  to  do  a  "thorough  review"  of  the 
firm's  Atlantic  City  casino  clients.  This  cannot  be  good  news  for 
Forbes  400  member  Donald  J.  Trump,  whose  three  properties — 
Trump  Taj  Mahal,  Trump  Plaza  and  Trump  Marina — face  huge 
debt,  restless  bondholders  and  tremendous  capital-improve- 
ment needs.  But  The  Donald  says  he  can  withstand  such  regula- 
tory scrutiny.  Thanks  to  stronger  cash  flow  recently,  the  proper- 
ties are  "doing  great,"  he  insists.  — Brett  Pulley 

Radical  Concept:  Fair  Play 

The  Financial  Services  Forum — 2 1  Wall  Street  heavyweights  led  by 
Morgan  Stanley's  Phillip  J.  Purcell — is  preparing  a  joint  statement 
calling  for  corporate  executives  to  hand  back  their  profits  from  in- 


U.S.  Tax  Court  Judge  Julian  I.  Jacobs  has  ruled  fo 
a  second  time  that  the  49%  stake  in  high-end  hai 
product  company  John  Paul  Mitchell  System? 
owned  by  famed  stylist  Paul  Mitchell,  was  at  hi 
1989  death  worth  $41.5  million,  46%  more  thai 
the  heirs  say.  Since  another  founder,  John  Pan 
Dejoria,  owned  50%,  a  federal  appeals  court  ha* 
said  it  was  wrong  for  Jacobs  to  view  the  Mitche! 
stake  as  a  controlling  interest  and  reduce  the  estate-value  discount 
for  minority  interest  and  lack  of  marketability.  The  ability  of  Jacob 
to  reach  the  same  conclusion  on  slightly  different  grounds  make 
another  appeal  highly  likely.  — Ashlea  Ebelin; 

What  About  Silicon  Glut? 

Aping  Silicon  Valley's  fame — if  not  success — every  local  eco 
nomic  development  push  into  technology  seems  to  require  ai 
elemental  moniker.  The  world  now  has  Silicon  Alley  (New  Yorl 
City),  Silicon  Beach  (Santa  Barbara),  Silicon  Desert  (Phoenix) 
Silicon  Forest  (Seattle),  Silicon  Gulch  (Austin,  Tex.),  Silicoi 
Mesa  (Albuquerque),  Silicon  Mountain  (Colorado  Springs) 
Silicon  Sandbar  (Cape  Cod,  Mass.),  Silicon  Snowbank  (Min 
neapolis/St.  Paul)  and  Silicon  Valley  Forge  (Philadelphia  sub 
urbs).  Among  the  many  Silicon  Prairies:  Kansas  City,  Mo. 
Lincoln,  Neb.;  Richardson,  Tex.  and  Sioux  Falls,  S.D. 

— William  P.  Barret 


Especially  in  choppy  times,  total  losses  attributable  to  a  specific  mutual  fund  manager— often  overseeing  several  funds  and  multiple 
share  classes— can  add  up.  Over  the  past  two  years  these  16  managers  collectively  dropped  an  estimated  $270  billion.  —W.P.B. 


MANAGER 


George  Sauter 

Robert  Stansky 

Helen  Young  Hayes    Jan  us 


Scott  Schoelzel 
Blaine  Rollins 
Robert  Bertelson 
Steven  Wymer 
Gary  Lewis 


FUND        FUND  CLASSES  MANAGED  LOSS1 
FAMILY  OR  COMANAGED  ($BIL) 

Vanguard  32 

Fidelity  1 


Janus 
Janus 
Fidelity 
Fidelity 
Van  Kampen 


12 
6 
2 
1 
1 
9 


-$49 
-27 
-26 
-24 
-21 
-16 
-16 
-14 


MANAGER 

John  Ballen 
Evan  Harrei 
Warren  Lammert 
Alfred  Harrison 
William  Danoff 
John  McDowell 
Gordon  Fines 
Jason  Weiner 


FUND        FUND  CLASSES  MANAGED 
FAMILY  OR  COMANAGED 


MFS 

AIM 

Janus 

Alliance 

Fidelity 

Fidelity 

AXP 

Fidelity 


5 
3 

3 
13 

1 
3 

1 


1  Net  asse       1 1  Mar.  3 1 ,  2000  multiplied  by  two-year  total  return  percentage  to  Mar.  3 1 ,  2002.  Source:  Forbes. 
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WendtWoes 

SHORTLY  AFTER  OUR  SKEPTICAL  STORY  LAST  YEAR  ABOUT  TROUBLED  FINAN- 
cial  giant  Conseco,  the  company  fired  off  a  media  press  release  accusing  us  of 
being  "derelict"  in  our  reporting  and  "intentionally  offensive"  to  its  cus- 
tomers. In  fact,  FORBES  was  the  only  major  publication  that  wrote  that 
mobile  home  loan  delinquencies  were  likely  to  rise,  rather  than  fall,  as 
Conseco's  new  superstar  boss  Gary  C.  Wendt  insisted.  We  noted  that  Wendt 
was  playing  a  dangerous  game:  rolling  over  loans  owed  by  deadbeats  to  peo- 
ple with  equally  bad  credit  histories.  A  year  later  delinquencies  have  risen 
18%,  the  stock  has  fallen  from  $14  to  $4.51  and  Conseco  is  pleading  with  its 
lenders  to  extend  payment  deadlines  on  its  own  bills.       — Bernard  Condon 


MARCH  18,  2002 


AUGUST  20, 2001 


FEBRUARY  18. 2002 


Not  So  Anti-Enron?      Southern  Exposure      Developing  Debt 


TWO  MONTHS  AGO  SEITEL  CHIEF  PAUL 
Frame  insisted  his  Houston  seismic  data 
company  was  "the  anti-Enron."  He  was 
responding  to  short-sellers  who  were  at- 
tacking Seitel,  suspecting  it  of  wrongfully 
boosting  its  revenue  by  booking  data 
swaps  as  cash.  Frame  insisted  the  swaps 
were  legitimate  income.  In  early  April  Sei- 
tel restated  its  revenue  for  2000  and  most 
of  2001,  pushing  it  downward  by  $68.2 
million.  Seitel  maintains  it  has  violated  no 
rules  and  is  just  deferring  $50  million  into 
future  periods.    — Elizabeth  MacDonald 

Flashbacks 


DESPITE  THE  FINANCIAL  TURMOIL  BREW- 
ing  in  Argentina  last  summer,  we  predicted 
that  Citigroup's  operations  there  would 
not  only  survive  but  very  likely  thrive. 
Citi's  emerging-markets  boss,  Victor 
Menezes,  expected  a  "flight  to  quality," 
and  thus  a  benefit  to  Citi.  How  wrong  we 
both  were.  Citigroup's  first-quarter  earn- 
ings were  tarnished  by  an  $816  million 
pretax  charge  brought  on  by  Argentina's 
economic  upheaval.  It  devalued  its  cur- 
rency in  early  January  and  defaulted  on 
$141  billion  in  debt.      — Kerry  A.  Dolan 


THREE  MONTHS  AGO  WE  DESCRIBED  THJ 
latest  debacles  created  by  Michaa 
Reschke,  the  debt-loving  developer  ani 
chairman  of  Chicago-based  Prime  Grouj 
Realty  Trust  (assets,  $1.6  billion).  Reschkj 
had  taken  a  high-interest  $60  million  pen 
sonal  loan  from  Steven  Roth's  Vornadi 
Realty  Trust,  securing  it  with  his  stake  in 
Prime  Group  and  a  promise  to  resign  I 
he  defaulted.  In  early  April  Reschke  finala 
quit  after  defaulting.  Reschke  is  now  in 
court  trying  to  keep  Roth  from  taking  hi 
Prime  Group  stock.        — Stcphanc  Fitch 


45  YEARS  AGO  IN  FORBES/SEPTEMBER  I,  1957 

Boiling  Over  as  the  r^ 

lOOth-stock  day  came  to  a 
champagne-spiked  close  last 
month,  the  Bolsa  still  seemed 
to  reflect  only  a  rudimentary 
beginning  for  industrial  prog- 
ress in  one  of  the  richest  per 
capita  countries  in  the  world. 
Given  political  stability  and 
continued  oil  prosperity,  Ven- 
ezuela could  conceivably  be- 
come a  small-scale  U.S.  as  far 
as  economic  prosperity  is  con- 
cerned. President  Marcos  Perez  Jimenez's  strong-arm  government  may 
yet  face  the  kind  of  challenge  that  toppled  dictators  Peron  in  Argentina 
and  Rojas  in  L  mbia.  But  even  with  sporadic  political  unrest  and  what 
would  be  condi.nned  as  unbridled  government  extravagance  in  the 


U.S.,  oil  money  has  kept  Venezuela's  economic  pot  briskly  boiling. 
In  April  Venezuela's  President  Hugo  Chavez  was  ousted  in  a  military 
coup  and  then  returned  to  power  two  days  later. 


. 


Strong  arms:  former  Venezuelan 
president  Marcos  Perez  Jimenez 
(right)  with  predecessor. 


35  YEARS  AGO  IN  FORBES/MAY  15,  1967 

Accountants  Under  Fire  For  decades^™ 

ing  profession  basked  in  the  highest  kind  of  public  confidence.  Now 
all  at  once  there  are  more  than  50  major  lawsuits  pending  against  the 
Big  Eight  public  accounting  firms,  charging  irregularities  and  negli- 
gence in  preparing  earnings  reports  and  other  financial  statements. 
With  equal  suddenness  a  barrage  of  public  criticism  has  landed  on 
the  profession  for  its  highly  flexible  "generally  accepted  accounting 
principles."  Perhaps  most  worrisome  of  all  to  the  CPAs  and  to  the 
management  that  employ  them,  the  Securities  &  Exchange  Commis- 
sion has  been  issuing  thinly  disguised  threats  to  take  unilateral  action 
if  the  accountants  themselves  do  not  quickly  tighten  up  their  rules. 

Under  the  present  accounting  rules,  there  is  a  very  fine  line 
between  "maximizing"  and  plain,  old-fashioned  manipulation 


>! 
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How  the  FIFA  World  Cup™  kicked  off  an  IP  telephony  first.  The  largest  sporting 

event  in  the  world,  the  FIFA  World  Cup'"  utilizes  over  40,000  volunteers  and  12,000  media  personnel  who  must 
communicate  between  20  venues  in  2  countries,  24-hours  a  day.  And  they  needed  an  IP  telephony  solution 
that  could  work  with  it  all.  So  they  chose  Avaya  to  build  one  of  the  world's  largest  converged  networks.  Our  IP 
solution  gave  them  the  same  features  and  functionality  of  sophisticated  office  phone  systems,  with  the  ability  to 
talk,  transmit  data,  manage  e-mail,  faxes  and  even  wireless  communications  simultaneously  —  all  over  a  single 
network.  For  a  white  paper  detailing  how  Avaya  is  powering  the  FIFA  World  Cup'",  visit  avaya.com/nowtwo. 
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hnology  Canon  is  known  for.  Our  advanced 
tomatic  Image  Refinement  technology  for  the 
jivalent  of  800x400  dpi  resolution.  Our  Finer 
ghter  Toner  for  a  wider  array  of  colors.  And  a 


Single-step  Direct  Transfer  System  for  amazing  pinpoint 
registration.  It's  big  news  in  a  small  footprint.  At 
Canon,  we're  giving  people  the  know-how  to  create 
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JAMES  DIMON  SITS  ALONE 
on  an  empty  stage  as  500 
employees  filter  into  the 
softly  lit  basement  audito- 
rium at  Bank  One  Corp.'s 
Chicago  headquarters  for 
a  breakfast  get-together. 
Tellers,  programmers,  clerks  and  secre- 
taries have  assembled  to  celebrate  their 
birthdays — a  carefully  orchestrated 
monthly  campaign  to  polish  Dimon's 
image  and  spread  his  management  gospel. 
"Happy  birthday  everyone,"  he  says,  kick- 
ing off  what  quickly  becomes  less  of  a 
party  than  a  75-minute  pep  rally.  "How 
many  people  think  we  are  slow  and  bu- 
reaucratic?" he  barks.  A  bunch  of  hands 
fly  up.  "Who  is  responsible  for  fixing  what 
is  bureaucratic?"  Dimon  shoots  back.  "We 
arc,"  the  audience  chimes. 

"We  all  know  wh?t  good  customer 
service  is,  right?"  Heads  nod.  "I  was 
watching  a  woman  stand  outside  a  branch 


last  winter.  It  was  8:20  a.m.,  and  every- 
body was  inside — warm,  drinking  coffee. 
They  weren't  going  to  open  the  door  be- 
cause it  wasn't  8:30  a.m.,  bankers  hours.  Is 
that  good  customer  service?"  "No,"  the 
audience  groans. 

For  the  next  half-hour  Dimon  tosses 
questions  like  a  populist  politician,  keep- 
ing hands  flying.  He  boasts  how  he  cut  top 
management's  perks — eliminating  coun- 
try club  memberships,  scuttling  401  (k) 
contributions — redistributing  the  savings 
to  hourly  employees.  Some  40,000  non- 
salaried  workers  got  $300  in  Bank  One 
shares  in  January.  "The  [executives]  we 
hired  from  New  York  said,  'We  don't  want 
the  shares  and,  Jamie,  you  shouldn't  take 
them  either,' "  says  Dimon,  neglecting  to 
mention  how  he  and  other  executives  still 
stand  to  earn  millions  from  stock  options. 

"The  rank-and-file  love  Dimon,"  says 
David  E.  Donovan,  head  of  personnel. 
"Middle  managers?"  Pause.  "Well,  let's  just 


Four  years  after  his 
ouster  from  Citigroup, 
Jamie  Dimon  has 
dragged  Bank  One 
back  from  the  brink. 

NOW  WHAT? 


BY  MARK  TATGE 
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Concentrated  Power 


Jamie  Dimon  wants  to  create  a  national  retail  powerhouse.  One  rather  large  hurdle:  no  franchise  on  either  coast. 


28.3% 

Arizona 


Sources:  Merrill  Lynch;  SNL  Financial. 


say  they  don't  love  him  as  much.  He's  put 
a  lot  of  pressure  on  them." 

Jamie  Dimon,  46,  has  been  under  a  fair 
amount  of  pressure  himself  since  taking 
over  the  top  spot  at  the  nation's  sixth- 
largest  bank  (2001  assets:  $268  billion)  two 
years  ago.  Ever  since  he  was  fired  by  his 
longtime  mentor  at  Citigroup,  Sanford  I. 
Weill,  in  1998,  Dimon  has  had  something 
to  prove.  He  has  stirred  expectations  that 
he  will  remake  One's  14-state  banking  sys- 
tem into  a  national  financial  services  pow- 
erhouse— something  akin  to  Citigroup.  But 
despite  cost-cutting  and  major  realignment 
of  management,  he's  nowhere  close  to  that 
goal.  Talk  to  ten  former  executives,  and  you 
hear  tales  of  paranoia,  turmoil  and  micro- 
management,  made  worse  by  Dimon's  con- 
frontational style.  Their  most  damning  crit- 
icism: that  Dimon  has  no  grand  strategy. 

Wall  Street,  too,  has  grown  impatient 
waiting  for  a  master  plan.  Bank  One's  share 
price  has  topped  out  at  $43 — 19  times  trail- 
ing earnings,  versus  17  for  Citigroup — and 
has  now  drifted  lower.  Eighteen  of  the  25 
analysts  who  follow  One  have  a  hold  or  sell 
on  it.  Loan  losses  are  a  haunting  problem; 
on  top  of  losing  $10.8  billion  to  bad  loans 
in  the  past  eight  quarters,  the  bank  faces 


more  trouble  later  this  year,  thanks  to  its 
exposure  to  both  Enron  and  Argentina. 
And  there  are  plenty  of  rumblings  that 
Bank  One  may  be  takeover  bait.  The  bank's 
strong  Midwest  footprint  would  be  a  nice 
addition  to  a  Wells  Fargo  or  some  other 
large  predator. 

"I  don't  think  it's  my  job  to  make  ana- 
lysts happy,"  says  Dimon.  Creating  happi- 
ness inside  the  bank  may  be  even  harder. 
Before  his  arrival  Dimon's  predecessors — 
chief  executive  John  B.  McCoy  and  presi- 
dent Verne  G.  Istock — spent  two  disastrous 
years  trying  to  merge  First  Chicago-NBD 
with  Banc  One  (as  it  was  then  spelled). 
Banc  One  was  a  highly  decentralized  group 
of  regional  banks  that  produced  terrific 
profits  but  had  grown  unwieldy  after  a 
decade  of  acquisitions  beginning  with  failed 
Dallas-based  MCorp  in  1989.  Founded  by 
the  McCoy  family  of  Columbus,  One's  hall- 
mark was  retail  banking.  It  lays  claim  to 
having  created  the  first  drive-up  bank  and 
pioneering  credit  cards  and  ATMs.  First 
Chicago  couldn't  have  been  more  different. 
A  blue-blood  corporate  bank  formed  dur- 
ing the  Civil  War,  it  did  a  poor  job  of  serv- 
ing consumers  and  small  businesses.  By  die 
late  1990s  consolidation  had  evolved  to 


where  both  banks  needed  each  other,  but 
neither  wanted  to  lose  its  past  identity. 
McCoy  agreed  to  move  One  to  Chicago, 
while  First  Chicago  gave  up  its  name. 

Dimon  took  a  less  subde  approach  to 
the  cultural  conflict:  He  whacked  12,000 
jobs — on  top  of  10,000  already  lopped  off. 
Twelve  of  the  most  senior  1 3  executives 
went — they  either  resigned,  got  relocated 
or  were  fired.  Brutal,  perhaps,  but  essential 
to  getting  costs  under  control  at  every  level. 
Dimon  recalls  finding  workers  rewallpa- 
pering  the  posh  corporate  offices.  "I  had 
just  finished  telling  people  I  didn't  want 
anyone  spending  any  more  money  on  real 
estate,"  he  says.  He  told  the  workers  to  quit 
and  leave  the  wall  half-beige,  half-brown  as 
a  reminder  of  a  bygone  era. 

He  tore  through  the  bank  like  a  buzz- 
saw.  Employees  were  paid  $1,000  for  each 
moneysaving  idea,  contributing  in  a  sym- 
bolic way  to  a  $1.5  billion,  or  15%,  reduc- 
tion in  annual  operating  expenses.  Dimon 
shaved  the  board  from  20  to  12.  He  cut  the 
dividend  in  half  to  84  cents  annually  and 
took  $4.4  billion  in  asset  writedowns  and 
loan-loss  provisions  in  2000.  He  rankled 
commercial  loan  clients  by  dropping  less- 
profitable  corporate  borrowers  who  weren't 
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acagaw 


iack  when  the  Pacific  was  a  distant  dream  and 
he  lands  between  it  and  the  Mississippi  were  an 
mcharted  wilderness,  Sacagawea  led  Lewis  and 
"lark  through  the  Louisiana  Purchase  to  the 
oast  of  Oregon.  She  was  the  one  who  read  the 
.igns.  Spoke  the  language.  Understood  the 
iple.  Knew  the  territory. 


ntory  is  the  capital  markets,  and  no  one  is 
better  at  guiding  clients  through  it.  We  were  the 
top-performing  bookrunner  of  2001. f  Guided 
clients  on  deals  valued  in  excess  of  $20  billion. 
And  maintained  our  #1  ranking  in  after-deal  IPO 
support.11  When  you  set  out  to  conquer  new 
territory,  take  the  right  guide  to  lead  the  way. 
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BANK     ONE 


generating  enough  noninterest  fee  income. 
The  decision  shrank  the  corporate  bank  by 
26%,  hurting  earnings  but  also  freeing  up 
capital  and  limiting  exposure. 

Dimon  built  up  as  well  as  tore  down. 
In  the  retail  segment  he  gave  employees  at 
1,800  branches  a  chance  to  share  profits  if 
they  met  earnings  targets.  He  hired  Austin 
Adams,  a  systems-integration  wizard  from 
First  Union,  to  merge  five  computer  sys- 
tems. The  $200  mil-      


the  forerunner  of  what  today  is  Citigroup. 
Named  president  in  October  1998,  Dimon 
was  fired  by  Weill  less  than  a  month  later. 
Was  it,  as  reported,  Weill's  disappointment 
with  Dimon's  inability  to  combine  the  cor- 
porate businesses  of  Citicorp  and  Travel-- 
ers?  Dimon's  easing  out  of  Weill's  daughter, 
Jessica  Bibliowicz,  who  ran  Smith  Barney's 
mutual  fund?  Dimon's  refusal  to  turn  over 
Salomon's  bond  business  to  Weill's  son, 


are  commercial  banking  (22%)  and  invest- 
ment management  (11%).  Retail  has  a  ter- 
rific return  on  equity  (21%  in  2001)  but 
was  bleeding  cash  from  poorly  brokered 
home  equity  loans  and  auto  leases.  Dimon 
scaled  back  both  those  businesses  last  year. 
With  1,800  branches,  7.3  million  house- 
holds, 500,000  small-business  customers 
and  5,000  ATMs,  the  retail  operation  could 
be  a  huge  delivery  system  for  a  range  of  ser- 
vices — mutual 


lion  upgrade  will  be 
ready  early  next 
year,  saving  an  esti- 
mated $200  million 
annually. 

The  payoff  so  far:  a  recovery  in  operat- 
ing earnings.  After  dipping  54%  in  2000 
(before  merger  and  restructuring  charges), 
they  rebounded  last  year  to  $2.9  billion — 
still  well  below  the  $3.8  billion  peak  in  1999. 
"I  want  to  build  one  of  the  best  financial 
services  companies  in  America,"  says 
Dimon.  "Something  everybody  who  works 
here  can  be  proud  of,  something  the  people 
who  built  it  can  hand  off  to  another  gener- 
ation and  say,  this  is  a  great  thing  we  did." 

But  can  he  be  satisfied  with  toning  up  a 
commercial  bank  whose  forte  is  lending  to 
small  and  mid-tier  companies  with  sales  of 
$10  million  to  $500  million?  A  solidly  prof- 
itable niche,  to  be  sure,  but  with  clients 
rarely  in  need  of  investment  banking  ad- 
vice, much  less  swaps  and  derivatives — stuff 
that  makes  Dimon's  eyes  sparkle.  It  seems 
reasonable  to  surmise  that  he  has  bigger 
ambitions,  given  that  he  invested  $57  mil- 
lion of  his  own  to  buy  Bank  One  stock 
when  he  joined  the  company,  and  another 
$4.6  million  for  a  mansion  on  Chicago's 
Gold  Coast.  (He  is  said  to  have  left  Citi  with 
more  than  $25  million  in  severance,  op- 
tions, bonuses  and  pay.) 

Dimon  seems  determined  to  leave  his 
mark — in  no  small  part  because  of  his  sud- 
den departure  from  Citigroup  and  his  rup- 
tured relations  with  Sandy  Weill.  Weill  hired 
Dimon  in  1982,  fresh  out  of  Harvard's 
M.B.A.  program,  as  a  favor  to  Dimon's  dad, 
Theodore,  a  broker  and  friend  at  Shearson 
Hayden  Stone  (a  brokerage  Weill  had  ac- 
quired). Dimon  worked  alongside  Weill  for 
16  years,  first  as  his  assistant,  later  running 
Commercial  Credit,  Travelers  Group  and 
Salomon  Smith  Barney.  Together  they  built 


"I  certainly  don't  subscribe  to 
the  idea  this  has  to  look  like  Citi." 


Marc?  (Today,  both  Weill  and  Dimon  tiptoe 
around  discussing  each  other,  claiming  they 
are  still  friends. ) 

So,  what  kind  of  legacy  is  Dimon  shoot- 
ing for?  "I  dunno,"  he  says.  "I  don't  have  a 
preconceived  notion  as  to  what  this  com- 
pany has  to  be,  and  I  certainly  don't  sub- 
scribe to  the  idea  that  this  has  to  look  like 
Citi,  be  like  Citi  or  sound  like  Citi." 

Still,  he  has  raided  Citi  for  seven  execu- 
tives. Three  are  part  of  Dimon's  inner  cir- 
cle: Charles  W.  Scharf,  chief  financial  officer, 
James  S.  Boshart,  who  heads  commercial 
banking,  and  Heidi  Miller,  whom  Dimon 
recently  hired  for  the  new  position  of  exec- 
utive vice  president  for  strategy  and  devel- 
opment. Miller,  who  has  known  Dimon 
since  1992,  says  she  came  to  Chicago  be- 
cause she  missed  working  with  him.  "He's 
the  best  boss  I've  ever  had,"  she  says.  But 
adds,  "He  can  be  a  pain  in  the  ass." 

Nearly  every  week  Dimon  and  13  other 
executives  sit  in  McCoy's  old  office,  fur- 
nished with  old  couches  and  chairs  from 
former  bank  branches,  and  lava  lamps.  In 
the  Lava  Lounge  participants  are  supposed 
to  challenge  one  another;  Dimon  presides 
and  occasionally  jumps  in.  "It  is  very  easy  to 
tell  him  you  disagree  with  him,  but  I  know 
that  not  everybody  feels  that  way,"  says  per- 
sonnel chief  Donovan.  Dimon  replies,  "I 
think  I  can  be  tough  on  people,  but  I  think 
people  would  say  I'm  fair.  I  want  people  to 
do  their  wind  sprints." 

Exactly  where  they're  headed,  though, 
isn't  clear.  Dimon's  best  opportunity  prob- 
ably lies  with  One's  historic  strengths:  retail 
banking  (38%  of  operating  income)  and 
credit  cards  (29%).  Trailing  those  divisions 


funds,  credit  cards, 
investment  man- 
agement and  lines 
of  credit.  But 
cross-selling  them 
has  been  an  afterthought.  Example:  While 
the  bank  is  the  third-largest  issuer  of  credit 
cards  in  the  U.S.,  with  $65  billion  in  man- 
aged receivables,  only  2.6  million  of  its  re- 
tail households  (36%)  have  a  Bank  One 
credit  card.  The  bank's  branches  are  still  lit- 
tle more  than  collection  points  for  deposits. 
But  starting  early  next  year  system  upgrades 
will  let  branch  employees  mine  customer 
information  so  they  can  try  to  load  every- 
one up  with  fee-based  services. 

How  about  plain  old  banking  services? 
Bank  One's  deposit  base  was  flat  last  year, 
against  an  average  12%  gain  at  the  top  ten 
banks,  according  to  SNL  Financial.  To  im- 
prove service,  Dimon  empowered  the  front 
lines  to  make  more  customer-related  deci- 
sions (except  about  loans).  If  a  customer 
complains  about  a  fee,  a  teller  can  reverse  it. 
Open  a  new  account,  and  you'll  hear  from 
the  bank  in  3  days,  then  6  weeks  and  then  in 
90  days  to  make  sure  you're  happy.  Each 
branch  has  its  own  profit-and-loss  state- 
ment. Up  to  75%  of  a  branch  manager's 
pay  is  now  based  on  the  branch's  results. 

But  moving  from  here  to  Dimon's 
dream  of  a  low-cost,  integrated  money  cen- 
ter may  take  up  to  a  decade.  To  compete  in 
capital  markets  Bank  One  must  acquire  the 
expertise  quickly.  Even  so,  it  will  have  to 
play  an  agile  game  of  catch-up  to  reach 
larger  banks  and  nonbank  competitors  like 
Merrill  Lynch,  which  added  $19  billion  in 
deposits  from  new  customers  last  year. 

The  smart  money  is  betting  Bank  One 
will  be  bought  before  Dimon  finishes 
building  it  out.  At  least  he's  motivated  to 
up  the  price:  Half  of  his  3.3  million  options 
vest  immediately  if  the  stock  hits  $60.     F 
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"I'm  worried  that 
we  wont  be  able 
to  save  enough 
for  Jenny's 
college  expenses." 


^B 


How  can  a  529  plan 
help  your  college  fund? 

If  you  haven't  looked  into  a  Section  529  college-savings  plan  before,  now  is  a 
good  time.  Because  the  new  tax  laws  make  these  plans  an  even  more  powerful 
way  to  save.  At  Prudential  Financial,  we  can  help  you  analyze  your  goals  and 
determine  how  a  529  plan  could  boost  your  education  funding.  Plus,  we'll  help 
you  sort  through  the  wide  range  of  education  savings  alternatives  available 
to  find  the  one  that's  right  for  you. 


Call  for  your 
free  guide! 

Ask  for  your  free  copy 
of  the  Prudential 
Financial  brochure  on 
529  college-savings 
plans.  You'll  learn  how 
these  plans  can  enhance 
your  education  funding, 
plus  you'll  get  a  practical 
guide  to  growing  and 
protecting  your  wealth 
to  help  meet  your 
family's  goals. 


The  many  advantages  of  529  plans: 

•  Potential  for  tax-free  growth 

•  No  income  limits  or  age 
requirements 

•  You  stay  in  control  of  your 
account — not  your  beneficiary 

•  Some  plans  allow  total  contributions, 
including  earnings,  of  over  $200,000 
per  beneficiary 

•  Tax-advantaged  gifting  strategies 

•  It's  not  just  for  parents — 
grandparents  and  other  family 
members  can  also  contribute 


New  tax  laws  mean  even  more  ways  to 
save.  Starting  this  year,  529  plans  are  federally 
tax  free — while  your  money  stays  in  the  plan, 
and  when  you  take  distributions  to  pay  for 
college  tuition  and  other  qualified  expenses. 
Keep  in  mind  that  the  new  tax  breaks  expire 
at  the  end  of  2010,  unless  Congress  renews 
them.  Also,  consult  with  your  tax  advisor  on 
the  state  tax  implications. 

Talk  to  Prudential  Financial  for  a  free 
education  savings  review.  For  decades, 
we've  been  helping  parents  save  for  college 
expenses.  We  can  help  you  analyze  your 
college  and  graduate  school  funding  goals, 
review  your  existing  assets  and  show  you 
how  you  can  close  your  savings  gap. 

1-800-THE-ROCK  ext.9113 

prudential.com 


Prudential  (M  Financial 

Crowing  and  Protecting  Your  Wealth® 


rJential  Financial  is  a  service  mark  of  The  Prudential  Insurance  Company  of  America,  Newark,  NJ  and  its  affiliates.  Securities  products  ond  services  are  offered  through  Pruco  Securities  Corporation,  751  Broad  Street, 
wrk,  NJ  07102,  Prudential  Securities  Incorporated,  199  Water  Street,  New  York,  NY  10292,  and  Prudential  Investment  Management  Services  LLC,  Three  Gateway  Center,  14th  Floor,  Newark,  NJ  07102  (members 
0.  All  are  Prudential  Financial  companies.  Neither  Prudential  Financial  nor  its  companies  are  tax  advisors.  Please  consult  your  tax  advisor  for  advice  regarding  tax-related  investment  decisions  ond  for  information  on  the 
t  fox  laws.  College  savings  plans  offered  by  each  state  differ  significantly  in  features  and  benefits.  The  optimal  plan  for  each  investor  depends  on  his  or  her  individual  objectives  and  circumstances.  In  comparing  plans, 
h  investor  should  consider  each  plan's  investment  options,  fees,  and  state  tox  implications.  IFS-A069030 
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The  240-hp  Acura  MDX.  Consider  the  p-cfound  beauty  of  saying  "no."  Instead,  say  "yes"  to  getting  out  there.  With  an  advar 
electronic  4-wheel-drive  system  for  exceptional  on-  and  off-road  performanc  e,  the  MDX  predicts  wheelslip  before  it  happens.  And  lea 
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led  seats,  room  for  seven  and  available  Acura/Bose®  Music  System  with  6-disc  CD  changer  make  it  clear:  Not  every  social  obligation 
i>atory.  Call1-800-TO-Acuraorvisitacura.com.  Taking  the  SUVtoa  place  it's  never  been  before.  vQj^\l—  LJI^A\ 
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IN  GUANGZHOU,  CHINA,  A  FACTORY  SPANNING  2  MILLION  SQUARE  FEET— THE  WORLD'S 
biggest  piano  plant — cranks  out  250  pianos  every  day.  White-smocked  workers  for  the 
Pearl  River  Piano  Group  steer  computer-driven  kilns  that  bake  oak  planks  en  masse. 
Individual  piano  keys  are  hand-checked  for  precision  and  balance.  Five  pairs  of  ears  lis- 
ten to  each  piano's  tuning,  speeding  another  instrument  out  the  door — and  into  Amer- 
ica's living  rooms.  Just  two  years  after  Pearl  River  set  up  a  U.S.  sales  arm,  its  high-quality, 
low-priced  pianos  have  snared  10%  of  the  market,  and  the  company  vows  to  capture  a 
25%  share  by  2005.  It  already  has  won  the  hearts  and  minds  of  some  U.S.  consumers. 
"In  the  history  of  mankind  there  probably  hasn't  been  as  good  an  entry-level  piano,"  gushes 
Robert  W'itmeyer,  a  40-year  veteran  of  the  business  and  owner  of  San  Jose  Piano,  upstate  from  Pearl 
River's  Ontario,  Calif,  warehouse  and  sales  office.  He  eyes  the  attention  to  detail  on  the  $3,200 
model  and  deems  it  arguably  superior  to  pricier  models  from  Korean  and  Japanese  rivals.  Pearl 
River,  the  American  dealer  says,  "doesn't  plan  on  being  second-best." 

Nor  do  other  Chinese  companies  now  intent  on  invading  the  U.S.  market  and  building  global 
brands.  U.S.  companies  hailed  China's  membership  last  December  in  the  WTO,  eyeing  lower  tariffs 
and  a  huge  waiting  market.  But  the  smartest  Chinese  manufacturers  see  it  as  a  ripe  time  to  strike 
back  and  establish  markets  for  Chinese-branded  goods  here  and  across  Asia  and  Europe. 

China  has  long  held  "most  favored  nation"  trading  status  with  the  U.S.,  which  grants  it  the  same 
tariff  rates  that  many  other  foreign  countries  get.  Its  admission  into  the  WTO  forces  places  like  the 
European  Union,  Mexico  and  Taiwan  to  lower  trade  barriers  those  governments  have  had  against  a 

The  Challenge 
From  China 


host  of  Chinese  products.  WTO  membership  places  looser  restrictions  on  China's  apparel  exports 
worldwide,  too.  Moreover,  it  has  steeled  the  savvy  Chinese  companies  for  harsher  competition  in 
their  home  market;  they  aim  to  keep  growing  by  moving  onto  the  competition's  turf. 

"As  [foreign  companies]  come  to  China,  we  not  only  need  the  domestic  market,  we  also  need 
the  international  market,"  says  Tong  Zhi  Cheng,  president  of  Pearl  River,  which  relied  on  the  U.S. 
for  10%  of  total  revenue  of  almost  $90  million  last  year. 

Chinese  companies  got  their  first  taste  of  the  U.S.  market  two  decades  ago,  when  it  seemed  like 
half  of  the  items  in  the  local  Wal-Mart  were  made  in  China,  often  for  U.S.  brands.  Now  a  handful  of 
powerful  Chinese  exporters  have  bolder  ambitions — to  sell  goods  under  their  own  brand  names 
and  gun  for  the  extra  profits  that  a  distinctive  name  brings. 

Chinese  companies,  yesterday's  subcontractors,  aim 
to  build  tomorrow's  brands.  Look  out,  America. 


BY  KERRY  A.  D0LAN  AND  QUENTIN  HARDY 
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Household  appliance  maker  Haier  Group,  brewer  Tsingtao  and 
refrigerator  maker  Kelon  are  all  trying  to  build  brands  in  the  U.S. 
In  the  corporate  world  auto  parts  and  telecom  equipment  makers 
are  knocking  elbows  with  bigger  U.S.  competition,  aiming  to  un- 
dercut the  pricing  of  such  vulnerable  titans  as  Cisco  Systems. 

The  Chinese  presence  could  run  into  some  perception  prob- 
lems among  U.S.  consumers.  Some  Americans  equate  "made  in 
China"  with  "cheap  and  shoddy."  Others  see  the  country  as  a  chop 
shop,  where  innovation  is  nonexistent  and  technology  is  copied, 
often  illegally.  But  "made  in  Japan"  was  similarly  disdained  30  years 
ago,  and  the  Japanese  went  on  to  own  consumer  electronics.  The 
China  contingent  will  catch  up  faster. 

"The  Chinese  are  fast  learners,"  says  Shirley  Young,  a  marketing 


went  low-end  when  it  first  entered  the  U.S.  auto 
market  and  later  moved  up  to  the  Lexus  arena. 
Yamaha  expedited  the  demise  of  most  U.S.  piano 
y  . »  makers'(Steinway  is  the  only  major  survivor)  and 
now  makes  high-end  models,  since  it  owns  more 
of- the  market. 

Haier,  a  17-year-old  appliance  maker  based 
in  the  port  city  of  Qingdao,  crept  into  the  U.S.' 
'•  m  market  in  1994,  selling  just  three  mini-refriger- 
ator models  through  a  distributor  named 
Michael  Jemal,  an  energetic  appliance  entrepre- 
neur in  Great  Neck,  N.Y  By  1999  the  two  parties 
formed  Haier  America  Trading  Co.  to  broaden 
the  line,  and  nine  months  later  they  opened  a 
factory  in  Camden,  S.C.  to  make  full-size  re- 
frigerators for  the  U.S.  market. 

"We're  looking  to  build  a  brand,"  says  Jemal, 
36.  "We'll  do  it  faster  than  Panasonic  did." 

Today  Haier  sells  250  models  of  home  ap- 
pliances, from  dishwashers  to  microwaves,  in  big 
retailers  like  Wal-Mart  and  Costco  and  over 
1,000  appliance  dealers.  The  company  claims  toi 
have  50%  of  the  U.S.  market  for  the  small  fridges 
that  inhabit  offices  and  college  dorm  rooms.  Its 
share  is  60%  in  refrigerated  wine  chillers.  In  early 
— "  2000  Haier  introduced  a  stand-alone  model' 
specifically  designed  for  the  U.S.,  and  sales 
sparked;  last  fall  Sanyo  launched  its  own  version,  i 
and  early  this  year  General  Electric  introduced  a  model  priced  to. 
compete  with  Haier.  Two  global  appliance  makers  have  since  ap- 
proached Jemal,  Haier's  New  York  connection,  to  see  if  Haier  will! 
make  its  popular  new  compact  chest  freezer  for  their  brands.  Jemal  i 
gladly  accepted. 

Haier  Chief  Executive  Zhang  Ruimin  vows  the  company  will 
join  the  ranks  of  the  500  biggest  companies  worldwide.  It  already 
is  the  world's  second-largest  maker  of  refrigerators,  and  runs 
sixth  in  worldwide  sales  of  large  home  appliances,  according  to 
Euromonitor.  Sales  in  the  U.S.  more  than  doubled  to  nearly  $200 
million  last  year.  Back  in  China  the  Haier  parent  company  pulled 
in  revenues  of  $7.3  billion  in  2001,  a  46%  increase. 

Haier  and  other  exporters  first  sharpen  their  skills  by  com-! 


"We're  looking  to  build  a  brand  faster  than  Panasonic  did." 


veteran  who  opened  General  Motors'  first  and  only  plant  in  China 
five  years  ago.  "When  they  realize  what  it  takes  to  build  a  brand, 
they'll  really  get  into  it."  Nicholas  Lardy,  China  scholar  at  the  Brook- 
ings Institution  and  author  of  the  new  book  Integrating  China  Into 
the  Global  Economy,  adds,  "The  perception  is  that  the  Chinese  are 
never  going  to  get  anywhere  because  they  don't  have  their  own 
brands.  That  was  true  ten  years  ago,  but  it's  changed  dramatically." 
At  first  most  of  these  Chinese  companies  don't  target  the  high 
end  of  the  market  but  are  content  to  build  brands  with  lower  prices 
and  dependable  quality.  The  hope  is  to  move  upscale  later.  Japan- 
ese companies  tried  a  simila  tack  in  the  1970s  and  1980s.  Toyota 


peting  with  multinationals  in  China,  then  export  to  developing 
nations  and  smaller  economies.  Once  they  learn  lessons  in  those 
markets,  they  head  for  the  U.S.  and  ramp  up.  The  influx  of  for-J 
eign  competition  in  China,  particularly  in  manufacturing  andj 
electronics,  has  provided  the  locals  with  tough,  world-class 
training.  A  decade  ago  Lucent,  Siemens,  Motorola  and  a  few 
other  outsiders  dominated  the  Chinese  market  for  telecom 
equipment.  Then  a  Chinese  rival,  Huawei  Technologies,  began 
producing  network  switches  that  were  less  expensive  and  slightly 
less  sophisticated  but  adequate  for  Chinese  needs.  "Now  they 
have  a  very  large  market  share  in  China  and  have  begun  to 
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Does  the  employee  in  you  agree  with  what 


irl!4Hi 


Your  company's  most  valuable  assets  aren't  made  of  wire  and-steel.  They're  made  of  body  and  soul. 
They're  your  employees.  Which  also  means  you.       ^^^^^  t 

At  CIGNA,  we  provide  benefit  plans  that  satisfy  both  the  employee  and  the  benefits  manager : 
We  provide  retirement  benefits  that  offer  high-quality  investment  options  and  hassle-free  admini: 
We  provide  health  benefits  that  deliver  medical,  dental,  pharmacy,  vision  and  behavioral  health  care 
through  a  single,  integrated  network  with  integrated  administration.  We  provide  disability  benefits  that 
are  easy  to  understand,  easy  to  use,  and  easy  to  administer.  ^ 

Why  do  we  do  this?  Because  when  employee  benefits  are  working  better  for  your  •? 

employees,  you  feel  a  lot  better,  too. 

For  more  on  the  retirement,  health,  life  and  disability  benefits  that  work  for  ClGNA 

you  and  your  employees,  visit  us  at  www.cigna.com.  A  Business  of  Caring. 


I  t  h     Benefit 


Life     and- 
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export,"  says  the  Brookings  Institution's  Lardy. 

Huawei  sells  Cisco-type  routers  at  a  fraction  of  Cisco's  price 
and  gets  a  boost  from  IBM's  marketing  know-how.  Last  year 
overseas  markets  provided  10%  of  Shenzhen-based  Huawei's 
$3.1  billion  in  sales,  a  threefold  increase  from  2000;  the  company 
hopes  the  overseas  component  can  more  than  triple  again,  to 
35%,  by  2006.  "There  will  be  a  lot  of  changes  in  the  next  five 
years,"  vows  William  Xu,  a  Huawei  executive  vice  president. 

Cisco  wasn't  paying  much  attention  to  Huawei — until  recently. 
Now  Cisco  says  it  is  considering  legal  action  (for  theft  of  intellec- 
tual properly)  against  Huawei,  hoping  to  stop  a  company  one  Wall 
Street  analyst  calls  "the  biggest  reason  I  know  to  sell  Cisco  stock." 

So  far  the  China  bunch  has  been  strong  on  manufacturing 
but  wobbly  on  management,  so  Huawei  and  some  other  players 
are  hiring  foreigners  to  train  them,  fast.  Huawei  has  70  IBM 
employees  at  its  headquarters.  Since  1999  they  have  linked 
Huawei's  switch  development  with  marketing  and  sales,  aiming 
to  design  for  customer  needs.  It's  a  great  leap  forward  for  a  com- 
pany with  communist  roots.  One  of  the  IBM-ers  involved,  exec- 
utive consultant  Chris  Fickenscher,  compares  the  overhaul  with 
IBM's  own  remodeling  under  Louis  Gerstner. 


headquarters  talk  to  customers  by  day  and  plants  in  China  at  night. 
"American  companies  know  what  they  want,  and  we  know  what 
we  can  make,"  says  Ni.  "This  isn't  a  Chinese  company  or  an  Amer- 
ican company.  Why  should  we  care?  The  key  is  to  make  money." 

Wanxiang  is  starting  to  build  a  brand  with  Visteon,  the  $18 
billion  (sales)  auto  supplier  spun  out  of  Ford,  says  purchasing 
manager  David  Piejak.  "Their  quality  is  good — we're  going  for 
zero  defects  per  million  parts — and  they  are  hungry." 

Pristine  production,  however,  won't  be  enough  to  win  over 
rank-and-file  consumers.  "The  Chinese  need  a  Sony:  a  company 
that  will  stand  for  high  quality,  that  will  produce  incredible 
amounts  of  innovation,"  says  Martyn  Straw,  president  of  brand 
consultancy  Interbrand  in  New  York.  To  achieve  that,  he  says,, 
"they've  got  a  lot  of  work  to  do." 

To  support  a  large  distribution  and  sales  network,  "you  have 
to  hire  ad  companies  and  invest  in  sales  and  marketing.  Chinese 
companies  are  not  used  to  spending  that  kind  of  money,"  says 
Howard  Chao,  a  Taiwan-born  partner  at  law  firm  O'Melveny  & 
Meyers  in  Menlo  Park,  Calif,  who  works  with  clients  in  China. 

Tsingtao  Beer,  perhaps  the  best-known  Chinese  brand  in  the 
U.S.,  has  a  tepid  annual  marketing  budget  of  $2  million  or  so,  funded . 


The  China  Contingent 

Chinese  companies  likes  those  below  target  the  U.S.  market  with  their  own 
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Konka  Group 

televisions 
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Pearl  River  Piano 

pianos,  band  instruments 

87 

10 
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the  lure  of 
the  rich  U.S. 

'Less  than  1%  of  sales. 

market. 

Huawei,  founded  by  a  former  officer  in  China's  Red  Army, 
faces  other  public-relations  problems.  Two  years  ago  it  was 
accused  of  linking  Iraqi  missile  stations  with  fiber-optic  lines,  a 
charge  the  company  denies. 

Marketing  is  still  a  nascent  notion  for  many  Chinese  execu- 
tives, so  some  outfits  turn  to  U.S.-trained  countrymen  to  build  a 
presence  here.  Auto  parts  supplier  Wanxiang  Group  has  seen  its 
U.S.  sales  increase  78%  to  $96  million  in  three  years,  and  expects 
to  more  than  double  that  again  this  year.  It  set  up  a  U.S.  business 
in  1995,  tapping  Pin  Ni,  a  Chinese  national  who  was  studying 
for  his  Ph.D.  in  Kentucky,  to  run  it. 

At  the  time,  "Wanxiang  didn't  have  a  work  force  to  do  inter- 
national business,"  says  Ni,  now  38  and  the  president  of  Wanxi- 
ang America.  "Some  Chinese  schools  will  give  you  an  M.B.A., 
but  there  are  no  marketing  degrees."  Wanxiang  couldn't  get 
money  out  of  China — currency  restrictions  are  still  a  prob- 
lem— so  Ni  started  with  $20,000  of  his  own  money.  He  retooled 
Wanxiang's  products  for  the  U.S.  market. 

Today  Chinese  engineers  at  Wanxiang  America's  Elgin,  111. 
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mosdy  by  its  distributor,  Monarch  Imports  in  Chicago.  Tsingtao 
rates  only  34th  among  imported  beers  in  the  U.S.,  says  Impact  Data-, 
bank,  with  some  850,000  cases  shipped  last  year.  The  Mexican  beer 
Corona,  with  a  $20  million  marketing  budget,  is  number  one. 

Margin  is  an  issue,  says  Chao:  "People  in  China  have  this  view 
that  they  do  all  the  hard  work  of  manufacturing  and  the  margin 
gets  taken  by  the  people  with  the  brands."  He  continues,  "They've 
seen  how  Procter  &  Gamble  took  over  large  parts  of  the  Chinese  I 
market  using  a  blitz  of  advertising."  Domestically,  ad  spending  ja 
growing,  hitting  $11.2  billion  last  year. 

The  sheer  size  of  the  Chinese  market  is  one  reason  mora 
Chinese  brands  haven't  yet  arrived  on  U.S.  soil.  As  some  parts  ofj 
the  market  become  saturated — home  appliances  were  among 
the  first — more  companies  are  setting  their  sights  on  exports. 
Five  or  ten  years  from  now  Chinese  firms  that  have  found  their 
place,  leveraged  their  formidable  manufacturing  prowess  and 
mastered  Western-style  marketing  may  well  become  household 
names  in  middle  America. 
Additional  reporting  by  Russell  Flannery. 
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We've  developed  innovative  pharmaceuticals  for  the  treatment  of  allergies. 


So  that  everyone  can  have  pleasant  feeliH\\ 


For  most  of  us,  enjoying  nature  is  wonderful.  But  millions  of  people  around  the  world 
experience  nature  very  differently.  They  suffer  from  allergies.  At  Aventis,  one  of  the  world's  leading  pharma- 
ceutical companies,  we  already  offer  doctors  highly  effective  treatments  for  patients  with  allergies.  We  also 
are  developing  other  new,  innovative  pharmaceuticals  in  a  number  of  therapeutic  areas  by  utilizing  our 
in-depth  know-how,  and  the  possibilities  offered  by  new  technologies. 


ut  nature. 


Aventis 


Stoo  and  Go 


A  COMMIT!  1'ROM  1111  MAKV1  \NH 
suburbs  into  Washington,  D.C. 
that  should  take  60  minutes  takes  103  during  rush 
hour.  For  this  waste  of  time  and  mono  you  can  thank 
the  American  Automobile  Association.  The  motorist 
lobby,  along  with  other  militants,  last  war  strong-armed  Mary- 
land Governor  Pains  N.  Glendeninginto  killing  a  plan  to  charge 
drivers  extra  to  travel  during  peak  traffic  times  on  the  most 
clogged  highways.  "Il  strikes  a  raw  nerve  to  charge  people  for 
these  existing  facilities,"  says  Mahlon  Anderson,  a  spokesman 
for  \\\  Mid  Atlantic. 


BY  CHANA  R. SCHOENBERGER 


1 1  affic  costs  American  taxpayers  and  drivers 
m\  estimated  $78  billion  annually  in  lost 
wages  And  gasoline,  Timc-of-day  pricing  could  make  a  serious 
dent  in  this  waste.  The  technology  is  available,  in  the  form  of 
electronic  toll  collection  and  license  plate  photo  identification. 
Hut  sometimes  politics  are  way  behind  the  science. 

What's  so  unpopular  about  charging  more  for  a  service  dur- 
ing a  period  of  peak  demand?  We  accept  such  pricing  by  airlines, 
resorts,  movie  theaters  and  phone  companies.  But  the  concept 
offends  much  of  the  driving  public,  who  resent  "Lexus  lanes"  for 
the  rich.  "Most  people  believe — and  it's  not  just  politicians — 
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hat  the  roads  are  out  there,  we  paid  tor 
hem,  it's  a  public  good,  and  therefore  the 
ise  o\  them  should  be  equitable  and  some 
people  shouldn't  get  preference  in  use  of 
he  roads  relative  to  others,"  says  Patrick 
DeCorla-Souza,  head  of  highway  pricing 
it  the  Federal  Highway  Administration, 
.vhich  administers  S10  million  in  funding 
for  congestion-pricing  pilot  projects 

DeCorla-Souza  figures  congestion  pric- 
ing in  the  Washington  area  could  bring  in 
$400  million  a  year  in  toll  revenues  while  sav- 
ing dn\ers  S4  billion  in  time,  fuel  and  repairs 
jver  20  years,  Far  from  penalizing  the  poor, 
it  could  benefit  them  if  (and  this  is  a  big  if  > 
the  revenue  were  used  to  reduce  other  dri- 
ving costs,  like  gasoline  taxes.  (  fthers  would 
also  benefit.  Parents  racing  to  avoid  a  da) 
care  late  fee  of  $1  per  minute  would  gladly 
- 1  toll  to  save  I  5  minutes. 

Congestion  pricing  got  its  start  with 
the  late  Nobel  economics  laureate  William 
Yickrcv,  a  Columbia  University  professor 
who  reallv  was  just  applying  the  old  sup 
plv-demand  curve  to  road  space  In  1975 
Singapore  started  charging  for  access  .it 
peak  times,  a  move  that  cut  downtown 
traffk  by  40%.  North  of  Paris,  highway  Al 
sports  a  higher  toll  on  Sunday  evenings  as 
Parisians  stream  back  from  their  weekend 
cottages.  London  is  now  implementing  a 
daily  licensing  fee  for  motorists  in  its 
crowded  central  city. 

In  the  L'.S.  a  handful  ot 'pricing  schemes 
haw  sprung  up  in  traffic  clogged  cities  like 
1  os  Angeles,  Houston  and  New  York  Near 
Los  Angeles,  which  has  the  worst  traffic  in 
the  country,  a  private  company  in  1 995  built 
toll  lanes  down  the  center  of  the  Riverside 
Freeway,  which  connects  the  city  to  River- 
side County.  Although  residents  complain 
that  the  arrangement  leads  authorities  to  ne- 
glect the  free  road  in  order  to  force  drivers 
onto  the  paid  lanes,  40,000  motorists  a  day 
pay  the  tolls.  Lexus  lanes?  The  income  group 
that  uses  the  lanes  most  frequently  makes 
$40,000  to  $60,000  per  year,  likely  because 
these  earners  must  scramble  to  9-to-5  jobs. 

Officials  in  gridlocked  Atlanta  are  wary.  In  a  city  with  only 
one  toll  road — charging  50  cents — plans  for  variable  pricing  were 
shelved  amid  public  concern  over  how  the  extra  toll  revenue 
would  be  spent.  But  San  Diego  took  the  plunge.  It  outfitted  two 
nearly  empty  carpool  lanes  on  Interstate  15  as  toll  lanes.  The  toll, 
levied  automatically  via  a  radio  transponder,  like  the  E-ZPass 
badges  used  on  Northeast  highways,  can  change  as  often  as  every 


►  By  the  Numbers 


Parking  Lot 

Traffic  is  getting  worse  in  big  American 
cities,  but  few  have  adopted  congestion 
pricing.  Time  and  fuel  are  a-wasting  ... 

XX  Hours  of  annual  traffic  delay  per 
person  in  the  U.S.  in  1982. 

36  Hours  in  1999. 

ww  Percent  of  travel  in  U.S.  urban 
areas  that  encounters  traffic 
congestion. 

U.O  Billions  of  extra  gallons  of  gas 
used  because  of  U.S.  urban  traffic 
in  1999. 

Source:  Texas  Transportation  Institute. 


seven  minutes,  with  a  charge  of  between  25 
cents  and  $8  per  trip,  depending  on  how 
crowded  the  lanes  are  at  that  time.  A  recent 
poll  showed  that  drivers  think  the  special 
toll  lanes  save  them  15  to  45  minutes  per 
trip,  although  in  reality  they  save  them  only 
15  to  20  minutes.  San  Diego  is  using  the 
$1.8  million  in  annual  toll  revenues  to  fund 
an  express  bus  line.  Houston  began  a  simi- 
lar program  three  years  ago,  allowing  car- 
pools  with  three  or  more  riders  into  the 
HOV  (high-occupancy  vehicle)  lanes  for 
free  but  charging  cars  with  fewer  riders  at 
peak  times. 

In  New  York,  where  the  Port  Authority 
imposed  a  higher  toll  for  drivers  using  the 
bridges  and  tunnels  into  Manhattan  dur- 
ing rush  hour,  drivers  using  F-ZPass  pay 
$5  at  peak  times  and  $4  at  all  other  times, 
while  those  paying  cash  always  pay  $6.  A 
higher  peak  toll  could  reduce  traffic  and 
send  more  drivers  scurrying  to  commuter 
rail  or  subway  trains,  but  the  Port  Author- 
ity fought  quite  a  battle  just  a  year  ago  (o 
get  a  toll  increase  and  won't  ask  for  sleeper 
charges  anytime  soon. 

One  way  to  make  lime-pricing  more 
palatable:  Emphasize  discounts  rather  than 
surcharges.  In  Fort  Myers,  lla.  two 
bridges — one  new,  one  older — connecting 
downtown  to  the  suburb  of  Cape  Coral 
offer  hall-price  discounts  to  drivers  travel- 
ing just  before  and  just  after  off-peak  hours. 
Thanks  to  a  $400,000  marketing  campaign 
by  the  county  government,  70%  ol  resi- 
dents approve  of  the  toll  scheme,  which  cost 
$15  million.  "There  was  a  very  high  correla- 
tion between  how  much  they  understood 
about  the  program  and  how  much  they 
liked  it,"  says  Chris  R.  Swenson,  a  consul- 
tant to  the  Lee  County  government  on  the 
project.  Traffic  officials  are  now  boldly  con- 
sidering investing  taxpayer  money  in  a  net- 
work of  toll  ramps  that  leapfrog  over  the 
area's  most  crowded  intersections. 

The  tricky  part  of  implementing  a 
congestion-price  schedule  lies  in  jacking 
up  prices  high  enough  to  alter  driving  plans  but  not  too  high  to 
provoke  outrage.  In  Toronto  the  407,  a  privatized  loll  highway 
that  charges  drivers  through  a  license-plate-recognition  cam- 
era system,  used  to  charge  4  cents  Canadian  per  kilometer  at 
night  and  10  cents  during  rush  hours.  That  wasn't  enough  to 
turn  daytime  commuters  into  night  owls.  When  the  price  dif- 
ferential was  abandoned  in  January,  the  night-traffic  volume 
didn't  budge. 
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A  lumbering  manufacturer  with  weak  sales 
remakes  itself  into  a  lithe  service  company.  IBM 
did  it.  Phil  Condit  thinks  BOEING  can  do  it,  too. 


Reengineering 


By  Stephane  Fitch 

f  there's  not  much  call  for  aerospace  engineers  in  Hollywood,  at  least 
C.  Frank  Stirling  looks  the  part.  Tall,  blond  and  casual  in  khakis  and  a 
blazer,  Stirling  sits  in  a  conference  room  overlooking  the  south  runway 
at  LAX  and  describes  a  movie-house  manager's  pipe  dream.  Instead  of 
relying  on  trucks  to  deliver  canisters  of  celluloid  at  $2,500  per  screen — 
$8  million  to  $10  million  for  a  big  release  in  the  U.S. — Stirling's  satel- 
lite system  can  deliver  a  1.2-terabyte  digital  movie  file  overnight  for 
$500  a  screen.  There's  good  money  to  be  made  manufacturing  the 
$200,000  hardware  packages  each  movie  house  will  need.  But  that's  of 
little  interest  to  Stirling,  who  says  his  business  will  come  from  service  fees 
charged  to  deliver  films,  advertising  and  other  content. 

In  2000  Miramax  used  the  system  to  send  a  digital  version  of  the  Ben  Affleck- 
Gwyneth  Paltrow  film,  Bounce,  to  a  theater  in  Times  Square.  This  summer  40 
theaters  around  the  country  could  tap  in  to  distribute  the  next  installment  of  Star 
Wars.  "The  technology  is  not  that  revolutionary,"  Stirling  says.  "We've  been 
doing  this  kind  of  thing  for  years  at  Boeing." 

Did  he  say  Boeing?  Two  thousand  miles  away,  at  his  new  headquarters  in 
Chicago,  Chief  Executive  Philip  Condit  is  dead  serious  about  Boeing  Digital 
Cinema  and  a  growing  collection  of  other  high-tech  service  businesses,  some 
closely  tied  to  jumbo  jets,  some  not.  In  Springfield,  Va.  there's  Autometric,  which 
sells  3-D  modeling  software  and  analysis  of  satellite  photos.  In  Seattle  there's 
Connexion  by  Boeing,  which  sells  in-flight  Internet  service  to  airlines.  Boeing  Air 
Traffic  Management,  near  Washington,  DC,  aims  to  sell  its  plan  for  revamping 
control  of  the  skies  to  Uncle  Sam  and  the  airlines.  Based  in  St.  Louis,  Boeing  Mil- 
itary Aerospace  Support  has  1 3,000  employees  on  70  air  bases  around  the  globe, 
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Boeing- 
Easing  Out  of  the  Content  Business 

loeing's  mission  for  many  years  was  to  make  bigger,  faster,  more  sophisticated  planes,.  Now  Chief  Executive  Condit  wants  l| 


B&W  (1916)  A  box  kite 
with  an  engine,  William 
Boeing  built  two  of  these 
himself  and  sold  them  to 
New  Zealand  for  $3,700 
each.  Speed:  I25mph. 


MODEL  80  (1928)  Pilots 
protested  first-ever  closed 
cockpit,  but  its  18  passen- 
gers and  stewardess  were 
thrilled.  The  first  real  U.S. 
airliner.  Speed:  I25mph. 


MODEL  247  (1933)  A 
metal-skinned  plane  with 
autopilot,  retracting  wheels 
and  speed  enough  to  carry 
10  across  the  U.S.  in  20 
hours— with  seven  stops. 


314  CLIPPER  (1938)  "In 
the  high  likelihood  of  a 
water  landing ..."  Pressur- 
ized cabin,  galley,  bunks: 
74  New  Yorkers  could  get 
to  Paris,  fast— in  20  hours. 


377STRAT0CRUISEI157) 

(1947)  Pan  Am  paid  S^ 
million  for  20  and  stall* 
volume  service  to  Ha\ral 
Room  for  100  surfer 
dudes.  Speed:  300mr 
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maintaining  planes  like  the  C-17  transporter,  the  KC-135  air  tanker 
and  the  F/A-18  Hornet  fighter  jet — and  teaching  pilots  to  fly  them. 

Whatever  happened  to  making  planes?  Ever  since  he  took  over 
in  1996,  Condit  has  been  howling  for  change  at  86-year-old  Boe- 
ing, and  not  just  in  the  way  it  assembles  jumbo  jets.  Recognizing 
both  the  inherent  cyclicality  of  that  business  and  the  incursions  by 
Airbus,  he  has  spent  mightily  to  diversify.  The  $16  billion  pur- 
chase of  St.  Louis-based  McDonnell  Douglas  and  another  $7 
billion  for  big  chunks  of  Rockwell  International  and  Hughes  Elec- 
tronics put  Boeing  more  deeply  into  different  parts  of  the  aero- 
space sector.  It's  now  the  second-biggest  defense  contractor  in  the 
U.S.  and  the  top  producer  of  satellites. 

But  Condit  hasn't  stopped  there.  At  60  he  is  pursuing  a  more 
difficult  and  debatable  goal.  He  aims  to  reshape  Boeing — a  com- 
pany that  has  primarily  manufactured  things  ever  since  William 
Boeing  built  his  first  two  seaplanes  in  a  Seattle  boathouse  in 
1916 — into  a  seller  of  services.  He  aims,  that  is,  to  do  to  his  com- 
pany what  Louis  Gerstner  Jr.  did  so  successfully  at  IBM  and  what 
many  a  fad-following  smokestack  company  is  doing  or  wants  to  do 
these  days.  Textron,  the  Providence,  R.I. -based  maker  of  Bell  He- 
licopters, Cessna  jet  planes  and  E-Z-Go  golf  carts,  has  opened  ser- 
vice centers  for  its  aircraft  and  sells  a  GPS  tracking  service  for  its  golf 
carts.  Chicago-based  USG,  the  decades-old  maker  of  Sheetrock 
wallboard,  last  year  got  one-third  of  its  $3.3  billion  in  revenues 
from  its  L&W  Supply  distribution  services  unit. 

"Transformation,"  Condit  calls  it.  The  new  Boeing  won't  just 
make  airplanes,  it  will  be  a  "systems  integrator"  whose  job  is 
"bringing  people  together  and  providing  for  safety  and  security." 
Less  grandiosely,  he  figures  the  market  for  commercial-jet  services 
is  about  $100  billion — twice  the  size  of  the  commercial  airplane  in- 
dustry. Condit  is  contemptuous  of  the  way  Boeing  has  handled  its 
nonmanufacturing  businesses.  "We've  treated  services  as  things 
you  do  for  free  to  get  people  to  buy  your  airplanes,"  he  says. 

Just  10%  of  Boeing's  $53  billion  in  sales  last  year  came  from 
services.  But  Condit  is  gunning  for  25%  by  decade's  end.  Com- 
mercial jets?  They  were  75%  of  sales  in  1996.  Now,  thanks  to  re- 
cession and  Condit's  military  and  space  acquisitions,  he  expects 


they'll  soon  dip  to  less  than  50% — and  eventually  stay  there. 

Plenty  of  people  aren't  buying  it  yet.  "Boeing  should  go  into 
services,  but  I  won't  believe  it  until  I  see  it,"  says  Richard  Turgeon, 
director  of  research  at  Victory  Capital  Management  in  Cleveland. 
Victory  added  to  its  load  of  Boeing  shares  after  Sept.  1 1,  but  not  be- 
cause it  thinks  it  will  be  the  next  General  Electric.  "I've  been  fol- 
lowing Boeing  for  seven  years,  and  this  is  a  company  that  consis- 
tently overpromises  and  underdelivers."  In  the  years  Condit  has 
been  at  the  controls,  Boeing  has  returned  an  average  3.5%  a  year 
to  investors,  compared  with  1 1%  for  the  S&P  500. 

Other  doubters  worry  that  Boeing  is  just  repeating  old  mis- 
takes. Under  Malcolm  Stamper  in  the  1970s  and  1980s  the  com- 
pany wandered  far  from  aerospace  as  it  suffered  from  the  phase- 
out  of  the  Apollo  space  program  and  the  energy-crisis-driven 
slump  in  air  travel.  Boeing  irrigated  desert  land  in  Oregon,  man- 
aged low-income  housing  for  the  U.S.  government  and  manufac- 
tured boats,  furniture  and  light-rail  cars.  "We  made  magnificent 
hydrofoil  boats,"  recalls  Boeing's  current  head  of  commercial  jets, 
Alan  Mulally  "There  were  buyers  for,  gosh,  five  or  six  of  those." 

IBM  navigated  the  shift  to  services  slowly,  almost  unwillingly. 
By  1994  revenues  hadn't  budged  in  five  years,  as  Dell  Computer 
undercut  its  PC  prices  and  mainframe  buyers  migrated  to  smaller 
machines.  Yet  revenues  at  its  services  units  were  at  $9.7  billion  and 
growing  30%  a  year  with  a  simple  pitch:  Buy  computers  and  soft- 
ware from  anybody  you  want,  but  let  our  experts  run  them  for 
you.  Today  IBM  Global  Services  is  pulling  in  $35  billion  in  annual 
revenue,  nearly  half  the  company's  total,  and  driving  the  bulk  of 
hardware  sales. 

Hewlett-Packard,  on  the  other  hand,  discovered  that  knocking 
off  IBM  desktops  was  easier  than  copying  its  move  into  services. 
With  its  operating  margin  down  to  1 1%  and  its  service  unit  gen- 
erating about  3%  of  2000  sales,  Chief  Executive  Carleton  S.  Fior- 
ina tried  in  September  2000  to  buy  the  consulting  arm  of  Price- 
waterhouseCoopers  for  $18  billion,  valuing  its  consultants  at 
$600,000  apiece.  She  backed  down  after  shareholders  balked  at 
die  price.  In  March  2001  she  tapped  HP  veteran  Ann  Livermore  to 
kick-start  HP  Services;  Livermore  has  managed  just  2%  growth. 
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57)  The  first 
et,  and  a  silhouette 
jture  Boeings.  Ac- 
dating  180,  it  flew 
s  fast  as  anything 
Speed:  600mph. 


737  (1967)  vw  Beetle  of 
the  skies.  Dependable, 
cheap,  smaller  (room  for 
100).  Southwest  Air  built 
an  empire  with  this  one 
plane.  Speed:  580  mph. 


747  (1969)  Cadillac  of  the 
skies.  Bubble  nose  of  the 
plane  made  it  an  icon,  but 
then-record  $21  million 
price  made  it  a  slow  seller 
at  first.  Speed:  640  mph. 


777  (1994)  The  last  new 
jumbo  jet,  Condit  saw  to  it 
that  airlines  had  a  say  in 
its  design— even  toilet 
seats  worked  better. 
Speed:  615  mph. 


SONIC  CRUISER  (in  the 

future)  Boeing's  wild  idea 
of  an  economical  ride  at  a 
speed  just  below  that  of 
sound.  But  will  airlines  buy 
it?  Speed:  Mach  .95. 


Ford  Motor's  efforts  to  become  a  service  company  have  been 
ery  costly.  Two  years  ago  former  chief  executive  Jacques  Nasser 
outed  the  entry  into  repair,  finance,  junkyards  and  auto-body 
/ork  as  a  key  to  future  profit  growth.  Today  Nasser  is  gone,  and 
Villiam  Clay  Ford  has  put  the  service  ventures  into  reverse,  hiring 
joldman  Sachs  to  help  it  sell  its  services  businesses,  which  could 
esult  in  as  much  as  $2  billion  in  writedowns. 

Metamorphosing  will  hardly  be  a  snap  at  Boeing.  But,  thanks 
o  a  big  boost  in  defense  spending  (Boeing  also  won  a  $4.4  billion 
»rder  recently  from  South  Korea),  it  has  an  adequate  cushion  for 
xperimentation,  even  with  plane  deliveries  likely  to  fall  28%  this 
ear.  Analysts  say  it  will  earn  about  $2.6  billion  on  $54  billion  in 
evenue  and  $2.3  billion  on  $52  billion  in  sales  next  year — not  too 
levastating  a  slide  from  2001,  when  it  netted  $2.8  billion  on  $58 
>illion.  (That  may  change  if  Boeing  repeats  its  first-quarter  re- 
ults — a  loss  of  $1.25  billion,  thanks  to  the  writedown  of  goodwill.) 

There  is  dramatic  change  in  virtually  every  division  at  Boe- 
ng — from  plans  to  revolutionize  battlefield  communications  to 
he  old-fashioned  assembly  of  747s  (see  box,  p.  88). 

Soeing  lOSt  OUt  to  Lockheed  Martin  on  the  $200  billion,  30- 
reac  contract  to  build  the  Joint  Strike  Fighter.  But  its  St.  Louis- 
)ased,  $4  billion  (sales)  military  aerospace  support  arm  is  up  to 
©me  nifty  stuff  that  has  nothing  to  do  with  hardware.  The  divi- 
;ion's  13,000  employees  maintain,  upgrade  and  renovate  planes,  a 
>usiness  growing  at  1 5%  a  year,  far  outstripping  the  rest  of  Boe- 
ng's  $12.5  billion  military  aircraft  and  missile  unit. 

At  the  core  of  that  growth  are  guys  like  Tim  E.  Moreland.  A  for- 
"ner  lawyer,  now  Boeing's  top  overseas  salesman,  Moreland  is  less 
nterested  in  the  F/A-18  Hornet  fighter  or  the  new  al  Qaeda-crush- 
ug  JDAM  smart  bomb  than  in  gassing  up  planes  above  10,000  feet. 
Replacing  the  more-than-40-year-old  fleet  of  Boeing  KC-135  refuel- 
ng  jets  with  $200  million  767s — which  cost  less,  to  operate,  land 
Dn  shorter  runways  and  fly  at  higher  altitudes  in  hotter  weather — 
sounds  great.  But  no  government  wants  to  write  the  check. 

"We've  got  to  break  away  from  the  ego  and  the  macho  that  go 
ilong  with  manufacturing  and  just  try  to  solve  our  customers' 


problems,"  says  Moreland's  boss,  British-born  E.  David  Spong. 
So  Boeing  met  with  military  planners  in  ten  countries,  suggesting 
they  let  the  company  manage  their  refueling  programs. 

First  potential  customer:  the  U.K.'s  Ministry  of  Defence,  which 
wants  to  replace  its  current  fleet  of  tankers,  28  VClOs  and  TriStars 
converted  in  the  1980s.  Last  July  Boeing  and  three  U.K.-based 
partners  submitted  a  bid  to  buy  and  manage  the  Royal  Air  Force's 
tankers:  The  RAF  would  put  its  pilots  at  the  controls  of  the  tankers 
but  depend  on  the  consortium  to  manage  the  scheduling  of  mis- 
sions and  maintain  the  fleet;  the  consortium  would  retain  the  right 
to  lease  out  most  of  the  tankers  for  commercial  transport  use  dur- 
ing peacetime.  The  contract  is  worth  roughly  $18.5  billion  over  the 
next  27  years.  (Airbus  has  also  put  in  a  bid;  the  fate  of  the  contract 
will  be  decided  in  December.)  Moreland  hopes  to  bid  on  similar 
contracts  from  Sweden,  the  United  Arab  Emirates  and  Australia. 

The  U.S.  is  a  tougher  sell.  Last  year  the  Pentagon  and  Con- 
gress agreed  in  principle  to  lease  100  Boeing  767  refueling  jets  for 
ten  years,  for  $22  billion.  Slipped  into  an  appropriations  bill  last 
fall,  the  deal  squeaked  by  despite  the  angry  objections  of  Arizona 
Senator  John  McCain,  who  called  it  "a  sweet  deal  for  Boeing." 

In  o63l  oG3Cn,  Udllt.,  at  Boeing's  space  and  communications 
headquarters,  Roger  Roberts,  rocket  scientist,  has  long  since  stopped 
thinking  about  selling  rockets.  The  unit  is  known  for  big-iron  proj- 
ects like  the  U.S.  space  shuttle,  the  international  space  station  and  the 
Delta  satellite-launch  rockets  (involved  in  the  star-crossed  Iridium 
effort).  But  today  three-quarters  of  S&C's  $10.4  billion  in  revenues 
comes  from  service-oriented  businesses:  R&D  on  U.S.  missile  defense 
($2.6  billion);  information  and  communication,  including  lead  en- 
gineering on  the  government's  latest  generation  of  spy  satellites  and 
developing  new  "integrated  batde  space"  communications  for  the 
Defense  Department  ($5.2  billion).  Division  chief  James  Albaugh 
expects  it  will  grow  better  than  10%  a  year  through  2007. 

It  all  began  with  an  effort  to  steal  business  from  a  competi- 
tor. Lockheed  had  been  the  primary  supplier  of  spy  satellite  sys- 
tems since  1958.  Then,  in  early  1997,  the  National  Reconnais- 
sance Office  invited  Roberts  and  reps  from  55  other  companies  to 
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"We've  treated  services 
as  things  you  do  for  free 
to  get  people  to  buy 
airplanes."  -PhiiCondit 
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a  classified  meeting  to  discuss  its  goals  for  the  next  generation  of 
eyes  in  the  sky.  The  new  satellites  would  have  to  be  more  capable 
in  two  dozen  ways,  including  the  area  of  ground  covered,  resolu- 
tion of  pictures  and  accuracy  of  geospatial  information — and 
would  have  to  handle  both  visible/infrared  wavelengths  and  radar. 
The  new  system  would  also  have  to  cost  less,  relying  on  satellites 
that  weighed  less  than  10  tons  (down  from  15)  that  would  be 
launched  from  smaller  rockets. 

Unlike  Lockheed,  "We  didn't  have  any  legacies  to  protect," 
says  Roberts.  He  was  convinced  that  by  limiting  its  role — to  de- 
signer and  engineer — and  buying  satellites,  cameras,  computers 
and  communications  systems  from  other  manufacturers  already 
making  them,  Boeing  could  nab  the  contract.  Using  partners 
meant  giving  away  65%  of  the  take.  But  with  a  minimal  cash  out- 
lay, Boeing's  return  on  capital  would  be  generous. 

Still,  the  human  effort  required  was  daunting.  Roberts  needed 
600  people  in  Seal  Beach  to  work  full  time  on  a  project  that  might 
lead  to  nothing.  This  at  a  time  when  Boeing  was  entering  a  $  16  bil- 
lion merger  with  McDonnell  Douglas. 

About  1,000  people  from  Boeing,  Raytheon,  Kodak,  BAE  and 
Harris  spent  two  years  designing  a  system  that  would  integrate 
the  best  satellites,  cameras,  control  equipment  and  communica- 


m 

tions  gear.  Roberts  won't  give  details,  but  industry  insiders  say  it 
met  the  government  specs  and  was  cheaper:  Boeing  used  one  set 
of  computers  to  control  both  the  radar  and  picture-taking  satel- 
lites; Lockheed  had  two  ground  systems.  The  contract  is  worth  $1 
billion  a  year  to  Boeing,  according  to  the  insiders. 

Roberts  now  has  a  $154  million  Pentagon  contract,  Future 
Combat  Systems,  to  reduce  the  fog  of  war.  Soldiers  still  get  infor- 
mation the  same  way  they  have  for  centuries:  waiting  for  someone 
with  a  better  view  to  tell  them  what's  going  on.  By  then  the  target 
has  usually  moved. 

Bits  and  pieces  of  this  new  integrated  batde  mechanism  are 
beginning  to  appear,  some  with  Boeing's  name  on  them.  In  2000 
die  company  sold  the  Army  a  system  for  locating  and  aiding  in  the 
rescue  of  downed  pilots.  Already  in  use  in  Afghanistan,  it  relies  on 
handheld  computers,  similar  to  the  electronic  clipboards  carried 
by  FedEx  deliverymen,  tied  by  satellite  to  a  server. 

Again  Boeing  is  taking  a  designer/integrator  role.  The  hand- 
helds,  made  by  Two  Technologies  of  Horsham,  Pa.,  weigh  18 
ounces,  have  a  4-inch  touchscreen  and  a  keyboard  that  can  be  op- 
erated with  one  hand;  the  devices  run  Windows  CE  and  are  en- 
cased in  Cycolac  ABS,  a  highly  durable  material  made  by  GE.  They 
are  less  prone  to  enemy  eavesdropping  than  what  they  replace. 
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Heller  Ehrman     Conventional  Thinking 
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i  truer  symbol  of  the  archetypal  lawyer  exists,  may  it  stand  up  and  be  known. 
Heller  Ehrman  you  won't  find  heavily  starched  attorneys  thinking  equally  rigid 
)ughts.  Instead,  you'll  find  teams  of  spirited  individualists  locking  beyond  the 
pected  to  the  exceptional,  where  the  extraordinary  solutions  are  found. 


Heller 

ATTORNEYS 

Challenging  the  laws  of  convention. 


_Boeing_ 


The  Progress  of  Change-Inch  by  Inch 


Even  on  the  jet  assembly  floor,  Condit's 
message  about  transformation  is  res- 
onating—particularly with  graduates 
of  the  leadership  center,  like  engineer  Jeff 
L.  Peace,  in  charge  of  Boeing's  most  iconic 
jet,  the  747.  The  Twin  Aisle  assembly  plant 
in  Everett,  Wash,  is  114  feet  tall  and  covers 
98  acres,  large  enough  to  hold  eight  747s 
in  various  stages  of  construction.  The  as- 
sembly line  can  move  a  400,000-pound 
plane,  albeit  at  a  velocity  of  one  foot  per 
hour.  The  more  impressive  engineering  ac- 
complishment you  can't  see:  the  nearly 
complete  digitization  of  the  fuselage  that 
goes  into  a  $180  million  airplane. 

The  computerized  files  allowed  engi- 
neers and  mechanics  to  fool  around  with 
old  designs,  searching  for  weight  and 
cost  savings.  Leonard  Brown,  a  Boeing 
supervisor  at  a  jet-parts-supply  outfit, 
tinkered  with  the  design  for  the  overhead 
bins  and  cut  175  pounds  by  replacing  the 
85  short  ribs  framing  the  bins  with  just  a 


few  long  pieces  running  the  length 
of  the  plane.  "If  that  175  pounds 
lets  an  airline  sell  one  more  seat 
on  a  plane,  there's  $200,000  a 
year  [per  plane]  in  extra  revenue 
for  them,"  says  Brown. 

Boeing  also  studied  the  costs 
of  holding  inventory  on  its  factory 
floors.  Brown  figured  his  shop's 
most  complicated  assembly,  the 
landing  gear  supports,  took  40 
days  on  average  to  build;  so  he 
kept  a  40-day  supply  of  parts  on 
hand.  He  has  since  cut  the  time  it 
takes  to  produce  them  to  12  days— 
and  cut  his  inventory  accordingly. 
One  of  Peace's  assemblers  sug- 
gested he  quit  wasting  the  expen- 
sive packaging  her  electrical  as- 
semblies came  in  and  reuse  them 
instead,  saving  him  $180,000  a  year. 

"The  plane  is  always  moving  toward 
the  door,  and  there's  a  level  of  urgency  to 


it  now,"  says  Peace.  "Anybody  who  sees  it 
knows  this,  and  they're  thinking,  'Hey, 
something's  different.'"  —  S.F. 


Nice  toy.  Roberts  says  it  and  the  Future  Combat  Systems  con- 
tract open  the  door  to  radical  change.  Every  Army  soldier,  tank 
driver  and  commander  will  be  given  devices  to  post  encrypted  in- 
formation about  position  and  battlefield  conditions  to  a  central 
computer — and  will  be  able  to  pull  vital  information  (maps,  lo- 
cation of  friendly  forces,  enemy  movements,  even  weather  data) 
from  the  server.  "We're  headed  toward  a  network-centric  opera- 
tion where  everyone  has  true  situational  awareness,"  says  Roberts. 
"That  means  soldiers  and  commanders  in  the  field  can  change 
their  minds  about  a  mission  using  information  as  it  comes  in." 

Boeing  S  effort  tO  re-create  itself  as  a  services  company 
won't  have  much  impact  if  it  fails  to  shore  up  its  core  businesses. 
Production  problems  following  the  1997  acquisition  of  McDon- 
nell Douglas  caused  the  Federal  Aviation  Administration  to  in- 
vestigate faulty  or  missing  parts  on  more  than  100  planes,  re- 
sulting in  fines  of  $350,000 — and  cost  overruns.  Not  counting 
nonrecurring  charges,  Boeing  posted  a  miserable  1.4%  return 
on  sales  the  year  of  the  deal.  The  company  says  those  problems 
are  behind  it.  Its  profit  margin  has  recovered  to  4%;  its  12%  re- 
turn on  capital  last  year  was  a  bit  better  than  that  of  Bombardier, 
the  other  big  North  American  manufacturer  of  commercial 
planes.  Boeing's  main  problem  now  is  the  sickly  state  of  its  main 
customer,  the  U.S.  airline  industry.  That's  why  Boeing's  payroll 
has  shrunk  from  200,000  to  180,000  over  the  past  year. 

Condit  spends  one  day  i  month  with  1 20  executives,  senior 
managers  and  midlevel  engu  i  s  who  pass  through  the  "leadership 
center"  in  St.  Louis.  The  thn\  section,  seven-classroom  complex 


was  opened  after  the  merger  with  McDonnell  Douglas  to  get  em- 
ployees from  both  companies,  bitter  rivals  since  the  1930s,  to  make 
nice.  Now  Condit  uses  the  center  to  exhort  his  people  to  think 
more  like  bean  counters  and  less  like  engineers  (or  vice  versa)  every 
time  another  747  jumbo  jet  or  bomber  rolls  off  the  assembly. 

At  the  center,  managers  break  up  into  teams  of  20  and  create 
imaginary  submarine  manufacturers,  using  computers  that  sim- 
ulate real  economic  conditions.  No  one  can  work  in  his  area  of 
expertise.  At  the  end  of  two  weeks  the  groups  are  scored  based  on 
profits,  sales  growth  and  return  on  capital. 

"  We've  got  engineers  who  grew  up  in  a  world  where  building 
the  best  airplane  won,"  Condit  says.  "And  all  of  a  sudden  we're 
talking  about  margin  and  return  on  assets,  and  they  say,  'You  guys 
have  lost  your  way.  Building  the  best  airplane  is  what  wins.' " 

Condit  knows  the  feeling — because  he  used  to  be  one  of  them. 
He  made  his  name  at  Boeing  a  decade  ago  playing  the  leading  role 
in  a  group  of  designers,  business  managers  and  marketers  who 
oversaw  the  creation  of  Boeing's  last  genuinely  new  passenger 
plane,  the  777.  Instead  of  first  building  a  jet,  then  convincing  air- 
lines to  buy  it,  Condit  &  Co.  invited  carriers  to  the  drawing  board. 
The  result  was  a  plane  smaller  than  the  747,  with  just  two  engines 
and  thousands  of  niceties  that  Boeing's  engineers  had  never 
thought  of — like  a  toilet-seat  hinge  that  kept  the  lid  from  slam- 
ming loudly  and  bigger  latches  on  engine  cowlings  so  mechanics 
could  open  them  in  winter  without  taking  off  their  mittens. 

Not  exacdy  groundbreaking  engineering.  But  in  a  new  era  of 
service-oriented  businesses,  it  may  be  a  smarter  way  to  land  long- 
term  customers  than  delivering  the  next  supersonic  jet.  F 
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It's  even  worse  than 
you  think.  Out-of- 
control  lawsuits  are 
shutting  down 
medical  practices, 
killing  businesses  and 
costing  the  economy 
$200  billion  a  year. 
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.  Walter  Eckman  made  a  judgment  call  that  resulted  in  a  $5  million  jury  award 


Cover/ Lawsuits 


BY    MICHAEL    FREEDMAN 


OR  TWO  AND  A  HALF  WEEKS  THIS  WINTER, 
Dr.  Walter  Eckman,  58,  sat  in  a  courtroom  in 
the  center  of  Tupelo,  Miss,  as  a  defendant  in  a 
lawsuit.  In  1999  a  27-year-old  man  had  taken 
a  fall  at  a  movie  theater  and  was  admitted  to 
the  emergency  room  at  the  North  Mississippi 
Medical  Center,  where  Eckman  was  on  call  as 
a  neurosurgeon.  The  patient  was  alert  and 
awake  but  he  had  a  headache  and  a  cut  on  the  back  of  his  head. 
Two  days  later  he  went  into  respiratory  arrest,  resulting  in 
severe  brain  damage.  He  died  15  months  later. 

Did  Eckman  screw  up  by  not  ordering  enough  tests?  Yes,  tes- 
tified the  widow's  medical  experts;  no,  responded  Eckman's 
equally  qualified  experts.  It  appeared  to  be  the  kind  of  judgment 
call  doctors  make  dailv,  this  one  with  a  tragic  ending.  But  doctors 
and  insurance  companies  are  easy  targets  in  the  hands  of  tort 
lawyers.  The  jury  awarded  the  widow  $5  million,  double  what  a 
similar  case  might  have  yielded  just  a  few  years  ago. 

The  country  has  grown  immune  to  verdicts  like  these: 
$5  million  for  a  medical  tragedy;  $50  million  in  punitive  dam- 
ages for  business  interference  in  a  case  involving  $1.5  million; 
$150  million  to  six  Mississippi  plaintiffs  in  October  who  are 
not  sick  but  fear  they  may  suffer  someday  from  asbestos- related 
illnesses;  $1  billion  for  punitive  damages  over  the  alleged  cont- 
amination of  33  acres  of  land.  It  sounds  at  first  like  yesterday's 
news — weren't  we  hearing  a  decade  ago  about  a  $3  million  ver- 
dict for  a  hot  cup  of  coffee  or  $4  million  for  a  repainted  BMW? 
The  tort  crisis,  though,  is  really  tomorrow's  news.  If  the  mo- 
mentum of  litigation  costs  cannot  be  slowed,  it  could  easily,  in 
the  space  of  a  few  years,  crush  important  parts  of  the  economy. 
Look  at  the  devastating  consequences  in  Mississippi.  The 
North  Mississippi  Medical  Center,  a  hospital  that  serves  22 
counties  and  600,000  people,  is  now  finding  it  all  but  impossi- 
ble to  recruit  new  doctors.  They're  scared  away  by  the  state's 
tort-friendly  medical  malpractice  environment,  soaring  insur- 
ance premiums  and  word  of  the  $5  million  award.  The  hospi- 
tal's insurance  premiums  have  doubled  in  the  last  year  to  $2 


million.  It  may  have  to  cut  back  on  emergency  services.  There 
is  now  no  neurosurgeon  on  call  one  out  of  every  four  days.  If 
there's  a  wreck  on  the  highway  that  bisects  town,  or  on  any  of 
the  winding  roads  in  northern  Mississippi  or  Alabama,  it  will 
take  at  least  one  hour  for  the  victim  to  be  transported  to  the 
nearest  neurosurgeon  in  Memphis  or  Jackson.  That  hour  is 
crucial;  it  could  cost  a  life. 

In  the  next  few  years,  predicts  insurance  consultancy  Till- 
inghast-Towers  Perrin,  tort  costs  could  increase  twice  as  fast  as 
the  economy,  going  from  $200  billion  last  year  to  $298  billion, 
or  2.4%  of  GDP,  by  2005.  Since  1994  the  average  jury  award  in 
tort  cases  as  a  whole  has  tripled  to  $1.2  million,  in  medical 
malpractice  it  has  tripled  to  $3.5  million  and  in  product  liabil- 
ity cases  it  has  quadrupled  to  $6.8  million,  according  to  just 
released  data  from  Jury  Verdict  Research. 

At  the  rate  tort  costs  are  rising,  wide  swaths  of  the  country, 
particularly  rural  areas,  will  soon  be  without  medical  special- 
ists. Drug  companies  will  elect  to  stop  producing  vital  but  less 
profitable  drugs.  Construction  companies  will  give  up  build- 
ing the  condos  and  high-density  projects  necessary  to  afford- 
able living.  And  smart  corporate  directors  will  recognize  that 
the  income  and  prestige  that  come  with  serving  on  boards  are 
not  worth  the  risk  to  their  personal  assets. 

Chicken  Little?  Who  would  have  predicted  asbestos  litiga- 
tion would  cripple  so  many  companies?  But  52  companies 
have  already  filed  for  bankruptcy  and  hundreds  more,  with 
only  the  tiniest  connection  to  the  material,  are  being  targeted 
by  lawyers.  Listen  to  Houston  lawyer  W.  Mark  Lanier,  who 
claims  to  be  looking  into  a  St.  Louis  company  called  Metal 
Goods  Corp.,  which  he  says  once  sold  fake  snow  for  indoor 
Christmas  trees  that  was  made  of  pure  asbestos.  "I'm  going  to 
find  where  the  St.  Louis  metals  company  is  today,  and  I  will 
bring  them  to  their  knees,"  he  says. 

It's  not  Chicken  Little  to  Charlie  F.  Connor,  who  is  paying 
$580,000  for  an  insurance  policy  for  his  Bellevue,  Wash,  con- 
struction company — up  from  $92,000  last  year.  He's  thinking 
about  getting  out  of  building  condominiums  because  they  are 
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99  million. 


The  Price 
Of  Litigation 

The  booming  Nineties  saw  a  decline  in  tort 

costs  as  a  percentage  of  gross  domestic 

product.  Now,  costs  are  roaring  back. 
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the  second  quarter 
of  2000  there  were 


especially  prone  to  suits  over  construction 
defects.  Or  to  Wal-Mart,  which  got  hit  with  that 
$51.5  million  verdict  in  June  after  requiring  a 
vendor  whose  contract  had  ended  to  remove  its 
vending  equipment  from  stores  (now  on 
appeal).  Or  to  Halliburton  and  3M,  companies 
that  got  hit  with  the  $150  million  asbestos 
award.  Or  to  Exxon  Mobil,  which  was  hit  last 
May  with  that  $1  billion  award  (now  on  appeal). 
Tort  lawsuits  are  a  necessary  evil  in  a  market 
economy.  There  has  to  be  a  mechanism  for  mak- 
ing polluters  and  incompetent  doctors  and 
penny-stock  scamsters  pay.  But  when  the  pay- 
ments lose  any  tether  to  the  harm  caused  or  the 
culpability  of  the  defendant,  they  create  eco- 
nomic havoc.  "Many  will  sense  that  this  is  a 
replay  of  the  liability  crisis  of  the  1980s,"  says 
Robert  Hartwig,  chief  economist  of  the  Insur- 
ance Information  Institute.  "But  it  is  more 
broad-based  this  time  and  more  severe."  Here's 
a  look  at  the  impact  in  five  areas  of  the  economy. 

*The  Doctor 

Won't  See  You  Now 

In  December  the  nation's  second-largest  medical 

malpractice  insurer,  St.  Paul  Cos.,  announced  it 
would  abandon  this  line  of  business  after  losing 
$985  million  on  it  in  2001.  It  was  running  up  $1.99 
in  costs  and  expected  ultimate  payouts  on  mal- 
practice for  every  $1  of  premium  it  was  taking  in. 
A  liability  insurer  can  make  up  a  small  underwrit- 
ing loss  with  investment  income  from  its  reserve 
funds.  It  cannot  make  up  99  cents  on  the  dollar. 

St.  Paul's  absence  will  be  a  huge  loss  for  the 
industry.  It  handled  42,000  doctors  and  750  hos- 
pitals, covering  at  least  25%  of  the  market  in  12 
states.  When  those  policies  expire  over  the  next  20 
months,  doctors  will  pay  as  much  as  300%  more 
for  new  coverage,  or  up  to  $400,000  a  year  for 
some  legally  hazardous  specialities  (like  neuro- 
surgery and  obstetrics).  Other  insurers  have  also 
stopped  writing  new  policies,  and  those  still  will- 
ing to  cover  doctors  have  raised  rates  or  scaled 
back  coverage  themselves.  Legislatures  in  Nevada, 
West  Virginia,  Pennsylvania  and  Mississippi  have 
considered  legislation  to  stem  the  tide  of  lawsuits. 
But  the  reform  can't  come  fast  enough  to  save 
some  medical  practices.  A  study  by  a  University  of 
Nevada  medical  school  professor  says  42%  of  ob- 
stetricians arc  making  plans  to  move  their  prac- 
tices ou1  of  southern  Nevada.  If  that  happens, 
only  78  -  ibstetricians  would  be  left  in  an  area  that 


se 


1 


includes  Las  Vegas,  a  city  of  1.5  million  With 
23,000  births  last  year.  The  same  study  notes  thai 
76%  of  the  city's  obstetricians  have  been  sued 
and  40%  have  been  sued  three  or  more  times. 

In  some  parts  of  the  country,  doctors  say,  it  is 
almost  better  to  let  a  patient  die  than  to  attempt 
heroic  surgery,  fail  and  risk  a  lawsuit.  In  the  bor- 
der town  of  Bisbee,  Ariz.,  hospital  administra 
tors  recently  closed  the  maternity  ward  becaus* 
its  family  practitioners  were  seeing  insurance 
rate  increases  of  up  to  500%,  to  $88,000  a  year. 
The  hospital  services  4,000  square  miles.  Now, 
hundreds  of  women  must  travel  at  least  60  miles 
to  the  closest  hospitals,  in  Sierra  Vista  or  Tucson. 
Since  the  ward's  closure,  four  women  have  deliv- 
ered babies  en  route. 

Dr.  John  Angstadt,  44,  started  looking  to  move: 
out  of  suburban  Philadelphia  when  his  insurance 
increased  from  $14,000  in  1994  to  $66,000  last  No^ 
vember.  In  December  he  joined  a  large  practice  in 
Savannah,  Ga.,  where  he  pays  just  $16,000  for  in- 
surance. Now,  instead  of  worrying  about  rising! 
costs  and  lawsuits,  he  can  practice  medicine. 

"That  was  missing  in  Philadelphia,"  he  says, 
"I  got  up  in  the  morning  and  the  idea  of  facing 
another  day  was  onerous."  That's  a  lot  like  how 
Tupelo  neurosurgeon  Jimmy  D.  Miller,  47,  felt. 
He  was  beginning  to  see  patients  as  adversaries. 
So  after  practicing  for  seven  years  he  quit  medi- 
cine in  2000 — and  enrolled  in  law  school. 


^Prescription 

For  Disaster 

The  pharmaceutical  industry  has  always  been  a 

ripe  target  for  suits.  The  difference  nowadays  is 
simply  that  the  dollar  amounts  have  gotten  big- 
ger. Between  1989  and  2000  the  300,000 
claimants  alleging  damage  from  the  Dalkon 
Shield  contraceptive  device  got  $2.6  billion  in 
setdements.  By  contrast,  the  320,000  claimants 
in  the  Wyeth  (formerly  American  Home  Prod- 
ucts) diet  drug  litigation  will  share  $13  billionJ 
The  litigation  sliced  Wyeth 's  net  worth  from  $7 
billion  in  1996  to  $2.8  billion  in  2000. 

If  a  drug  saves  100  lives  for  every  one  it  loses,] 
someone  who  faces  certain  death  should  not 
hesitate  to  use  it.  But  what  happens  if  the  tort 
system  says  every  death  must  be  paid  for?  The 
average  payout  on  a  wrongful  death  claim 
increased  from  $1  million  in  1994  to  $5.7  mil- 
lion in  2000  (the  most  recent  data  point  avail- 
able), according  to  Jury  Verdict  Research.  To 
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Unnatural  Disaster 

Asbestos  litigation  will  cost  insurers 
more  than  terrorism  or  the  most 
devastating  natural  disasters. 
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York  and  Pennsylvania, 
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Where's  the  Money? 

Most  of  the  winnings  in  a  lawsuit 
go  to  legal  fees  and  administrative  costs. 
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merely  break  even,  the  drug's  maker  would  have 
to  charge  $57,000  for  every  dose.  It  can't  get 
away  with  that.  So  a  potential  wonder  drug  may 
never  see  the  light  of  day. 

A  study  in  the  Journal  of  the  American  Med- 
ical Association  estimates  that  100,000  people  die 
each  year  in  the  U.S.  from  drug-related  deaths.  If 
the  families  of  each  sued  and  won  that  average 
of  $5.7  million,  total  liability  would  hit  $570  bil- 
lion. That's  twice  the  combined  revenues  of  the 
top  12  drug  companies. 

That  day  is  not  yet  here.  But 
we  are  inching  closer  to  it.  Look 
at  this:  A  series  of  pending  suits 
seeks  to  force  vaccine  manufac- 
turers to  test  for  autism  in  every 
child  born  in  the  1990s— all  30 
million  of  them.  Plaintiffs  say  a 
preservative  once  used  in  vac- 
cines that  contains  mercury 
causes  the  disorder.  There  are 
serious  legal  obstacles  to  win- 
ning such  a  suit,  including  lia- 
bility protection  for  vaccine 
manufacturers  (see  box,  p.  98). 
There  is  also  no  scientific  evi- 
dence of  the  link.  There  is, 
meanwhile,  plenty  of  evidence 
that  vaccines  have  saved  mil- 
lions of  lives.  But  what  if  plain- 
tiffs can  show  a  correlation 
between  blood-mercury  levels 
and  autism?  They  are  suing  for 
$30  billion,  an  amount  roughly 
equal  to  the  combined  assets  of 
defendants  Baxter  International 
and  Eli  Lilly. 

Steven  Garber,  a  researcher 
at  the  Rand  Research  Institute 
for  Civil  Justice,  says  drug  com- 
panies are  willing  to  take  on  the 
risk  of  lawsuits  in  marketing 
blockbusters  like  Viagra  and 
Vioxx.  But  in  other  cases  the 
chance  of  liability  is  too  great. 
Garber  says  companies  once 
stopped  making  new  products 
for  use  during  pregnancy  because  of  the  high  risk 
of  birth  defects.  Companies  also  limit  research 
on  orphan  drugs — those  that  cure  rare,  often  fatal 
illnesses — because  the  potential  tort  liability  out- 
weighs the  profit  potential. 

lames  Beck,  a  defense  lawyer  who  has  repre- 
sented drug  and  medical-device  manufacturers, 
studied  a  series  of  medical  journals  and  other 


publications  and  found  liability  fears  have  also 
stymied  AIDS  research  and  the  development  of 
new  contraceptive  devices. 

The  pharmaceutical  firms  shy  away  froml 
discussing  their  research  plans  with  such  a  starkj 
calculus.  Who  could  blame  them?  In  a  trial,  evi4 
dence  of  merely  conducting  a  risk-benefit  analy-| 
sis  of  a  new  product  can  damage  a  company's! 
defense.  Imagine  what  the  plaintiffs  lawyer  cam 
do  with  a  memo  in  which  people's  lives  are 


weighed  in  the  balance  against  dollars  of  profit. 
Drug  company  executives  worry  about  another 
impact,  as  lawyers  try  their  cases  in  the  popular 
media.  When  lawyers  filed  suits  against  Novartis 
Pharmaceuticals  in  2000,  alleging  the  company 
conspired  with  the  medical  establishment  to  push 
its  attention  deficit  disorder  drug,  Ritalin,  the  suits 
were  accompanied  by  congressional  hearings  and 


with  100%  clean  emissions, 
s  going  to  swallow  that? 


hh.  pure  water.  We're  talking  car  emissions. 
t  only  a  car  equipped  with  a  hydrogen  fuel  cell  system  from  UTC 
el  Cells.  One  such  system,  compact  enough  to  sit  snugly  beneath 
rear  seat,  powers  this  engine-less  Hyundai  Santa  Fe.  Other  systems 
veloped  by  UTC  Fuel  Cells  allow  fuel  cells  to  run  off  plain  old  gasoline. 
>ether,  they  are  writing  an  epitaph  for  the  internal  combustion  engine: 
;  only  by-product  of  a  hydrogen  fuel  cell  is  pure  water. 
United  Technologies  and  its  engine  of  ideas  the  United  Technologies 
search  Center,  intelligence  shared  is  intelligence  squared.  So  you  will 
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find  the  same  revolutionary  lightweight  metal  in 
both  UTCFC's  fuel  cells  and  the  heat  exchanger 
of  a  Sikorsky  helicopter.  And  the  same  ultraviolet 
air  purifying  system  employed  by  both  Carrier  for 
buildings  and  Hamilton  Sundstrand  for  planes. 
The  goal  is  100%  clean  emissions. 
Because  United  Technologies,  Fortune  magazine's 
Most  Admired  aerospace  company,  knows  the 
most  vital  corner  of  aerospace  is  Earth. 
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news  stories.  This  March  the  last  of  those  suits  was 
dismissed.  But  from  a  medical  perspective,  the 
damage  was  already  done.  "One  of  the  things  we 
think  may  be  happening,"  says  Steven  Sokolow, 
Novartis  Pharmaceuticals'  head  of  litigation,  "is 
that  patients  who  could  benefit  from  these  drugs 
are  scared  away  from  taking  them." 


*Board 


Games 


Want  to  risk  being  bankrupted?  Join  a  corporate 

board  of  directors  and  take  a  chance  that  you 
will  get  enmeshed  in  the  next  Enron. 

Companies  buy  insurance  to  cover  the  liability 
of  directors  and  officers.  Until  recently  a  board 
member  could  safely  assume  that  the  insurance 
would  cover  any  settlement.  Not  anymore.  A  typ- 
ical policy  covers  only  a  few  hundred  million  dol- 
lars of  claims.  What  if  an  inattentive  board  allows 
a  few  billion  dollars  to  slip  down  a  rathole?  Enron's 
policy  limit  was  $350  million,  scarcely  enough  to 
cover  the  huge  losses  to  shareholders  and  credi- 
tors in  that  fiasco.  And  the  insurers 
are  reportedly  trying  to  back  out 
of  that  policy,  saying  Enron  de- 
frauded them. 

The  plaintiff  lawyers  just 
might  start  going  after  directors' 
personal  assets,  as  Melvyn  Weiss, 
a  leading  lawyer  of  shareholder 
class  actions,  makes  clear.  "I  think 
I  would  be  enormously  worried," 
he  says  of  directors.  It's  a  view 
held  by  Joseph  Grundfest,  a  for- 
mer commissioner  of  the  Securi- 
ties &  Exchange  Commission 
and  now  a  Stanford  Law  School 
professor. 

Anthony  Galban,  Chubb 
Group's  manager  of  D&O  under- 
writing, wonders  why  candidates 
for  board  seats  don't  worry  more 
than  they  do.  "You've  worked 
hard,"  he  says.  "You've  got  a  wife 
and  kids  and  maybe  a  house  in 
Aspen.  Why  would  you  risk  all 
that?"  Charles  Elson,  head  of  the 
University  of  Delaware's  Center 
for  Corporate  Governance,  ex- 
pects 10%  of  all  directors  to  leave 
by  year's  end  because  of  liability 
feai  s.  One  director  who  is  having 
second  thoughts,  although  she  has 
not  resigned  from  seats  on  the 


Lucent  and  Polycom  boards,  is  Betsy  S.  Atkins. 
Says  she:  "I  am  much  more  cognizant  of  risk  at  a 
much  more  gut  level  than  ever  before." 

All  those  shareholder  suits  are  costing  a  ton  ol 
money — and  the  shareholders,  in  a  sad  irony,  are 
footing  the  bill  for  the  litigation  that  supposedly 
benefits  them.  In  the  last  year  the  premium  on  a 
$250  million  D&O  policy,  for  instance,  doubled 
to  $20  million. 


"If  You  Build  It. 


They  Will  Sue 


Like  a  lot  of  trends,  suits  claiming  construction  de- 
fects began  in  California.  The  trend  has  spread  into 
Texas  and  Florida  and  now  into  Nevada,  New 
York,  Colorado  and  Arizona.  Heavyweight  class- 
action  plaintiff  firms  like  Cohen,  Milstein,  Haus- 
feld  &  Toll  have  jumped  in,  filing  claims  alleging 
that  the  exterior  siding  known  as  synthetic  stucco 
was  improperly  installed  and  caused  water  dam-) 
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A  Way  Out' 


One  solution  to  out-of- 
control  tort  litigation  is 
staring  lawyers  right  in 
the  face:  the  Sept.  II 
Fund,  which  enables  victims  to 
quickly  win  compensation  with- 
out having  to  hire  a  lawyer  to 
prove  fault.  If  this  fund  works,  it 
could  serve  as  a  model  for  dis- 
posing of  mass  claims. 

A  few  attempts  at  tort  re- 
form have  proven  successful.  A 
dangerous  vaccine  shortage  in 
the  1980s  prompted  Congress  to 
create  a  no-fault  compensation 
system  for  people  injured  by 
childhood  vaccines,  and  produc- 
tion quickly  rebounded.  A  1994 
federal  law  decrees  that  manu- 
facturers of  small  airplanes  can- 
not be  held  liable  for  crashes  of 
planes  more  than  18  years  old. 
Result:  Cessna  resumed  produc- 
tion and  hired  1,000  workers. 
States  like  California  and 
Louisiana  capped  pain  and  suf- 
fering damages  in  medical  mal- 
practice cases,  resulting  in  lower 
average  insurance  rates  and  al- 
lowing medical  centers  to  more 
easily  recruit  good  doctors- 
while  the  truly  injured  receive 
compensation  for  damages. 

Still,  wily  lawyers  have  man- 
aged to  get  around  limits  on  lia- 
bility suits.  A  Republican  Con- 
gress passed  a  law  in  1995  that 
was  intended  to  crack  down  on 
suits  filed  against  the  manage- 
ment of  firms  whose  stocks  go 
up  and  down.  Before  the  reform, 
there  were  190  securities  class 
actions  filed  every  year.  Now  the 
count  is  236  a  year. 

If  there  are  millions  of  con- 
sumers and  employees  who 
would  benefit  from  limits  on  liti- 
gation, there  are  several  thou- 
sand lawyers  who  are  adamantly 
opposed.  The  56,000-member 
Association  of  Trial  Lawyers  of 
America,  according  to  the  Center 
for  Responsive  Politics,  has  al- 
ready given  out  $1.4  million  in  the 
2001-02  election  cycle,  mostly  to 
Democratic  candidates  for  fed- 
eral office.  That  makes  it  the 
largest  PAC  in  the  nation.     —  f'    r 


age.  The  year  ending  June  30, 2001  saw  the  filing  of 
13,000  cases  alleging  mold  damage  in  Texas  alone. 

It's  not  just  the  builders  getting  sued — insur- 
ers are  at  risk,  too.  One  Texas  plaintiff,  denied 
payment  of  a  claim  for  water  damage  on  a 
homeowner  policy  issued  by  a  subsidiary  of 
Farmers  Insurance  Group,  won  a  $32. 1  million 
judgment.  An  appeal  is  pending. 

In  response  to  this  lawsuit  crisis,  construction 
company  insurers  like  CNA  are  discontinuing  cov- 
erage for  construction  defects.  Others  include  ex- 
clusions in  policies  stating  that  they  will  not  insure 
for  mold  or  synthetic  stucco  damage,  according  to 
Jeffrey  Masters,  a  Los  Angeles  defense  lawyer. 

Even  big  companies  are  hurt.  A  year  ago  a 
$500  million  (sales)  Colorado  construction 
company  would  have  been  able  to  pay  $400,000 
for  a  $1  million  policy  with  a  $25,000  deductible. 
Now,  if  it  can  get  a  policy  at  all,  it  must  self- 
insure  for  the  first  $1  million  and  then  pay  $1.5 
million  for  the  next  $5  million  of  coverage. 

Insurers  brought  some  of  this  on  themselves 
by  undercharging  builders  for  years.  Post-Sept.  1 1 
expenses  and  the  weak  stock  market  have  con- 
tributed to  losses  as  well.  But  the  growing  and  un- 
predictable wave  of  lawsuits  has  forced  builders  to 
either  swallow  the  extra  cost,  charge  more  to  cus- 
tomers or  consider  stopping  building  altogether. 

A  subsidiary  of  Lozier  Homes  in  Bellevue, 
Wash,  just  finished  building  a  60-unit  condo- 
minium and  paid  $250  per  unit  for  $2  million  in- 
surance. That  company  has  not  been  named  in  any 
lawsuits,  but  insurance  for  new  projects  will  cost 
between  $5,000  and  $10,000  per  unit.  Lozier  Pres- 
ident Michael  Levy  says  it's  going  to  be  impossible 
to  pass  along  that  kind  of  a  price  increase.  Solu- 
tion: Lozier  Homes  has  stopped  building  condos. 

*The  Tort 

That  Won't  Go  Away 

Asbestos  is  an  object  lesson  in  how  massive 

litigation  starts  slowly  and  spins  wildly  out  of 
control.  Insurers  now  estimate  asbestos  liability 
will  hit  $200  billion,  with  literally  thousands  of 
firms  paying  out  claims.  Much  of  the  money  will 
be  extracted  from  companies  with  only  the  most 
peripheral  and  limited  connection  to  dangerous 
asbestos-containing  products,  and  much  of  it 
will  go  either  to  lawyers  or  to  plaintiffs  who  are 
not  even  sick,  just  worried  about  getting  sick. 

The  result:  52  companies  have  entered 
b  nkiuptcy  to  escape  asbestos  litigation.  That 


group  includes  Federal-Mogul,  a  $9  billio 
(assets)  company,  16%  owned  by  employee, 
that  in  October  2001  became  the  15th-large: 
bankruptcy  in  history. 

Dozens  more  could  be  on  the  way;  1,00 
companies  have  been  named  in  suits.  For 
Motor  and  General  Motors,  which  had  asbestc 
fibers  in  brakes,  have  been  named.  Pfizer,  whic 
once  owned  companies  that  sold  constructio 
and  talc  products  that  contained  small  amount 
of  asbestos,  has  232,000  claims  against  it.  It  get 
sillier.  Lawyers  are  looking  at  consumer  produ< 
companies  like  Kimberly-Clark,  Internation; 
Paper  and  other  manufacturers  and  distributoi 
of  facial  tissue  and  writing  paper  that  may  hav 
contained  traces  of  asbestos.  Is  there  any  scier 
tific  evidence  that  people  contracted  mesothe 
lioma  from  Kleenex?  No,  but  Kimberly-Clar 
has  deep  pockets  to  be  picked. 

Plaintiff  lawyers  plumb  the  depths  of  creativ 
ity  to  find  defendants.  Houston  lawyer  Lanier ; 
looking  into  filing  a  suit  against  Hasbro  divisioi 
Milton  Bradley  because  of  a  clay  used  in  elemeri 
tary  school  classrooms.  Experts  say  it's  only 
matter  of  time  before  retailers  like  Wal-Mart  g< 
enmeshed  in  the  asbestos  litigation  machine. 

The  mere  hint  of  exposure  can  kill  a  com 
pany's  stock.  In  January,  Georgia-Pacific  Chk 
A.D.  (Pete)  Correll  tried  to  quash  rumors  tha; 
asbestos  litigation  was  bringing  the  paper  an 
lumber  giant  toward  the  brink  of  insolvency.  In 
matter  of  days  the  rumor  had  knocked  20%,  o 
$1.5  billion,  off  its  market  value.  "Where  the  he 
does  everybody  believe  these  future  liabilities  ar 
going  to  come  from,"  he  fumed. 

It  was  a  good  speech.  But  the  truth  is,  like  th 
rest  of  the  tort  system,  asbestos  has  proven  im 
possible  for  defendants  to  get  ahead  of.  Whe: 
Johns  Manville,  a  building- materials  compan; 
filed  for  bankruptcy  in  1982  in  order  to  setde  as 
bestos  litigation,  it  established  a  trust  fund  to  pa  J 
out  100,000  expected  claims.  By  1991  the  trust  ha 
already  received  171,000  claims — and  they  jusl 
keep  coming.  Now  Johns  Manville  expects  2  mil 
lion  claims.  Even  the  insurance  industry  thought : 
had  finally  turned  the  corner  on  asbestos  in  199 
as  unfunded  future  liabilities  appeared  to  be  oi 
the  decline.  Wrong  again.  Georgia-Pacific  Genen 
Counsel  James  Kelley  says  the  company  ha 
learned  enough  from  the  experience  of  others  t 
avoid  making  their  mistakes.  But  does  he  knot  | 
for  sure?  "Frankly,"  he  says,  "we  don't  know." 

Unfortunately  for  the  U.S.  economy,  when  i 
comes  to  tort  costs  there  is  indeed  no  end  i: 
sight.  • 
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HOW  DOES  A     * 
LENDER  WIND  UP 
THE  LEADER  IN 
CUSTOMER 
SATISFACTION? 


^satTv: 


mi  Mimvinr- 


EASY 

ONE  HAPPY 

CUSTOMER 

ATATIME. 


"#l  IN  CUSTOMER  SATISFACTION  AMONG  THE  LARGEST  NATIONAL  HOME  MORTGAGE  LENDERS." 


Countrywide  has  been  making  customers  happy  for  over  30  years.  And  this  year 

Countrywide. ranks  #1  in  customer  satisfaction  by  J.D.  Power  and  Associates. 
,  rom  first  contact  to  final  loan  payment,  Countrywide  is  always  there  for  you.  We're      r- 

here  with  experienced  loan  experts  who  can  help  find  the  right  solution  for  you. 
We're  there  with  a  wide  selection  of  loan  programs  to  help  you  get  approved.  We're  HOME  LOANS 

there  with  rate  protection  and  a  10-day  close  guaranteed  And  we're  there  for  you  P  R      II 

inline,  on  the  phone  or  at  over  400  branches.  To  experience  the  satisfaction  only 

Countrywide  can  deliver,  go  to  countrywide.com  or  call  800-EASY-877. 
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Countrywide 


nker  License  Number  BK8805;  Licensed  by  the.D 


irty  of  Countrywide  Credit  Industries.  Inc.  and/or  lis  subsidiaries,  Arizona  Mortgage  I 
esidential  Mortgage  Licensee,  5900  Windward  Parkway.  Suite  375.Alpharetta.  GA  30005:' Illinois  Residential  "" 

irtgage  Banker  License  No:  525 1 -MB;  Licenced  Mortgage  Banker  -  NJ  Department  of  Banking.  224  Middle  Road.  Hazlet.  NJ  07730  (732)  335-8801:  Lie 
:r  —  Pennsylvania  Department  of  Banking,  Rhode  Island  Lender's  License.  This-is  notan  offer  to  enter  into  an  interest  rate  lc 
t  «,  iwiiTi«*™i  application  and  supporting  documents   Purchase  loans  for  completed  new  homes  require  certificate  of  i 
r  control.  j.D  Power  and  Associates  2002  Home  Mortgage  Study. v  Study  based  on  responses  from  6.8 1 7  home  mortgage  customers.www.jdpower.com.  3/02 
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Like  a  bat  out  of  the  Black  Forest. 


Cayenne.  The  next  Porsche. 


A  lone  engine  echoes  through  the  night  air.  Rising  above  the  treetops  near  Weissach,  the  cradle 

of  Porsche  engineering.  It  is  much  more  than  an  SUV.  It  performs  like  a  pure  Porsche.  The  goose 

bumps  tell  us  that.  The  Cayenne.  Coming  soon.  Learn  more  at  1-800-PORSCHE  or  porsche.com. 
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RANKING    THE    BOSSES 


&  Worst 


BOSSES 


We  identified  200  chief  executives  who  give  shareholders 
the  best  bang  for  the  buck— and  those  who  don't. 


BY  SCOTT 

WHO  ARE  AMERICA'S  BEST  BOSSES?  WE  DON'T 
mean  who's  a  nice  guy  to  work  for.  We  set  out 
to  determine  which  chief  executives  give  the 
best  return  to  shareholders  and  while  doing  so 
take  a  reasonable  paycheck.  Our  number  one 
pick:  Thomas  Golisano,  who  has  produced  for 
shareholders  a  handsome  33%  annual  return  since  he  took  pay- 
roll company  Paychex  public  in  1983. 

Comparing  bang  for  the  buck  is  a  tricky  exercise.  Other  pub- 
lications have  tried  it  looking  back  just  a  year  or  three.  But  com- 
paring performance  to  pay  over  the  short  term  is  as  unfair  as  pre- 
dicting the  winner  of  the  World  Series  based  on  the  first  week  of 
the  season.  We  scanned  six  years  of  stock  market  performance 
and  related  it  to  six  years  of  pay  for  the  200  chief  executives  in  our 
big-company  database  with  tenure  at  least  that  long. 

In  measuring  pay,  we  count  salary,  bonus,  perks  and  the 
amount  realized  from  exercised  stock  options.  Yes,  unexercised 
options  are  worth  a  lot— even  the  ones  that  are  "out  of  the 
money"  (no  imnic.  i  value) — but  valuations  of  option 

grants  become  theorel  il  and  hard  to  compare  from  company 
to  company.  Our  phi!  h  ook  at  the  cash  extracted,  and 
sooner  or  later  the  boss..  ■  :  !  1 1  he  oversized  option  grants  will 
pop  up  on  a  list  of  the  fa  cks. 

Some  of  our  competitors  have  used  clumsy  formulas  to 


DECARLO 

relate  pay  to  performance.  Be  careful  here.  Make  a  crude  ratio 
and  you  foolishly  conclude  that  if  Steven  Ballmer  were  to  cut 
his  pay  from  $671,000  to  $335,500,  his  value  to  shareholders 
would  double.  We  finesse  this  problem  by  ranking  the  200 
execs  on  six-year  pay  and  using  that  rank  in  our  score.  For 
performance  we  compare  returns  of  a  company  to  returns 
for  other  companies  in  its  sector — otherwise  a  cable  executive, 
say,  would  look  like  an  oaf  when  cable  stocks  are  down,  even 
if  he's  doing  a  stellar  job.  Another  performance  measure  com- 
pares returns  delivered  by  the  chief  executive  over  his  entire 
tenure  to  stock  market  returns.  That  gives  due  demerits  to 
the  fellow  who  takes  his  shareholders  on  a  roller-coaster  ride 
from  $20  to  $2  back  to  $20. 

One  more  thing:  In  our  final  score  the  performance  rankings 
counted  for  a  75%  weighting,  the  pay  ranking  for  only  25%.  We  j 
think  this  reflects  shareholders'  implicit  judgments:  Up  to  a 
point,  they  won't  begrudge  a  giant  paycheck  if  it  goes  to  some- 
one who  has  delivered  a  giant  return. 

The  ten  best  bosses  by  our  composite  bang-for-buck  mea- 
sure are  in  the  table  on  page  108.  The  five  worst  are  on  page  112. 

Starting  on  page  1 16  we  show  pay  packages  for  the  501  chief 
executives  on  the  Forbes  500  list  of  big  companies.  F 


JrOrbCS      Get  the  whole  list  of  200  at  forbes.com/ceos. 
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omegrown:  Six  of  the  ten  best  bosses 
re  either  founders  or  cofounders  of 
leir  companies.  One  other  is  the  son 
f  the  founder. 


EXPRESS  SCRIPTS 
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Diversify  and  Conquer 

John  Brown  had  trouble  letting  his 

managers  manage  at  Stryker  Corp.  When  he  did, 

the  medical  supplies  company  took  off. 


BY  PETER  KAFKA 

ASK  JOHN  W.  BROWN  ABOUT  HIS  SUCCESSFUL  RUN  ATOP 
Stryker  Corp.,  and  odds  are  you'll  get  a  terse,  measured 
response.  The  taciturn  67-year-old  picks  his  words 
carefully  and  uses  them  sparingly.  Then  again,  Brown 
doesn't  have  to  do  a  lot  of  gabbing.  He  has  promised 
annual  earnings  growth  of  at  least  20%  for  the  past  25  years  that 
he  has  run  the  orthopedic  implant  and  medical  equipment  com- 
pany. With  the  exception  of  1998  and  1999,  he's  delivered.  Rev- 
enues of  the  Kalamazoo,  Mich,  firm  have  climbed  from  $23  mil- 
lion to  $2.6  billion,  earnings  from  $1.5  million  to  $267  million 
and  the  stock  price  from  a  split-adjusted  39  cents  at  the  1979 
public  offering  to  $58.  His  average  annual  compensation  during 
the  last  six  years:  a  modest  $2.2  million. 

The  combination  of  high  performance  and  low  pay  has 
earned  Brown  a  spot  on  our  best  bosses  list  (seep.  108).  He  is  also 
on  the  Forbes  400  list  of  wealthiest  Americans;  his  4.6%  stake  in 
the  company  is  worth  $530  million. 

The  Paris,  Tenn.  native  has  pulled  this  off  using  two 
related  strategies.  He  continually  expands  Stryker's  prod- 
uct offerings,  which  range  from  knee  replacements  to 
physical  therapy  services  to  bone  cutters.  Then  he  gives 
managers  at  each  division  almost  complete  autonomy. 
Managers  who  are  on  target  hear  from  Brown  about  once 
a  month;  those  who  are  faltering — much  more  often. 

"John  gives  you  a  lot  more  help  than  you  want  when 
you're  having  trouble,"  says  Edward  B.  Lipes,  who  runs 
Stryker's  implant  business.  "When  things  are  going  well, 
you're  the  captain  of  your  ship." 

Brown  didn't  always  keep  his  hands  so  far  off.  He 
was  recruited  to  the  company  from  a  Bristol-Myers 
Squibb  subsidiary  after  chief  executive  Lee  Stryker, 
son  of  company  founder  Homer  Stryker,  died  in  a 
1976  plane  crash.  Determined  to  put  his  mark  on 
the  family-owned  business,  the  Auburn  Univer 
sity-trained  chemical  engineer  ran  it  with  a  rigid 
top-down  hierarchy.  Trouble  was,  Brown 
wanted  to  diversify  the  company  beyond  its 
roots  as  a  hospital-bed  maker,  but  his  obses 
sion  for  control  slowed  decision  making. 
He  changed  after  "it  became  painfully  ob 
vious  that  the  biggest  problem  with  the 
company  was  me." 

Stryker  now  operates  12  divisions; 
and  while  all  of  them  are  expected  to 
help  the  company  mee;  the  20%  earnings 
growth  target,  Brown  d<    sn't  expect  the 
same  growth  oul  ol  .nc:  1991,  for 
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With  your  earned  Frequent  Flyer  miles,  SkyTeam  gives  you  vacations 
to  dream  about.  The  Frequent  Flyer  miles  you  accumulate  on  any  of  the  six  airlines 
are  redeemable  on  all  six  airlines,  www.skyteam.com 
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Caring  more  about  you- 


"There  is  no  reason 
for  any  individual 
to  have  a  computer 
in  their  home." 


1977 


"640K  ought  i 
to  be  enough  j 
for  anybody. "    j 

— , — j 
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1984 


"Portal, 
schmortal." 


2002 


(Pooh-pooh  it  now,  while  you  still  can.) 


Welcome  skeptics,  cynics,  and  naysayers. 

Every  major  innovation  in  technology  has  initially  been  met  with  more  than  a  little  resistance.  And  portal  technology 
is  no  different.  But,  like  the  other  innovations,  today's  curiosity  is  well  on  its  way  to  becoming  tomorrow's  necessity. 
Why?  Because,  quite  simply,  CleverPath r"  Portal  and  Business  Intelligence  solutions  from  CA  let  you  work  smarter  and 
more  efficiently  than  ever  before.  Not  tomorrow.  Not  someday.  Right  now. 

Work  faster.  Work  Smarter.  Work  together.  You'd  be  surprised  how  much  simpler  doing  business  can 
be  with  the  right  tools.  CleverPath  Portal  is  designed  to  be  highly  intuitive,  so  you  can  quickly  navigate  your  way  to 
exactly  what  you  need.  It  delivers  real-time  sales  data,  email,  and  inventory- level  indicators  without  having  to 
open  and  close  multiple  applications  every  time.  Legacy  systems,  mainframes,  desktops,  Web  Services,  and  mobile 
devices  are  now  seamlessly  integrated,  so  you  can  access  a  vast  breadth  of  information  from  anywhere  and  pull  it 
from  one  single,  secure  portal.  You  can  also  rely  on  it  to  automate  your  business  processes,  eliminating  all  the  time 
you  now  waste  trying  to  get  the  right  information  into  the  right  hands.  And,  thanks  to  our  business  intelligence 
tools,  over  time,  it  can  learn  your  preferences  and  deliver  them  before  you  even  ask. 


CleverPath 

Portal  and  Business  Intelligence  Solutions 


Start  working  now. 

The  CleverPath  Portal  "deploy  first,  customize  later"  model  means  you  can  install  and  implement  production-ready 
systems  in  days  or  weeks,  delivering  tangible  ROI  almost  immediately.  CleverPath  Portal  helps  control  costs  in 
other  ways.  CleverPath  Portal  delivers  a  high  degree  of  scalability  in  the  real  world  so  you  can  handle  millions  of 
users.  And  flexible  licensing  means  you  can  select  the  payment  and  licensing  options  that  best  suit  your  individual 
business  needs,  whatever  they  may  be. 


a 


The  CleverPath  family  at  work. 

CleverPath  is  more  than  just  a  single  portal  product.  It's  a  family 

of   unified   portal    and   business    intelligence   solutions   that   deliver 

unique,  online  analytical  analysis,  reporting,  dashboard  development, 

business    rules    automation,    predictive   analysis,    and    visualization 

capabilities.  And  that  means  delivery  of  the  right  information  to  the 

right  people  at  the  right  time -all  in  a  personalized  way.  Don't  spend 

another  day  without  tapping  into  the  true  value  of  your  enterprise.  UOmpUISr MSSOCI9T6S1 

Go  to  ca.com/cleverpath/portal  and  find  out  more  now. 
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33% 


8  YEAR  TOTAL  RETURN 


Money  well  spent:  Five  of  the  six  highest- 
paid  execs  below  earned  their  keep  with 
30%  annual  stock  returns  over  six  years. 


COSTCO  WHOLESALE  /-%  Q0/ 
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RANK     CHIEF  EXECUTIVE/COMPANY 

THE     BEST 


TENURE  WITH 
COMPANY 


ANNUALIZED  TOTAL  RETURN 
DURING  TENURE  6-YEAR 


6-YEAR  AVERAGE 
COMPENSATION 

$MIL 


STOCK 
OWNED 
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B  Thomas  Golisano/Paychex  31  331  31  0.8 

Two-time  New  York  gubernatorial  candidate  (independent)  founded  payroll  business  30  years  ago.  Big  philanthropist,  gave  away  $40  million  in  recent  years. 


10.7 


Irwin  M  Jacobs/Qualcomm  17  401  39 

Workaholic  kept  $2.7  billion  wireless  equipment  maker  debt-tree  last  year.  Took  a  30%  drop  in  2001  bonus,  to  $600,000. 


2.2 
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Dane  A  Miller/Biomet  24  321  27  0.4  3.1 

Outspoken  foe  of  executive  greed,  Ph.D.  in  biomedical  engineering  turned  $500,000  Small  Business  Adminstration  loan  into  a  $1  billion  orthopedic  products  company. 
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Charles  W  Ergen/EchoStar  Communications  22  461  36  3.1 

The  co-founder  of  the  satellite  TV  company  has  89%  voting  power.  Same  $250,000  salary  since  1999;  pending  merger  with  DirecTV  could  pump  it  up. 


50.2 


John  W  Brown/Stryker  25  291  30  2.2 

Joined  family-owned  medical-equipment  firm  in  1977,  took  public  two  years  later.  Expanded  product  lines  and  saw  shares  rise  150-fold. 


4.6 


Edward  V  Fritzky/lmmunex  8  44  67  4.8 

Big  hit  was  Enbrel,  a  treatment  for  arthritis.  After  eight-year  stint  Fritzky  will  become  board  member  if  pending  acquisition  by  behemoth  Amgen  goes  forward. 


0.1 
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Warren  Eisenberg/Bed  Bath  &  Beyond  31  421  33  4.3 

Cofounder  opened  85  more  household-product  superstores  for  total  of  401;  stock  up  36%  in  fiscal  year  as  earnings  grew  28%  to  $219  million. 


3.1 
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James  D  Sinegal/Costco  Wholesale  14  181  28  1.5 

Warehouse  club  cofounder  refused  bonus  pay  when  Costco's  net  income  dipped  5%  in  its  last  fiscal  year.  Revenues  rose  8%  to  $34  billion. 


0.9 


Russell  Goldsmith/City  National  7  26 

Regional  bank  head  got  $895,000  bonus  plus  slightly  lower  base  salary.  Investors?  They  got  27%  annual  returns. 


27 
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Barrett  A  Toan/Express  Scripts  10  431  29  4.1  0.2 

Pharmacy-benefit  management  firm  run  by  former  state  welfare  administrator  buys  drugs  in  bulk  and  pushes  cheaper  brands  to  keep  HMO,  insurance  clients'  costs  down. 


Returns  as  of  Apr.  5.  'Return  is  for  period  less  than  tenure.  Source:  FT  Interactive  Data  via  FactSet  Research  Systems. 


instance,  he's  plowed  resources  into  OP-1, 
a  genetically  engineered  protein  designed 
to  promote  bone-healing.  The  product 
only  hit  markets  last  year  and  Merrill 
Lynch  analyst  Katherine  Martinelli  pro- 
jects sales  of  just  $10  million  in  2002.  But 
it's  expected  to  sell  other  Stryker  products 
used  in  combination. 

Stryker's  biggest  growth  engine  is  its 
knee-  and  hip-implant  business,  which 
didn't  exist  when  Brown  came  aboard.  He 
took  a  risky  bet  in  1998  by  buying  Pfizer's 
implant  unit  for  $1.7  billion.  It  nearly 
doubled  Stryker's  sales  but  the  deal  was 
financed  almost  completely  with  debt. 

The  deal  cost  Brown  his  20%  growth 
streak,  and  Wall  Street  wondered  if  he'd 
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be  able  to  integrate  the  purchase.  In  par- 
ticular, they  worried  that  Stryker  would 
have  a  hard  time  retaining  the  Pfizer 
unit's  sales  force,  crucial  in  an  industry 
where  salesmen  work  directly  with  sur- 
geons, often  accompanying  them  into 
operating  rooms.  But  Brown  made  pleas 
to  Pfizer  salesmen,  promising  them  their 
old  territories  even  when  they  overlapped 
with  Stryker's.  The  implant  business  now 
accounts  for  more  than  half  of  Stryker's 
sales  and  is  likely  to  prosper  as  boomers 
seek  out  hip  and  knee  replacements. 

The  bigger  Stryker  gets,  the  harder  the 
20%  growth  target  becomes,  and  Brown 
allows  that  it  might  someday  have  to  be 
tweaked.  For  now,  however,  the  Pfizer 


acquisition  gives  him  a  buffer  zone  to 
work  with.  Simply  paying  down  and  refi- 
nancing debt  gives  Stryker  a  way  to  hit 
growth  targets:  More  than  half  of  the  nel 
income  growth  in  2001  was  generated  b) 
debt  management.  Brown  says  he  expects 
it  to  be  an  equally  large  component  -oi 
earnings  growth  in  coming  years. 

Brown  recently  underwent  hearl 
bypass  surgery  and  says  he  plans  on  step- 
ping down  "in  a  couple  of  years."  Thai 
kind  of  statement  used  to  concern  both 
employees  and  Wall  Street,  but  in  the  lasl 
year  Brown  has  taken  to  promoting  th( 
visibility  of  four  lieutenants.  His  successoi 
may  be  chattier,  but  will  be  hard-pressec 
to  duplicate  his  record.  f 
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RANKING    THE    BOSSES 

Oiled  Machine 

They  say  there's  a  third-generation  curse  in  family-run 
businesses.  An  heir  to  Murphy  Oil  overcame  it. 

BY  KERRY  A.  DOLAN 

CLAIBORNE  DEMING  GREW  UP  THINKING  HE  WOULDN'T  GO 
into  the  family  business,  but  there  was  just  too  much  oil  in 
his  genes.  His  granddad  got  into  oil  production  investments 
in  1907.  Then,  after  World  War  II,  his  uncle  Charles  H. 
Murphy  Jr.  expanded  the  partnerships  into  what  became 
known  as  Murphy  Oil.  Deming  took  over  as  chief  executive  m  late 
1994,  succeeding  two  nonfamily  chief  executives  and  becoming  the 
first  third-generation  family  member  to  run  the  company. 

The  surprising  outcome:  Deming  has  turned  a  struggling  outfit 
into  one  of  the  fastest-growing  oil  producers  in  the  country.  Murphy 
Oil's  revenues  have  more  than  doubled  since  1994,  to  $4.5  billion, 
and  earnings  hit  $331  million  last  year.  He's  been  good  for  share- 
holders: The  stock  has  risen  175%  during  his  tenure,  to  a  recent  $99. 
And  meanwhile  he's  been  a  miser  about  his  own  pay,  earning  (on 
average,  over  six  years)  a  mere  $1.2  million  annually,  a  rounding 
error  for  chief  execs  these  days  (see  table,  p.  1 12). 

"Oh,  heck,"  he  says.  "I  feel  very  comfortable,  and  think  I'm  fairly 
compensated.  I'm  a  lucky  guy." 

And  a  guy  we've  designated  one  of  America  s  best  bosses.  Dem- 
ing, 47,  is  happy  to  spread  the  praise.  "I  have  no  monopoly  on  the 
brains,"  he  says,  sitting  in  his  office  at  Murphy's  headquarters  in  El 
Dorado,  a  quaint  oil  town  of  23,000  in  southern  Arkansas.  "I  work 
with  some  of  the  best  people  in  America."  * 

But  Deming  also  had  the  foresight  to  pump  up  exploration 
and  solidify  the  retail  business.  On  his  watch,  reserves  of  crude 
oil  and  natural  gas  have  increased  at  a  compounded  8%  rate 
since  1996,  while  production  has  grown  at  only  a  5%  clip,  to 
125,000  barrel  equivalents  a  day.  Through  2004,  production 
should  increase  at  a  compounded  15%,  four  times  greater  than 
its  peer-group  average,  estimates  Bank  of  America  analyst 
Tyler  Dann. 

Deming,  whose  straightforward  manner  is  reminiscent  of 
Tom  Hanks'  delivery  in  Forrest  Gump,  thought  he  would  be  a 
lawyer.  But  1979,  when  he  graduated  from  Tulane  University 
law  school,  was  "a  great  year  for  the  oil  business,"  he  recalls. 
He  asked  his  uncle  for  a  job  and  started  in  the  law  depart- 
ment. After  working  in  various  parts  of  the  company,  he  was 
appointed  chief  operating  officer  in  1988. 

His  first  full  year  as  chief,  1995,  was  an  awful  one  for  oil 
prices.  Murphy  posted  a  $1 19  million  loss.  Deming  credits  his 
predecessor,  Jack  W.  McNutt,  with  laying  the  groundwork  for 
some  of  the  current  successes.  McNutt  sold  off  a  contract 
drilling  business  ant!  other  jsscts  in  the  early  1990s  and  used 
$400  million  from  the  sale  to  buy  stakes  in  high-quality  oil 
projc\  sed  prices. 

Bi  ning  knew  thai  prices  would  make 

an  acq  i  1  icier.  "We  were  going  lo  have  to 

grow  i Ik  Murpln  allv  »rown — bv  the  drill 
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2001,  the  Beverage  Testing  Institute  of  Chicago  conducted  a  blind 
te  test  of  ultra-premium  lemon  vodkas.  Awarding  points  based  on 
oothness,  nose  and  taste,  the  BTI  concluded  that  "other  comparative 
Ikas  . . .  aren't  in  the  same  league"  as  Grey  Goose  Le  Citron, 
ituring  an  "exceptionally  smooth,  medium  body  with  subtle 
ion  peel  notes,"  Grey  Goose  Le  Citron  is  far  and  away  the 
rld's  best  tasting  lemon  vodka. 
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Grey  Goose*'  Le  Citron  40%  Alc./Vol.   Lemon  flavored  vodka.   Imported  exclusively  by  Sidney  Frank  Importing  Co..  Inc.  New  Rochelle.  NY   10801 
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bit."  That  means  doing  its  own  explo- 
ration, not  buying  working  oilfields. 
Murphy  bought  leases  in  the  Gulf  of 
Mexico,  off  the  east  coast  of  Canada  and 
off  Malaysia  in  the  South  China  Sea. 

Deming  is  opening  the  company's 
wallet  for  $40  million  this  year  to  find  oil 
in  the  4-million-acre  Malaysia  conces- 
sion, which  abuts  one  held  by  Royal 
Dutch/Shell.  That's  a  big  stretch  for  Mur- 
phy, which  has  a  $4  billion  market  capi- 
talization, compared  with  Royal  Dutch's 
$109  billion.  But  the  payoff  could  be 
huge.  "We're  small  enough  that  if  you 
find  something,  it  really  impacts  you." 

THE     WORST 


Deming  has  transformed  Murphy's 
downstream  business  as  well.  Murphy  Oil 
has  gas  stations  in  the  parking  lots  of  404 
Wal-Mart  stores  across  the  Midwest  and 
the  South.  Deming  figures  Murphy  will 
build  100  stations  a  year  for  the  next  five 
years,  making  it  the  fastest-growing  gaso- 
line chain  in  the  country.  That  has  stabi- 
lized profits  a  bit,  since  retail  prices  are 
stickier  than  wholesale  prices.  Refining 
and  marketing  accounts  for  32%  of  Mur- 
phy's profit  before  interest  and  taxes. 

Deming  sums  up  his  operating  phi- 
losophy in  three  rules:  Don't  buy  assets  at 
the  top;  watch  your  costs  at  all  times;  and 


keep  your  investment  program  steady. 

Murphy's  integration  can't  shelter' it 
from  price  swings.  The  first  quarter  this 
year  was  the  worst  in  a  decade  for  its  re- 
fining and  marketing  business.  Natural 
gas  and  crude  oil  prices  rose,  but  retail 
prices  did  not  keep  up.  As  a  result  Bank  of 
America  predicts  that  earnings  for  2002 
will  be  $2.94  a  share,  down  from  $5.78 
last  year. 

Deming  has  seen  dramatic  drops  in 
oil  and  gas  prices  before,  so  he's  learned 
to  stay  cool.  "In  this  business,  growth  is 
hard  to  achieve,"  he  says — then  smiles. 
"We've  been  very  fortunate."  F 


Collect  Now,  Deliver  Later 

Bobby  Shackouls  has  made  $16  million  since  taking  over 
Burlington  Resources.  Shareholders  would  have  done  better 
putting  their  money  in  a  savings  account,    by  Bernard  condon 


First,  the  dream  of  hitting  a  gusher  in  the  deep  waters  of  the  Gulf 
of  Mexico  was  dashed.  Then  a  team  of  geologists  and  engi- 
neers charged  with  hunting  for  oil  deposits  in  Vietnam  and 
other  far-off  lands  came  home  empty-handed.  Now  Bobby  C 
Shackouls,  chief  executive  of  Burlington  Resources  in  Houston, 
says  paying  a  third  more  than  the  stock  price  for  a  Canadian  driller 
will  prove  a  bargain— once  vast  stores  of  natural  gas  are  found  on 
its  land.  "You  can't  buy  a  Mercedes  at  Ford  prices,"  he  says. 

Forgive  shareholders  their  doubts.  Since  Shackouls  took  over 
six  years  ago,  his  pay  has  risen  74%  to  $2.1  million— not  an  outra- 
geous amount— but  shareholders  got  returns  of  only  2%  a  year. 
Apache  Corp.  and  Anadarko  Petroleum,  two  close  rivals,  have  re- 
turned 15%  and  13%,  respectively. 

Shackouls  has  pursued  a  seemingly  clever  strategy:  Sell  less- 
profitable  properties  and  buy  more  promising  ones.  The  cleverness, 
though,  diminishes  when  you  allow  for  the  fact  that  promising  prop- 
erties fetch  high  prices  and  disappointing  ones,  low  prices.  Burling- 
ton paid  $2.1  billion  for  Canadian  Hunter,  or  $1.51  for  every  thousand 
cubic  feet  of  proven  gas  reserves.  Most  oil  and  gas  drillers  bought 


recently  have  fetched 
$1.30  per  thousand 
cubic  feet. 

Buying  Canadian 
Hunter  is  a  gamble, 
and  Shackouls'  nose  for  hidden  deposits  doesn't  appear  so  keen. 
The  company's  return  on  capital  has  averaged  5.7%  annually  over 
the  past  five  years,  according  to  analysts  at  Fahnestock  &  Co. 

In  1997  Shackouls  bought  Louisiana  Land  &  Exploration  for 
$3  billion,  promising  new  discoveries  in  swamps  bordering  the  Gulf 
of  Mexico,  the  continental  shelf  and  farther  out  in  deep  water.  Lit- 
tle materialized.  Burlington  responds  that  Louisiana  Land  brought 
with  it  licenses  to  drill  in  Algeria  that  are  just  now  being  exploited. 

The  company  says  it's  turning  around.  Return  on  capital  rose  to 
10%  last  year,  and  it  bought  back  $680  million  of  its  shares.  But 
now  debt  is  55%  of  capital,  up  from  30%.  The  company  vows  to  cut 
debt  by  shedding  up  to  $1.2  billion  in  underperforming  assets,  in- 
cluding some  of  those  woeful  holes  in  the  Gulf  of  Mexico.  It  doesn't 
have  a  plan  for  shedding  underperforming  management.  F 
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Michael  D  Eisner/Walt  Disney  18  19  2  123.1 

Shareholders  outraged  at  Eisner's  big  pay  package  and  poor  performance  have  proposed  limiting  future  options  grants  to  Disney  executives. 


0.7 


Ray  R  Irani/Occidental  Petroleum  11  9  6  24.0  0.2 

While  Occidental's  earnings  per  share  dropped  by  26%  in  2001,  the  company  could  still  afford  to  pay  Irani's  financial  planning  costs,  country  club  dues  and  $2.6  million  bonus. 


3 


J  Harold  Chandler/UnumProvident  8  6  6  8.5  0.4 

Chandler  took  a  $5  million  bonus  for  leading  the  $5  billion  merger  of  Unum  and  Provident  in  the  summer  of  1999,  but  the  stock  has  dropped  43%  to  a  recent  $29. 


4 


Richard  M  Scrushy/HealthSouth  18  181  -4 

After  two  years  of  taking  a  reduced  salary,  the  founder  took  a  $6.5  million  bonus  while  earnings  per  share  dropped  28%  to  51  cents. 


25.5 


1.3 


Henry  R  Silverman/Cendant  12  21  -2  53.6 

His  New  York-based  travel  conglomerate  has  $6.1  billion  in  debt  and  earnings  slipped  40%  last  year;  took  bonus  of  $4.7  million  last  year. 


0.8 


Returns  as  of  Apr.  5.  'Return  is  for  period  less  than  tenure.  Source:  FT  Interactive  Data  via  FactSet  Research  Systems. 
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BE  PREPARED  FOR  MOTIVATED  EMPLOYEES.  Because  at  The  Principal®,  we  provide  growing 
businesses  with  benefit  packages  individually  customized  to  their  needs.  We  offer  everything 
from  key  executive  benefits  to  estate  planning.  Using  a  step-by-step  process,  we  analyze  your 
company's  current  situation  to  arrive  at  a  business  solution  that  will  keep  everyone  smiling.  And 
considering  we  have  over  120  years'  experience,  it's  no  wonder  more  companies  choose  us  for 
their  401  (k)  plans.*  Give  us  a  call  today  at  1-800-986-3343  (ext.  80080)  and 
look  forward  to  focused,  dedicated,  loyal  employees. 

WE    UNDERSTAND    WHAT    YOU'RE    WORKING    FORSM 

www. principal,  com 





0Q2  Principal  Financial  Services,  Inc.,  Des  Moines,  IA  50392.  Insurance  issued  by  Principal  Life  Insurance  Company.  Mutual  funds  offered  through  Pnncor  Financial  Services  Corporation 
ember  NASD  &  SIPC),  800/247-4123.  Principal  Life  and  Princor  are  members  of  the  Principal  Financial  Group'  (The  Principal*),  Des  Moines,  IA  50392.  "The  Principal  Financial  Group*"' 
1  "The  Principal  "  art-  registered  trademarks  of  Principal  Financial  Services,  Inc.,  a  member  of  the  Principal  Financial  Group.  *CFO  Magazine,  April/May  2001,  based  upon  total  plans  served 
durance  companies,  banks  and  investment  firms. 
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lot  prepared  for  one.  It's  a  lesson  you  don't  want  to  learn  the  hard  way.  Then  again,  it's 
not  every  day  that  a  serious  hurricane  makes  landfall  at  your  data 
center.  But  after  being  forced  to  brave  the  fury  delivered  by  "the  storm 
of  the  century"  in  order  to  prevent  total  loss  of  mission  critical  data  — 
the  folks  at  the  IT  service  center  of  Mitsubishi  Chemical  America,  Inc. 
knew  they  needed  a  backup  plan. 

They  turned  to  HP  Rather  than  recommend  a  totally  redundant 
backup  data  center  in  another  location,  HP  worked  with  MCA  on  a 
more  creative  solution  involving  HP  servers,  storage,  software  and 
support  services. 

Together,  they  developed  a  plan  that  not  only  involved  on-site 
recovery  services  but  actually  utilized  HP's  own  disaster  recovery 
center.  HP  even  helped  MCA  through  several  disaster  recovery 
rehearsals— just  to  make  sure  there  would  be  no  surprises  next  time 
the  unthinkable  happened. 

HP  infrastructure  solutions  are  engineered  for  the  real  world 
of  business.  Because  the  last  time  we  checked,  that's  where  we  all  work. 
Call  1.800.HPASKME,  ext.  246.  Or  visit  www.hp.com/go/infrastructure. 

Infrastructure:  it  starts  with  you. 
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These  501  chief  executives  head  up  the 
biggest  U.S.  corporations,  as  measured  by  a 
composite  ranking  of  sales,  profits,  assets  and 
market  value.  Their  total  pay  of  $4.8  billion  is  down  6%  from 
the  previous  year.  Our  pay  measurement  includes  latest 
fiscal  year  salary  and  bonuses;  "other"  compensation,  such 
as  perks  and  vested  restricted  stock  grants;  and  "stock 
gains,"  the  amount  realized  by  exercised  stock  options.  For 
more  data  on  CEO  pay,  go  to  www.forbes.com/ceos. 


THE 

TOP     10 

RANK 

AMONG 

501  CEOS 

CHIEF  EXECUTIVE/COMPANY 

1-YEAR  TOT/ 
COMPENSATK 

$Mll 

1 

2 

Lawrence  J  Ellison/Oracle 
Michael  S  Dell/Dell  Computer 

706,077 
201,287 

3 

4 

jQzef  Straus/JDS  Uniphase 
Howard  Solomon/Forest  Labs 

150,817 
148,498 

5 
6 

Richard  D  Fairbank/Capital  One  Financial 
Eugene  M  Isenberg/Nabors  Industries 

142,23l| 

123.7781 

7 
8 

Richard  S  Fuld  Ji  /Lehman  Bros  Holdings 
Joseph  P  Nacchio/Qwest  Communications 

115,5821 

101,89l| 

9 

10 

Landon  H  Rowland/Stilwell  Financial 
Thomas  M  Siebel/Siebel  Systems 

93,289| 
88,383| 

He  beats  Gates  on  this  list:  Larry  Elliso 
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% 
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STOCK            1-YEAR 
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5-YEAR 

TOTAL 
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Abbott  Laboratories/Miles  D  White 
Adelphia  Commun/John  J  Rigas 

97 
367 

3,546 
1,408 

11 
4 

173 
466 

4,824 

8,543 
1.8745 

23,6723 
8,962 

18.( 

153.1 

Adobe  Systems/Bruce  Chizen 
AdvancePCS/David  D  Halbert 

135 
124 

1,129 
1,481 

6 

50 

1,229 

3,825 
5,226 

6,184 
6,707 

NA 
9,930 

0.! 
44.1 

AES/Dennis  W  Bakke 
Aetna/John  W  Rowe 

300 
196 

_8     : 

2,000 

NA 
NA 

2 
2,032 

2,484 

2,486 
4,032 

21,268 

NA 

301.: 

2.: 

Affiliated  Computer/Jeffrey  A  Rich 
Aflac/Daniel  P  Amos 

73 
54 

1,500 
2,477 

14 
-6 

6 

165 

10,054 
12,500 

11,560 
15,141 

15,037" 
91,080 

3.: 

270.{ 

Agilent  Technologies/Edward  W  Barnholt 
Air  Prods  &  Chems/John  P  Jones  III 

459 
285 

942 
1,665 

-43 
NA 

61 
551 

415 

1,003 
2,631 

11,137" 
NA 

1.1 

4.S 

Albertson's/Lawrence  R  Johnston 
Alcoa/Alain  J  P  Belda 

109 
67 

3.7301 
2,443 

NA 
-7 

3,788 
526 

9,872 

7,518 
12,841 

NA 
48,897" 

4.: 

33.< 

Allegheny  Energy/Alan  J  Noia 
Allergan/David  E  1  Pyott 

398 
327 

1,263 
1,745 

5 
13 

268 

454 

— 

1,530 
2,200 

6,996 
14.8763 

3.( 
2.1 

Allied  Waste  Inds/Thomas  H  Van  Weelden 
Allmerica  Financial/John  F  O'Brien 

409 
162 

1,202 

977 

-60 
-47 

195 
3,896 



1,397 
4,873 

8,347 
13,999 

29.: 

7.1 

Allstate/Edward  M  Liddy 
Alltel/Joe  T  Ford 

331 
221 

1,093 
2,250 

-29 
9 

1,084 
1,348 



2,178 
3,598 

18.4193 
22,883 

11.! 
39.1 

Ambac  Financial  Group/Phillip  B  Lassiter 
Amerada  Hess/John  B  Hess 

60 
299 

1,550 
2,500 

0 
-13 

217 
9 

12,415 

14,182 
2,509 

61,799 
11,457 

81.: 

i6i.: 

Ameren/Charles  W  Mueller 
American  Electric/E  Linn  Draper  Jr 

443 
345 

977 
1,592 

9 
19 

147 
434 

— 

1,124 
2,026 

4,433 
8,055 

i.: 

5.1 

American  Express/Kenneth  1  Chenault 
American  Finl  Group/Carl  H  Lindner 
American  Intl  Group/Maurice  R  Greenberg 

45 

447 

56 

3,218 

951 

1.0009 

-10 
-39 

-83 

5,296 

161 

86 

9,302 
13,681 

17,816 

1,111s 

14,766 

NA 
8,873 
123.39810 

41.! 

198.1 

3,248.1 

Rank  is  based  on  total  compensation  for  latest  fiscal  year.  Market  value  of  CEO  stock  is  based  on  Apr.  5  stock  price  and  includes  all  classes  of  common.  Compensation  percent  change  is  bas 
on  combined  salary  and  bonus.  'Annualized  salary  and/or  bonus.  3Four-year  total.  "Three-year  total.  5Prior-year  data.  "Received  options  or  restricted  stock  in  lieu  of  portion  of  salary  and/ 
bonus.  9CE0  waived  annual  bonus  in  light  of  losses  suffered  by  the  company  as  a  result  of  the  Sept.  II  terrorist  attacks.  ^Includes  long-term  incentive  payouts  made  by  SICO.  a  private  holdi 
company.  NA:  Not  available  or  not  applicable. 
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il  GM  Corp.  Buckle  up.  America!  ■    1-800-950-2438 


fbu're  inspired  by  the  heavens.  We're  inspired  by  the  structural  rigidity. 

"he  important  thing  iSt  there's  inspiration.  Forget  the  breathtaking  scenery.  Get  into  a  Corvette® 
avertible  and  you'll  discover  something  even  more  inspiring.  Namely,  the  way  it's  been  engineered  to  offer  an  unexpected  level  of  rigidity  in 
convertible.  For  instance,  we  house  the  drivetrain  in  a  structural  tunnel.This  stiff  backbone  allows  the  suspension  to  deliver  precise  handling 
d  a  smooth  ride.  It's  a  difference  you'll  notice  immediately.  That  is,  if  you  can  peel  your  eyes  away  from  that  night  sky.  corvette.com 


RANKINGS 

company/chief  executive 

RANK 

AMONG 

501  CEOS 

SALARY 
&  BONUS 
Sthou 

-    1-YEAR 
CHANGE 

% 

OTHER 

COMPENSATION 

STOCK 
GAINS 

STHOU! 

1-YEAR 
TOTAL 

>«NBS 

5-YEAR 
TOTAL 

STOCK  OWNEI 
VALUE 

Smii    1 

- 

American  Standard/Frederic  M  Poses 
AmerisourceBergen/R  David  Yost 

288 
304 

2,192 
1,206 

-41 
8 

403 

1,257 

2,595 
2,463 

NA 
6,789 

18.7 
24.8 

AmerUs  Group/Roger  K  Brooks 
Amgen/Kevin  W  Sharer 

348 
66 

1,570 
1,794 

-6 
-17 

446     ■ 
96 

10,991 

2,016 
12,880 

8,146 
42,932" 

9.8 

3.5 

AMR/Donald  J  Carty 

AmSouth  Bancorp/C  Dowd  Ritter 

204 
246 

586 
2,759 

-72 
61 

748 
373 

2,480 

3,813 
3,133 

19,9533 
26,547 

3.7 
20.0 

Anadarko  Petroleum/ John  N  Seitz 
Analog  Devices/Jerald  G  Fishman 

344 
48 

1,880 
1,178 

NA 
-56 

146 
2,344 

13,028 

2.0266 
16,550 

NA 

70,344 

10.3 
1.3 

Anheuser-Busch  Cos/August  A  Busch  III 
Anthem/Larry  C  Glasscock 

86 
50 

4,476 
3,060 

8 
28 

264 
12,644 

4,988 

9,729 
15,704 

72,574 
NA 

258.8 

AOL  Time  Warner/Gerald  M  Levin 
Aon/Patrick  G  Ryan 

424 
122 

1,000 
2,588 

-91 

130 

285 
311 

3,941 

1,285 
6,840 

204,263 
16,534 

52.2 
1,094.0  J 

No  Thanks:  Maurice  Greenberg  waived  a  $ 

bonus  in  light  of  AIG's  financial  losses  after  Sept.  II. 

8,116              13.7 
83,9963 

Apache/Raymond  Plank 
Apple  Computer/Steven  P  Jobs 

332 
11 

1,400 
43.51211 

0 
NM 

94 
40,485 

678 

2,173 
83,996 

Applied  Materials/James  C  Morgan 
Aquila/Robert  K  Green 

472 
130 

810 
3,869 

-79 
NA 

8 
2,535 

35 

817 
6,4406 

80,833 
NA 

97.7 
63.9 

Aramark/Joseph  Neubauer 
Archer  Daniels/G  Allen  Andreas 

291 
302 

2,300 
2,398 

5 
1 

79 
75 

203 

2,581 
2,474 

15.3763 
10,451 

702.5 
59.0 

Archstone-Smith/R  Scot  Sellers 
Arrow  Electronics/Francis  M  Scricco 

174 
381 

2,352 
675 

36 

-55 

1,855 
1,051 

316 

4,522 
1,726 

10,702 
NA 

6.6 
3.5 

Ascential  Software/Peter  Gyenes 
Ashland/Paul  W  Chellgren 

408 
238 

1,419 
2,580 

NA 
15 

1 
67 

1 
541 

1.4215 
3,189 

NA 
12,384 

0.9 
8.0 

Associated  Banc-Corp/Robert  C  Gallagher 
Astoria  Financial/George  L  Engelke  Jr 

445 
343 

958 
2,013 

48 
71 

51 
28 

108 

1,117 
2,040 

2,587" 
17,036 

8.3 
36.0 

AT&T/C  Michael  Armstrong 
AT&T  Wireless/John  D  Zeglis 

140 
225 

4,014 
2,349 

71 
15 

1,898 
1,100 

10 

5,912 
3,459 

29,377 
NA 

3.7 
1.3 

Automatic  Data/Arthur  F  Weinbach 
AutoNation/Michael  J  Jackson 

119 
364 

1,171 
1,893 

-6 
0 

1,452 
4 

4,443 

7,066 
1,898 

32,895 
4,813" 

28.9 

0.4 

AutoZone/Steve  Odland 
Avery  Dennison/Philip  M  Neal 

456 
276 

8952 
1,372 

NA 
-24 

131 
1,414 



1.026 
2,785 

NA 
27,2693 

3.4 
6.9 

Avnet/Roy  Vallee 

Avon  Products/Andrea  Jung 

397 
175 

1,390 
1,829 

10 
-7 

148 
42 

2,621 

1,538 
4,493 

6,0113 
9,234" 

2.3 
11.1 1 

Baker  Hughes/Michael  E  Wiley 
Bank  of  America/Kenneth  D  Lewis 

182 
91 

2,119 
6,533 

NA 
161 

2,239 
2,361 



4,358 
8,894 

NA 
NA 

7.2 
39.1 1 

Bank  of  New  York/Thomas  A  Renyi 
Bank  One/James  Dimon 

44 
81 

2,190 
4,000 

-44 
NA 

5,753 
587 

10,024 
6,143 

17,967 
10,730 

69,300 
NA 

41.7) 
87.3 1 

Banknorth  Group/William  J  Ryan 
Baxter  Intl/Harry  M  Jansen  Kraemer  Jr 

401 
353 

1,496 
1,408 

70 
-36 

11 
235 

335 

1,507 
1,977 

10,203 
12.1613 

2.9! 

35.5 

BB&T/John  A  Allison  IV 

Bear  Stearns  Cos/James  E  Cayne 

193 
53 

1,830 
5,172 

9 
-56 

744 
10,016 

1,532 

4,107 
15,188 

14,239 
127,106 

12.0; 
302.9 

Becton  Dickinson       vard  J  Ludwig 
Bed  Bath  &  Beyond                isenberg 

342 
41 

1,453 
750 

47 
0 

90 
319 

534 
19,108 

2,077 
20,177 

3,725" 
24,455 

1.9 
306.6 

BellSouth/F  Duane  Ai 

Berkshire  Hathaway/W.               iffett 

232 
494 

3,002 
100 

-12 
0 

274 

— 

3,276 
100 

19,805 
500 

10.6 
36,332.1 

Best  Buy/Richar.  1  M  Sch 
Biogen/James  C  Mullen 

40 
94 

2,168 
1,025 

-15 
NA 

28 
4 

18,126 
7,731 

20,322 
8,7595 

68,208 
NA 

2,683.6 
1.8 

I1 

Rank  is  based  on  total  compen  atior           le  t  fiscal  year.  Market  value  of  CEO  stock  is  based  on  Apr.  5  stock  p 
on  combined  salary  and  bonus     Paid  10  date.  3Four-year  total.  ''Three-year  total.  5Prior-year  data.  6New  CEO 
and  a  special  executive  bonus  in  the  foi  m  of  an  aircraft.  NA:  Noi  available  or  not  applicable.  NM:  Not  meaningf 
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rice  and  includes  all  classes  of  common.  Compensation  percent  change  is  based 
compensation  may  be  for  another  executive  office.  "CEO  received  $1  in  salary 

There's  a 
new  star  on 
the  horizon  . . 


EnCana 


yww.encana.com 


Introducing  EnCana,  the  world's  largest  independent  oil  and  gas  company 
and  North  America's  largest  independent  natural  gas  producer  and  gas 
storage  operator.  With  90%  of  the  company's  assets  in  four  key  North  American 
growth  platforms,  Calgary,  Canada-based  EnCana  is  one  of  the  largest  gas 
explorers  and  producers  in  the  U.S.  Rocky  Mountain  states  and  has  a  strong 
position  in  the  deepwater  Gulf  of  Mexico. 

Our  roots  are  in  Western  Canada,  where  we  are  the  largest  producer  and 
landholder  and  a  leader  in  exploration,  oil  sands  and  coal  bed  methane 
technology.  We  are  a  key  player  in  Canada's  emerging  offshore  East  Coast 
basins  and  the  Canadian  North  -  all  strategically  aligned  to  help  meet  North 
America's  continental  energy  needs. 

The  company  has  two  key  high-potential  international  growth  platforms:  as  the 
largest  private  sector  oil  producer  in  Ecuador  and  the  operator  of  a  very  large 
oil  discovery  in  the  U.K.  Central  North  Sea.  The  company  also  has  high  upside 
potential  New  Ventures  exploration  in  Alaska,  and  in  other  parts  of  the  world. 

Driven  to  be  the  industry's  best-of-class  benchmark  in  production  cost, 
per-share  growth  and  value  creation  for  shareholders,  EnCana  common  shares 
trade  on  the  Toronto  and  New  York  stock  exchanges  under  the  symbol  'ECA.' 


RANKINGS 

> 

COMPAHY/CWEF  EXECUTIVE 

RANK 

AMONG 

501  CEOS 

SALARY 
&  BONUS 

Sthou 

1-YEAR 
CHANGE 

% 

OTHER 

COMPENSATION 

STOCK            1-YEAR 
GAINS                TOTAL 
Stkousanos 

5-YEAR 
TOTAL 

STOCK  OWNEI 

VALUE          ' 
$MIL 

Biomet/Dane  A  Miller 
BJ  Services/J  W  Stewart 

489 
34 

452 
1,695 

16 
8 

15 
53 

21,606 

467 
23,354 

1,964 
43,758 

220.1 
15.9 

H&R  Block/Mark  A  Ernst 
Boeing/Philip  M  Condit 

395 
265 

1,129 
2,613 

NA 
-22 

443- 
297 



1,572s 
2,910 

NA 
29,201 

4.31 
4.8 

Boise  Cascade/George  J  Harad 
Boston  Properties/Edward  H  Linde 

316 
488 

1,506 
500 

51 

-50 

139 

667 

2,312 
500 

10,772 
2,265 

0.4 
326.0 

Boston  Scientific/ James  R  Tofain 
Bristol-Myers  Squibb/Peter  R  Dolan 

412 
224 

1,373 
2,348 

21 
74 

10 
1,194 

— 

1,383 
3,542 

3,5364 
NA 

-  CI 

7.3 

Broadcom/Henry  T  Nicholas  III 
Brown-Forman/Owsley  Brown  II 

31 
354 

111 
1,513 

0 

-4 

460 

25,506 

25,617 
1,974 

57,767 
11,146 

1,044.6 
783.4 

Burlington  Santa  Fe/Matthew  K  Rose 
Burlington  Resources/Bobby  S  Shackouls 

356 
236 

691 
2,085 

12 
21 

1,273 
1,117 



1,964 
3,201 

NA 
12,403 

3.8' 
7.7 

Cablevision  NY  Group/James  L  Dolan 
Cablevision  Rainbow/  James  L  Dolan 

239 
239 

2.97512 
2.97512 

1 

1 

190 
190 



3.1655 
3.1655 

18,454 
18,454 

39.4 
15.8 

Calpine/Peter  Carrwright 
Campbell  Soup/Douglas  R  Conant 

37 
379 

1,996 
1,5852 

7 
NA 

64 
150 

18,891 

20,952 
1,735 

51,117 
NA 

2.1 
0.3 

Capital  One  Financial/Richard  D  Fairbank 
Cardinal  Health/Robert  D  Walter 

5 

165 

_8 

2,797 

NA 
0 

1,963 

142,231 

142,231 
4,761 

NA 
21,043 

41.7 
362.9 

Caremark  Rx/Edwin  M  Crawford 
Caterpillar/Glen  A  Barton 

173 
293 

1,294 
2,263 

32 
30 

516 
58 

2,714 
255 

4,524 
2,576 

13,4613 
9,6533 

i.oi 

8.3 

CDW  Computer  Centers/John  A  Edwardson 
Cendant/Henry  R  Silverman 

405 
16 

1.4741 
7,857 

NA 
3 

4 
4,120 

28,495 

1,478 
40,472 

NA 
298,060 

9.9 
148.8 

Centex/Laurence  E  Hirsch 
CenturyTel/Glen  F  Post  III 

231 
454 

3,200 
722 

13 
-20 

78 
318 

— 

3,278 
1,040 

16,083 
14,228 

53.8    J 
7.8  J 

Charter  Commun/Carl  Vogel 
Charter  One  Finl/Charies  John  Koch 

394 
306 

1.3751 
1,576 

NA 
15 

197 
16 

831 

1,572 
2,423 

NA 
14,619 

0.5  1 
25.2  1 

ChevronTexaco/David  J  O'Reilly 
Chiron/Sean  P  Lance 

114 
337 

5,971 
1,992 

109 
2 

1,285 
147 

— 

7,256 
2,139 

13,701" 
7,3653 

2.4  1 

0.2  1 

¥ 

Chubb/Dean  R  O'Hare 
Cigna/H  Edward  Hanway 

358 
58 

1,013 
3,612 

-44 
-31 

938 
4,004 

6,739 

1,951 
14,355 

16,343 
38,208" 

11.3  I 
11.0  1 

Cincinnati  Financial/  John  J  Schiff  Jr 
Cinergy/James  E  Rogers 

485 
160 

560 
2,481 

15 
22 

2,409 

— 

560 
4,890 

7,9483 
12,770 

294.9 

12.4 

Cintas/Robert  J  Kohlhepp 

Circuit  City  Group/W  Alan  McCollough 

469 
433 

606 
1,213 

5 
NA 

38 

240 

885 
1,213 

6,047 
NA 

169.9 
3.7 

Cisco  Systems/John  T  Chambers 
Citigroup/Sanford  1  Weill 

493 
18 

268 
17,987 

-80 
-8 

2 
691 

15,925 

270 
34,602 

280,728 
728,264 

41.9 
1,114.1 

City  National/Russell  Goldsmith 
Clear  Channel  Commun/L  Lowry  Mays 

382 
438 

1,703 
1,011 

-4 
-75 

20 

160 

— 

1,724 
1,171 

7,426 
72,484 

191.5 
1,420.8 

Clorox/G  Craig  Sullivan 

CMS  Energy/William  T  McCormick  Jr 

368 
339 

1,488 
1,760 

59 
76 

379 
352 



1,866 
2.1125 

27,169 
13,944 

5.1  | 
5.3 

Coca-Cola/Douglas  N  Daft 
Coca-Cola  Enterprises/Lowry  F  Kline 

116 
95 

5,000 
796 

17 
48 

237 
7,929 

2,005 

7,242 
8,725 

18,060" 
NA 

110.8 
2.7 

Colgate-Palmolive/Reuben  Mark 
Colonial  BancGroup/Robert  E  Lowder 

156 
384 

4,938 
1,370 

10 
20 

286 
345 

— 

5,224 
1,715 

194,239 
9,250 

224.9 
90.4 

Comcast/Ralph  J  Roberts 
Comerica/Ralph  W  Babb  Jr 

12 
362 

1,654 
1,032 

5 
NA 

12,281 
889 

55,202 

69.1375 
1.92156 

154,345 
NA 

84.0 
2.6 

Commerce  Bancshs/David  W  Kemper 
Compaq  Computer;  Michael  D  Capellas 

351 
178 

993 
1,600 

-8 
-68 

53 
2,873 

962 

2,007 
4,473 

12,389 
16,745" 

167.1 
12.6 

Compass  Bancsharcs     Paul  Jones  Jr 
Computer  Associates/Sanjay  Kumar 

319 
127 

2,102 
900 

118 
NA 

172 
31 

5,594 

2,274 
6,525 

9,035 
NA 

36.7 
66.3 

Rank  is  based  on  total  compensation  for  latest  fiscal  year.  Market  value  of  CEO  stock  is  based  on  Apr.  5  stock  price  and  includes  all  classes  of  common.  Compensation  percent  change  is  based 
on  combined  salary  and  bonus    'Annualized  salary  and/or  bonus.  2Paid  to  date.  :lFour-year  total.  "Three-year  total.  5Prior-year  data.  6New  CEO;  compensation  may  be  for  another  executive 
office.  "Received  options  or  restricted  stock  in  lieu  of  portion  of  salary  and/or  bonus.  l2Salary  and  bonus  is  paid  by  Cablevision  Systems  for  services  rendered  to  NY  Group  and  Rainbow  Medii 
Group.     NA:  Not  available  or  not  applicable. 

120      F   O    R    B    V-.   S  ■   May  13,  2002 

New  York, 
Est.  1977 


Philadelphia 


"A  steakhouse  to  end  all  arguments." 

-  NY  Times 

"The  quintessential  New  York  City  steakhouse." 

-  Gourmet 

"...perhaps  the  best  sirloin  of  my  life..." 

-  Chicago  Tribune 


-\ 


Smith  &W)llensky 

NASDAQ  symbol:  SWRG 

www,  smith  a  ndwoltensky.com 


RANKINGS 


COMPAHY/CHIEF  executive 


RANK 

AMONG 

501  CEOS 


SALARY 
&  BONUS 

Sthou 


1-YEAR 
CHANGE 

/o 


OTHER 
COMPENSATION 


STOCK  1-YEAR 

GAINS  TOTAL 

Sthousshbs 


5-YEAR 
TOTAL 


STOCK  OWNI 
VALUE 

$MI1 


Computer  Sciences/Van  B  Honeycutt 
ConAgra  Foods/Bruce  Rohde 


330 
411 


2,146 
950 


107 
-72 


33 
437 


-        2,179 
1,387 


9,075 
14,738 


0.3 
6.3 


Concord  EFS/Dan  M  Palmer 
Conectiv/Howard  E  Cosgrove 


15 
452 


1,159 
948 


35 
12 


81 
107 


42,122      43,362 
1,055 


67,658 
4,510 


1.3 

4.5 


Conoco/Archie  W  Dunham 
Conseco/Gary  C  Wendt 


85 
496 


4,600 


10 
NA 


321 
46 


5,178 


10,099 
46 


30,762 
NA 


21.7 
20.6 


Consolidated  Edison/Eugene  R  McGrath 
Constellation  Energy/Mayo  A  Shattuck  III 


289 


2,523 
NA 


25 


68 


2,591 


9,112 
NA 


0.7 


Continental  Airlines/Gordon  M  Bethune  168  1,805  -42  2,904  -        4,709 

Cooper  Industries/H  John  Riley  Jr  453  965  -48  85  -         1,050 


37,063 
15,770 


0.6 
10.6 


Corning/James  R  Houghton 
Costco  Wholesale/James  D  Sinegal 


138 


NA 
350 


-34 


30 


5,698         6,078 


NA 
8,625 


7.5 
158.9 


Countrywide  Credit/Angelo  R  Mozilo  132  5,406  -4  570  417        6,393       28,660  15.4 

Cox  Communications/James  0  Robbins  317  1,528  -11  773  -         2,301       12,369  9.7 


Crown  Cork  &  Seal/ John  W  Conway 
CSX/John  W  Snow 


420 
260 


1,328 
2,200 


121 
120 


3 
753 


1,330 
2,953 


NA 
29,263 


0.7] 
63.0 


CVS/Thomas  M  Ryan 
Dana/Joseph  Magliochetti 


142 
457 


994 
935 


-61 
10 


1,106 
83 


3,678 


5,777 
1,018 


28,708 
5,7663 


16.5 
3.7 


Danaher/H  Lawrence  Gulp  Jr 
Darden  Restaurants/Joe  R  Lee 


427 
172 


1,208 
1,698 


58 
613 


2,221 


1,265 
4,532 


NA 
14,862 


Deere  &  Co/Robert  W  Lane 
Dell  Computer/Michael  S  Del! 


418 
2 


1,066 
2,561 


-18 
2 


273 
27 


1,339 
198,699    201.2875 


NA 
445,659 


Delphi/J  T  Battenberg  III 
Delta  Air  Lines/Leo  F  Mullin 


268 
328 


1,450 
596 


-64 
-72 


1,412 
1,594 


2,862 
-    2,190 


18.2613 
8,8483 


7.8 
1.2 


Devon  Energy/J  Larry  Nichols 
Dillard's/Wiiliam  Dillard  II 


388 
470 


1,650 
710 


3 
-65 


10 

166 


1,660 
8765 


7,213 
4,5764 


Walt  Disney/Michael  D  Eisner 
Dollar  General/Cal  Turner 


458 
208 


1,000 
1,132 


-92 
-10 


4 
188 


-        1,004 
2,444        3,7635 


730,063 
35,389 


Dominion  Resources/Thos  E  Capps 
Dover/Thomas  L  Reece 


234 
323 


2,250 
1,413 


-7 
-35 


1,010 
831 


3,260 
2,244 


15,632 
16,495 


21.5 
11.5 


Dow  Chemical/Michael  D  Parker 
DST  Systems/Thomas  A  McDonnell 


448 
27 


960 
1,495 


-41 
25 


130 
641 


1,090 
27,507      29,644 


NA 
45,750 


DTE  Energy/ Anthony  F  Earley  Jr 

E I  du  Pont  de  Nemours/Charles  0  Holliday  Jr 


219 
444 


1,978 
1,085 


4 
-60 


1,641 
32 


3,619 
-        1,117 


9.1333 
19,087 


5.8 
19.9 


Duke  Energy/Richard  B  Priory 
Duke  Realty/Thomas  L  Hefner 


102 
425 


3,266 
360 


14 
0 


543 
186 


4,162 
733 


What's  in  a  Name?      of  our  executives  graduated  from 
Ivy  League  schools;  31  did  not  earn  a  college  degree. 


Dynegy/Charles  L  Watson 

E-Trade  Group/Christos  M  Cotsakos 

101 
30 

6,529 
1,969 

6 
18 

1,512 
137 

25,269 

8,040 
27,375s 

22,582 
44,942 

262.0 
23.8 

Eastman  Kodak/Daniel  A  Carp 
Eaton/Alexander  M  Cutler 

392 
261 

1,508 
1,596 

-6 
11 

26 
358 

80 
984 

1,613 
2,938 

5,458" 
NA 

4.-1 
11.0 

Ebay/Margaret  C  Whitman 
EchoStar  Commun/Charles  W  Ergen 

492 
333 

298 
1,000 

2 
0 

2 
14 

1,150 

3005 
2,163 

43,596" 
17,974 

597.7 
6,674.1 

Ecolab/Allan  L  Schuman 

Edison  International/John  E  Bryson ' 

59 
216 

2,075 
2,300 

-10 
142 

641 
818 

11,637 
554 

14,353 
3,673 

32,196 
13,141 

13.4 
2.5 

El  Paso/William  A  Wise 

Electronic  Data  Sys/Richard  H  Brown 


36 
65 


4,737 
8,500 


23 
73 


6,350 
3,405 


11,054 
1,109 


22,141 
13,014 


90,412 
37,517" 


113.2 
23.0 


Rank  is  based  on  total  compensation  for  latest  fiscal  year.  Market  value  of  CEO  stock  is  based  on  Apr.  5  stock  price  and  includes  all  classes  of  common.  Compensation  percent  change  is  base 
on  combined  salary  and  bonus.    Tour-year  total.  'Three-year  total.  5Prior-year  data.  'Less  than  $100,000.  L1CE0  received  no  salary  or  bonus.  NA:  Not  available  or  not  applicable. 
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Piggy  Bank 


Nest  Egg 


Tiile  we  can't  remove  the  roller-coaster  ride  between  your  first  copper  pennies  and  your 

)lden  years,  we  can  offer  the  investment  and  insurance  solutions  to  help  you  navigate 

e  ups  and  downs.  Including  investments -managed  by  our  affiliate,  OppenheimerFunds 

Inc.,  one  of  the  country's  most  respected  asset  managers.  Have  a  good  ride. 

You  can't  predict.  You  can  prepare: 


Kg  MassMutual 

Ml Om    FINANCIAL     GROUP 


.  OppenheimerFunds 

The  Right  Way  to  Invest 


ppenheimerFunds/lnvestments-Retirement  Services/401(k) Plans-Life  Insurance-Disability  Income  Insurance-Long  Term  Care  Insurance-Annuities-Trust  Services-For  our  nearest  otlice,  contact  massmutual.com 

©2001  Massachusetts  Mutual  Life  Insurance  Co.  (MassMutual),  Springfield,  MA  01111.  Securities  products  and  services  offered  through  MML  Investors  Services,  Inc.,  a  MassMutual  subsidiary,  member  SIPC, 
and  OppenheimerFunds  Distributor,  Inc.  Trust  services  are  offered  through  The  MassMutual  Trust  Company,  FSB. 


RANKINGS 


COMPANY/CHiEF  EXECUTIVE 


RANK 

AMONG 

501  CEOS 


SALARY 
&  BONUS 


1-YEAR 
CHANGE 

% 


OTHER 
COMPENSATION 


STOCK  1-YEAR 

GAINS  TOTAL 

Sthousahds 


5-YEAR 
TOTAL 


EMC/Joseph  M  Tucci 
Emerson  Electric/David  N  Farr 


385 
423 


1,700 
1,240 


-6 
18 


2 
51 


1,702 
1,291 


NA 
NA 


9.9 


Energy  East/Wesley  W  von  Schack 
Engelhard/Barry  W  Perry 


255 
287 


2,189 
1,930 


-10 
NA 


814" 
667 


3,0035 
2,597 


8,642 
NA 


Entergy/J  Wayne  Leonard 
EOG  Resources/Mark  G  Papa 


290 
476 


2,582 
648 


27 
-35 


4 
137 


2,586 
785 


8,9354 
20.7623 


0.6 

8.7 


Equity  Office  Prop/Timothy  H  Callahan 
Equity  Residential/Douglas  Crocker  If 


164 
190 


2,325 
1,900 


22 
-14 


2,488 
2,236 


4.8135 
4,136 


10.1423 
13,085 


20.0 
28.3 


Estee  Lauder  Cos/Fred  H  Langhammer 
Exelon/John  W  Rowe 


87 
144 


4,793 
2,550 


11 
18 


1,818 
124 


3,112 
2,980 


9,722 
5,654 


30.7564 
NA 


12.7 
26.2! 


Express  Scripts/Barrett  A  Toan 
ExxonMobil/Lee  R  Raymond 


78 
23 


2,126 
5,200 


17 
-47 


119 
3,137 


8,875 
24,315 


11,120 
32,6535 


24,289 
82,087 


9.9! 
56.7 


Family  Dollar  Stores/Howard  R  Levine 
Fannie  Mae/Franklin  D  Raines 


274 
137 


701 
3,473 


-8 
23 


9 
2,620 


2,099 


2,809 
6.0935 


4,7973 
NA 


Federal-Mogul/Frank  E  Macher  233  3.2501  NA  14 

Federated  Dept  Strs/James  M  Zimmerman  308  1,250  -61  1,136 


3,264 
2,3865 


NA 
23,976 


6.6 


FedEx/Frederick  W  Smith 

Fidelity  National  Finl/Williarn  P  Foley  II 


313 
121 


2,085 
3,811 


-3 
21 


257 
182 


2,928 


2,342 
6,921 


31,175 
20,097 


1,084.2: 
90.3: 


Fifth  Third  Bancorp/George  A  Schaefer  Jr  273  2,476  2  347 

First  Data/Charles  T  Fote  163  1,423  NA  110 


3,328 


2,823 
4,8606 


21,551 
NA 


First  Tennessee  Natl/Ralph  Horn 
First  Virginia  Banks/Barry  J  Fitzpatrick 


107 
406 


1,938 
1,196 


138 
5 


395 
81 


5,220 
176 


7,552 
1,453 


16,849 
7,112 


18.8^ 

5.7 


FirstEnergy/H  Peter  Burg 
Fiserv/Leslie  (VI  Muma 


347 
99 


1,453 
1,295 


26 
12 


565 
15 


7098 


2,018 
8,408 


5,7063 
17.1274 


4.5 
22.4  i 


FleetBoston  Finl/Charles  K  Gifford 
Fleming  Cos/Mark  S  Hansen 


117 
176 


3,242 
3,468 


NA 
36 


3,955 
1,008 


26 


7,2236 
4,476 


271124 
9,6573 


25.7^ 

6.4 


Fluor/Alan  L  Boeckmann 

Ford  Motor/William  Clay  Ford  Jr 


256 
214 


1,366 


NA 
NA 


449 
3,701 


1,153 


2,9686 
3,701 


NA 
NA 


5.8: 

92.3. 


Forest  Labs/Howard  Solomon 
Fortune  Brands/Norman  H  Wesley 


4 
157 


1,224 
1,622 


31 
-11 


22 

1,222 


147,253 
2,290 


148,498 
5,134 


197,132 
10.7864 


359.3: 
4.2? 


Fox  Entertainment/K  Rupert  Murdoch 
FPL  Group/Lewis  Hay  III 


475 


777 


NA 


13 


791 


NA 
NA 


Franklin  Resources/Charles  B  Johnson 
Freddie  Mac/Leland  C  Brendsel 


479 
194 


594 
3,256 


0 
16 


132 
841 


726 
4,096 


4,901 
35,676 


1,848.0 : 
32.1. 


Gannett/Douglas  H  McCorkindale 
Gap/Millard  Drexler 


75 
275 


3,450 
2,190 


13 
-60 


124 
614 


7720       11,294 
2,803 


NA 
277,099 


35.0 
147.5 


Gemstar-TV  Guide  Intl/Henry  C  Yuen 
Genentech/Arthur  D  Levinson 


129 
312 


5,729 
1,915 


19 
10 


721 
71 


6,4505 
359    2,345 


19,910 
91,430 


133.9 
— U 


General  Dynamics/Nicholas  D  Chabraja  126  3,050  13  3,492 

General  Electric/Jeffrey  R  Immelt  90  6,250  NA  2,650 


6,542 
8.9006 


38,297 
NA 


47.5 

7.3 


General  Mills/Stephen  W  Sanger 
General  Motors/G  Richard  Wagoner  Jr 


186 
242 


1,957 
2,338 


0 
NA 


350 
824 


1,943 


4,250 
3,1625 


19,492 
NA 


4.8 
8.3 


Genuine  Parts/Larry  L  Prince 
Genzyme-General/Henri  A  Termeer 


439 
360 


1,058 
1,927 


-27 
18 


2 
20 


102    1,162 
1,9465 


9,188 
33,600 


9.1 
20.5 


Georgia-Pacific  Group/Alston  D  Correll 
Gillette/James  M  Kilts 


421 
272 


1,236 
2.2501 


-59 
NA 


91 

590 


1,327 
2,840 


15,047 
NA 


6.8 
1.1 


Golden  State  Bancorp/Gerald  J  Ford 
Golden  West  Finl/Marion  0  Sandler ' 


195 
158 


2,986 
1,246 


1,060 
28 


3,851 


4,045 
5,125 


14.5113 
49,176 


633.7 
1,061.1 


Goldman  Sachs  Group/Henry  M  Paulson  Jr  63  12,151 

Goodrich/ Oavid  L  Burner  415  992 


-17 
-56 


1,324 
362 


-       13,475 
12         1,366 


52,3624 
14,469 


344.4 
5.9 


Rank  is  based  on  lotal  compensation  for  latest  fiscal  year.  Market  value  of  CEO  stock  is  based  on  Apr.  5  stock  price  and  includes  all  classes  of  common.  Compensation  percent  change  is  base 
on  combined  salary  and  bonus.  'Annualized  salary  and/or  bonus.  3Four-year  total.  "Three-year  total.  5Prior-year  data.  ENew  CEO;  compensation  may  be  for  another  executive  office.  'Less 
than  $100,000.  "Received  options  or  restncted  stock  in  lieu  of  portion  of  salary  and/or  bonus.  14Compensation  paid  by  News  Corp..  figures  undisclosed.  ^Includes  shares  held  indirectly. 
NA:  Not  available  or  not  applicable. 
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WHERE   SOMERSET  MAUGHAM   PENNED  MANY  A  GREAT  TALE. 
RAFFLES.     TRISHAW  TO   BEACH    ROAD. 

SQ  TO   SINGAPORE.     OUR   HOME. 


MILEAGE  PLUS'  MEMBERS  HAVE  ACTUAL  FLIGHT  MILES  EARNED  ON  SINGAPORE  AIRLINES  QUALIFY  TOWARDS  PREMIER  STATUS.        WWW. SINGAPORE  AIR  COM/USA 


A  great  way  to  fly 

SinGAPORE  AIRLinES 


A  STAR  ALLIANCE  MEMBER      V     W 


G    KONG  TOKYO  AMSTERDAM  SEOUL  FRANKFURT  TAIPEI  AND   OVER   60   MAJOR   CITIES 


AND  THEN  THERE  WAS  FIRE, 


■" ' 


INTRODUCING  E-BUSINESS  ON  DEMAND 
THE  NEXT  UTILITY 


It  starts  as  a  marvel.  It  becomes  a  necessity.  And 
someone  figures  out  how  to  deliver  it  reliably, 
affordably  and  simply,  it  changes  our  lives.  It's  been 
true  for  every  utility.  Now  it's  true  for  e-business. 
Introducing  e-business  on  demand.™  Everything  from 
infrastructure  and  applications  to  entire  business 
processes,  delivered  via  the  Internet,  controlled  by 
you,  but  managed  by  IBM.  It's  The  Next  Utility.™ 
Will  it  change  the  world?  Maybe.  Your  business? 
Certainly.  Visit  ibm.com/e-business/ondemand 
or  ask  for  on  demand  at  800  IBM-7080. 


RANKINGS 


company/chief  executive 


RANK 

AMONG 

501  CEOS 


SALARY 
&  BONUS 

Sthou 


1-YEAR 
CHANGE 

% 


OTHER 
COMPENSATION 


STOCK  1-YEAR 

GAINS  TOTAL 

Sthous*nos 


5-YEAR 
TOTAL 


STOCK  OWNE 
VALUE 

Shil 


Goodyear/Samir  G  Gibara 
WW  Grainger/Richard  L  Keyser 

324 
346 

2,181 
1,558 

71 
30 

44 
135 

329 

2,225 
2,022 

11,379 
9,649 

0.6 
16.0: 

Great  A&P  Tea/Christian  W  E  Haub 
GreenPoint  Financial/Thomas  S  Johnson 

473 
150 

772 
3,245 

-18 
170 

33- 
2,275 

— 

805 

5,521 

2.8203 
21,984 

31.3! 

Guidant/Ronald  W  Doilens 
Halliburton/David  J  Lesar 

88 
202 

606 
3,300 

-43 
11 

58 
539 

8,570 

9,234 
3,839 

17,561 
NA 

22.9 
9.4 

Harley-Davidson/Jeffrey  L  Bleustein 
Harrah's  Entertain/Philip  G  Satre 

64 
104 

2,714 
2,100 

10 
43 

143 
633 

10,309 
5,114 

13,166 
7847 

23,723 
16,730 

39.9; 

20.9: 

Hartford  Finl  Service/Ramani  Ayer 
HCA/Jack  0  Bovender  Jr 

71 
294 

2,129 
813 

-23 

NA 

6,472 
196 

3,104 
1,564 

11,704 
2,57256 

33,653 
NA 

38.5i 
5.1 

Health  Net/Jay  M  Gellert 
HealthSouth/Richard  M  Scrushy 

477 
82 

687 
10,461 

17 
186 

71 
58 

— 

757 
10,519 

2.5173 
125,574 

HHF           -  ' 

0.7 

73.1 

12.3 
2.5! 

20-20  Club:  Bosses  i 
annual  stock  returns. 

with      years  average  more  than  20% 
Best:  EchoStar's  Charles  Ergen,  46%. 

HJ  Heinz/William  R  Johnson 
Hershey  Foods/Richard  H  Lenny 

170 
389 

1,692 
1.6501 

-37 

NA 

385 
2 

2,521 

4,597 
1,652 

22,2423 
NA 

Hewlett-Packard/Carleton  S  Fiorina 
Hibernia/J  Herbert  Boydstun 

108 
432 

1,000 
950 

-64 
124 

6,529 
281 

7,529    i 
1,231 

31,778" 
NA 

6.9! 
8.9! 

Hilton  Hotels/Stephen  F  Bollenbach 
Home  Depot/Robert  L  Nardelli 

212 
61 

1,900 
6,529 

-30 
NA 

1,842 
7,261 



3,742 
13,789 

9,801 
NA 

0.61 

Honeywell/David  M  Cote 
Hormel  Foods/Joel  W  Johnson 

402 
334 

1.5001 
2,122 

NA 
11 

40 

— 

1,500 
2,162 

NA 
12,915 

29.2 
2.2 

DR  Horton/Donald  J  Tomnitz 
Household  Intl/William  F  Aldinger  III 

213 
42 

2,300 
6,000 

147 
20 

41 
466 

1,363 
13,097 

3,704 
19,563 

6,019" 
44,412 

0.6 
19.2 

Hudson  City  Bancorp/Ronald  E  Hermance  Jr 
Humana/Michael  B  McCallister 

296 
391 

694 
1,476 

NA 
45 

1,849 
147 

10 

2,543 6 
1,633 

NA 
3,598" 

12.3 
4.2 

Huntington  Bancshs/Thomas  E  Hoaglin 
IDEC  Pharmaceuticals/Willam  H  Rastetter 

451 
29 

i.oso1 

754 

NA 
6 

7 

27,161 

1,057 
27,915 

NA 
67,602 

2.0 
26.2 

Illinois  Tool  Works/W  James  Farrell 
Immunex/Edward  V  Fritzky 

310 
298 

2,041 
2,403 

-8 
13 

329 
119 

— 

2,370 
2,522 

16,239 
28,461 

3.9 
7.6 

IMS  Health/David  M  Thomas 
Ingram  Micro/Kent  B  Foster 

199 
390 

1,500 
1,615 

NA 
NA 

2,419 
20 

— 

3,919 

1,636 

NA 
NA 

5.2 

Intel/Craig  R  Barrett 
IBM/Samuel  J  Palmisano 

43 
131 

1,650 
4,100 

-51 
NA 

265 
2,307 

17,261 

19,176 
6,407 6 

170.8363 
NA 

85.2 
16.7 

Intl  Game  Technology /G  Thomas  Baker 
International  Paper/John  T  Dillon 

68 
191 

2,571 
1,731 

43 
-16 

100 
2,401 

9,983 

12.654 
4,132 

NA 
21,272 

7.6 
14.8 

Interpublic  Group/John  J  Dooner  Jr 
ITT  Industries/Louis  J  Giuliano 

278 
252 

2,655 
2,199 

NA 

75 

104 
823 

— 

2,758*° 
3,022 

NA 
NA 

36.1 
4.3 

JDS  Uniphase/Jozef  Straus 
Jefferson-Pilot/David  A  Stonecipher 

3 
247 

521 
2,612 

-14 
13 

518 

150,296 

150,817 
3,131 

NA 
13,847 

9.9 

John  Hancock  Finl/David  F  D  Alessandro 
Johnson  &  Johnson/William  C  Weldon 

134 
301 

2,600 
1,735 

-10 
NA 

3,606 
454 

289 

6,206 
2,478 6 

NA 
NA 

19.1 
6.2 

Johnson  Controls/ James  H  Keyes 
Jones  Apparel  Group/Sidney  Kimmel 

76 
188 

2,153 
3,700 

-36 
51 

1,785 
487 

7,336 

11,274 
4,187 

24,595 
13,094 

7.1 

1175 

KB  Home/Bruce  E  Karatz 
Kellogg/Carlos  M  Gutierrez 

22 
269 

7,518 
2,165 

46 
132 

1,775 
11 

23,369 
684 

32,662 
2,860 

56,540 
6,2923 

32.3 

5.0 

Kerr-McGee/Luke  R  Corbett 
KeyCorp/Henry  L  Meyer  III 

318 
413 

2,120 
815 

31 
-33 

135 

49 

44 
517 

2,289 
1,380 

7,456 
NA 

7.0 
4.5 

Rank  is  based  on  total  compensation  (or  latest  fist  al  v        1  '•'» 
on  combined  salary  and  bonus.  'Annualized  salary  and/oi 
than  $100,000    NA:  Not  available  or  not  applicable. 
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THE  TOYOTA  AVALON.  WITH  A  CAR  THIS  LUXURIOUS,  ONLY  ONE  QUESTION  REMAI 


i  Mm  sun.  us.*.,  mc.  tociu  ui"  no  n  fob  th 


KLING  OR  STILL? 


RANKINGS 


COMPANY/CHIEF  EXECUTIVE 

RANK 

AMONG 

501  CEOS 

SALARY 
&  BONUS 

Sthou 

1-YEAR 
CHANGE 

% 

OTHER 
COMPENSATION 

STOCK            1-YEAR 
GAINS                TOTAL 

$TH0US«HDS 

5-YEAR 
TOTAL 

STOCK  OWNE 
VALUE 

Smil 

KeySpan/Robert  B  Catell 
Kimberly-Clark/Wayne  R  Sanders 

376 
55 

1,762 
950 

57 
-54 

20 

8,534 

5,285 

1,782 
14,768 

7,8103 
48,051 

3.0 
22.7"; 

Kinder  Morgan/Richard  D  Kinder 

King  Pharmaceuticals/ Jefferson  J  Gregory 

498 
486 

_16 

526 

0 

NA 

30 



5566 

84 
NA 

1,166.2! 
59.3j 

KLA-Tencor/Kenneth  L  Schroeder 
Kmart/James  B  Adamson 

185 
460 

1,514 
1.0001 

22 

84 

2,680 

4,279 
1,000 

21,545" 
NA 

34.5; 

Knight  Ridder/P  Anthony  Ridder 
Kohl's/R  Lawrence  Montgomery 

205 
83 

936 
1,226 

-33 
8 

35 
18 

2,830 
9,155 

3,801 
10,399 

16,050 
16.8183 

14.5: 
35.7] 

Kroger/Joseph  A  Pichler 

Laboratory  Corp  Amer/Thomas  P  Mac  Mahon 

74 
84 

1,935 
2,663 

13 
81 

5,210 

4,251 
7,723 

11.3965 
10,385 

22,304 
25,725 

28.7, 
32.6 

Lear/Robert  E  Rossiter 
Leggett  &  Platf/Felix  E  Wright 

277 
349 

5508 

_8 

-38 
NA 

214 
185 

2,016 
1,830 

2,780 
2,015 

NA 
6,7934 

5.3 
54.5! 

Lehman  Bros  Holdings/Richard  S  Fuld  Jr 
Lennar/Stuart  A  Miller 

7 
70 

4,750 
6,375 

-50 
87 

17,184 

7 

93,648 
5,415 

115,582 
11,797 

194,458 
21,319 

267.0( 
8.5! 

Lexmark  International/Paul  J  Curlander 
Liberty  Media/Robert  R  Bennett 

103 
436 

939 
1,000 

33 
0 

1,854 
92 

5,131 
94 

7,925 
1,186 

12.3743 
3.9813 

19.6i 
44.7! 

Eli  Lilly  and  Co/Sidney  Taurel 
Limited/Leslie  H  Wexner 

184 
320 

1,865 
1,991 

-33 
-56 

2,461 
276 

4,326 
2,266s 

69.1813 
18,969 

54.0! 
1,325.61 

Lincoln  National/Jon  A  Boscia 

Linear  Technology/Robert  H  Swanson  Jr 

139 
152 

2,950 
3,473 

-31 
37 

2,472 
25 

650 
1,940 

6,072 
5,438 

22.1313 
38,662 

10.3! 
11.9! 

Lockheed  Martin/Vance  D  Coffman 
Loews/James  S  Tisch 

52 
417 

4,410 
1,294 

17 
-24 

1,449 
51 

9,526 

15,385 
1,345 

25,767 
6,2323 

15.9! 
172.3! 

Lowe's  Cos/Robert  L  Tillman 
Lucent  Technologies/Patricia  F  Russo 

38 
434 

2,851 
1.2001 

75 

488 

17,348 

20,687 
1,200 

33,153 
NA 

20.7 

M&T  Bank/Robert  G  Wilmers 
Manpower/ Jeffrey  A  Joerres 

32 
471 

956 
700 

4 
-46 

13 
146 

23,418 

24,387 
846 

41,497 
3,6894 

352.6i 
1.4' 

Marathon  Oil/Clarence  P  Cazalot  Jr 
Marriott  Intl/J  Willard  Marriott  Jr 

228 
466 

2,850 
76117 

NA 
-65 

544 
180 

— 

3,3946 
941 

NA 
19,596 

1.81 
870.1. 

Marsh  &  McLennan/Jeffrey  W  Greenberg 
Marshall  &  llsley/Dennis  J  Kuester 

147 
128 

3,700 
1,518 

37 
NA 

1,879 
1,375 

3,617 

5,579 
6.5106 

14,499" 
NA 

20.0' 
12.4 

Masco/Richard  A  Manoogian 
Mattel/Robert  A  Eckert 

266 
166 

1,776 
2,053 

-11 
NA 

1,121 
2,677 

2,8975 
4,729 

61,965 
NA 

154.2. 
10.4 

Maxim  Integrated  Prod/John  F  Gifford 
May  Dept  Stores/Eugene  S  Kahn 

13 
237 

2,444 
1,600 

11 
-21 

1,592 

57,711 

60,155 
3.1915 

185,274 
9,5374 

106.6- 
10.01 

MBIA/Joseph  W  Brown  Jr 
MBNA/Alfred  Lerner 

441 
110 

750 
7,500 

0 
25 

395 

— 

1,145 
7,500 

3,359" 
21,500 

29.4 
3,751.7 

McDonald's/Jack  M  Greenberg 
McGraw-Hill  Cos/Harold  W  McGraw  III 

145 
206 

2,575 
1,628 

1 
-29 

257 
2,132 

2,800 
31 

5,632 
3,791 

25,8533 
25,832 

8.4 
29.4 

McKesson/John  H  Hammergren 
MeadWestvaco/John  A  Luke  Jr 

230 
455 

3,124 
875 

351 
-36 

192 
39 

114 

3,315 
1,028 

8,613" 
6,090 

12.9 
5.3 

Medlmmune/David  M  Mott 
Medtronic/Arthur  D  Collins  Jr 

26 
380 

1,282 
1,456 

NA 
NA 

271 

28,927 

30,208 56 
1,7276 

NA 
NA 

5.6 
26.0 

Mellon  Finl/Martin  G  McGuinn 
Mercantile  Bkshs/Edward  J  Kelly  III 

69 
461 

2,075 
8501 

-10 
NA 

4,144 
130 

5,872 

12,091 
980 

32.5093 
NA 

32.6 

Merck/Raymond  V  Gilmartin 
Merrill  Lynch/David  H  Komansky 

267 
25 

2,883 
1,700 

-3 
-90 

8 
4,435 

25,690 

2,891 
31,826 

17,168 
120,487 

14.1  - 
37.3 

MetLife/Robert  H  Benmosche 
MGIC  Investment/Curt  S  Culver 

89 
223 

4,300 
1,100 

-2 
0 

4,817 
422 

2,073 

9,117 
3,594 

25,759" 
7,683" 

2.3 

MGM  Mirage/J  Terrence  Lanni 
Micron  Technology/Steven  R  Appleton 

262 
464 

2,313 
824 

-32 
-74 

619 
6 

118 

2,932 
949 

NA 
61,172 

1.0   r 
11.6 

Rank  is  based  on  total  compensation  for  latest  fiscal  year.  Mar 
on  combined  salary  and  bonus    'Annualized  salary  and/or  bon 
than  $100,000.  "Received  options  or  restricted  stock  in  lieu  o 
for  the  fourth  quarter  of  2001.  NA:  Not  available  or  not  applii 
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WHEN  NEARLY  HALF  THE  FORTUNE*  1000  ARE  YOUR  CLIENT^OJJ^IDTO^TAND  OUT. 


When  leading  companies  need  a  wireless  partner  to  keep 
thmgs  moving,  they  turn  to  us.  With  over  20  million  subscribers 
nationwide,  it's  no  wonder  that  businesses  rfely  on  Cingular 
to  provide  services  such  as  business  calling  plans,  corporate 
-mail    interactive  messaging,  and  CRM  solutions.  Maybe  it's 


time  you  noticed  the  shape  business  is  taking  to  express  itself. 
Give  us  a  call  at  1-866-281-7551,  or  visit  us  on  the  internet  at 
www.cingular.com/business.  Also,  feel  free  to  download  our 
"orange"  paper,  Executive  Guide  to  Enterprise-Wide  Wireless 
Data  Strategies,  when  you  visit  our  website. 

Xcinqular 


Bgj 

RANKINGS 

^■J    COMPANY/CHIEF  EXECUTIVE 

RANK 

AMONG 

501  CEOS 

SALARY     . 
&  BONUS 

Sthbu 

1-YEAR 
CHANGE 

% 

OTHER 
COMPENSATION 

STOCK            1-YEAR 
GAINS                TOTAL 

Sthousambs 

5-YEAR 
TOTAL 

STOCK  OWNI 
VALUE 

$MIL 

Microsoft/Steven  A  Ballmer 
Mirant/S  Marce  Fuller 

480 
183 

666 
1,440 

6 
38 

5 
2,905 



671 
4,345 

1,9694 
6,241" 

13,373.9 
10.1 

MONY  Group/Michael  1  Roth 
Moody's/  John  Rutherfurd  Jr 

279 
307 

950 
2,100 

-53 
110 

1,798- 
109 

208 

2,748 
2,417 

14,792 
6.1103 

4.3 
3.0 

JP  Morgan  Chase/William  B  Harrison  Jr 
Morgan  Stanley  DW/Philip  J  Purcell 

46 
49 

11,000 
8,388 

75 
-37 

1,149 
20 

5,042 
7,642 

17,191 
16,049 

33,5884 
216,898 

37.6 
168.1 

Motorola/Christopher  B  Galvin 
Murphy  Oil/Claibome  P  Deming 

197 
369 

1,275 
1,692 

-50 
26 

13 
145 

2,732 

4,020 
1,836 

15,712 
6,593 

100.4 
134.4 

Nabors  Industries/Eugene  M  Isenberg 
National  City/David  A  Daberko 

6 
123 

1,675 
1,750 

415 
25 

177 
2,608 

121,926 
2,356 

123,778s 
6,714 

212,206 
27,582 

46.4 
18.8 

National  Commerce  Finl/Ernest  C  Roessler 
Nationwide  Financial/W  G  Jurgensen 

325 
491 

1,688 
278 

22 

NA 

111 
27 

419 

2,217 
305 

11,699 
NA 

10.2; 

l.l 

Navistar  Intl/John  R  Home 
NCR/Lars  Nyberg 

446 
209 

1,083 
1,354 

11 
-7 

32 
114 

2,279 

1,116 
3,746 

14,116 
21,364 

14.5 
3.6 

New  York  Times/Russell  T  Lewis 
Newell  Rubbermaid/Joseph  Galli  Jr 

341 
305 

920 
2.0001 

-58 
NA 

521 
450 

646 

2,087 
2,450 

13,562 
NA 

3.i 

O.E 

Nextel  Comm/Timothy  M  Donahue 
NIKE/Philip  H  Knight 

24 
283 

935 
1,963 

-8 
-23 

803 
678 

30,841 

32,5805 
2,641 

NA 
13,736 

0.2 
5.509.E 

NiSource/Gary  L  Neale 
Noble  Drilling/James  C  Day 

428 
159 

950 
1,169 

-49 
-32 

307 
2,535 

1,362 

1,257 
5,066 

10,297 
30,661 

13.1 
12.1 

Norfolk  Southern/David  R  Goode 
North  Fork  Bancorp/John  Adam  Kanas 

250 
167 

1,909 
3,653 

40 
20 

1,002 
277 

171 
779 

3,082 
4,709 

16,788 
32,620 

8.7 

66ii 

Northeast  Utilities/Michael  G  Morris 
Northern  Trust/William  A  Osborn 

363 
171 

1,770 
2,438 

-13 
-9 

143 
428 

1,690 

1,913 
4,555 

9,981 
23,112 

l.E 
24.? 

Northrop  Grumman/Kent  Kresa 
Northwest  Airlines/Richard  H  Anderson 

112 
487 

4,211 
500 

10 

-50 

554 
3 

2,594 

7,359 
503 

50,164 
NA 

53.6 
2.C 

Novellus  Systems/Richard  S  Hill 
NTL/J  Barclay  Knapp 

57 
181 

692 

494 

-78 
-8 

868 
17 

13,081 
3,860 

14,641 
4,371s 

64,973 
12,029 

6i 
0.3 

Nvidia/Jen  Hsun  Huang 
Occidental  Petroleum/Ray  R  Irani 

474 
80 

800 
3,900 

33 
16 

5,309 

1,656 

800s 
10,865 

2.0103 
137,307 

400.5 
24.$ 

Office  Depot/Bruce  Nelson 
Old  Republic  Intl/A  C  Zucaro 

248 
450 

2,000 
1,056 

100 
18 

1,120 
13 

— 

3,120 
1,069 

NA 
8,144 

4.J 
ll.f 

Omnicom  Group/John  D  Wren 
Oneok/David  L  Kyle 

154 
435 

3,075 
723 

-10 
-41 

2,220 
464 

— 

5,295s 
1,187 

21,793 
NA 

19.; 

3.] 

Oracle/Lawrence  J  Ellison 
Owens-Illinois/Joseph  H  Lemieux 

1 
251 

_18 

1,222 

NA 
55 

1,829 

706,077 

706,077 
3,050 

799,474 
21,990 

15.997X 
16.( 

Perks:  Apple's  board  delivered  a  Gulfstream  V  jet  to  Steve   ^^^B4I 
Jobs  in  2001  and  paid  the  taxes.  Total  cost:            lion.       j3| 

Oxford  Health  Plans/Norman  C  Payson 
Paccar/Mark  C  Pigott 

258 
270 

2,850 
2,156 

307 
102 

114 
698 

— 

2,964 
2,854 

78503 
10,021 

37! 
56.1 

PacifiCare  Health/Howard  G  Phanstiel 
Park  Place  Entertain/Thomas  E  Gallagher 

407 
462 

1,260 

9751 

78 

171 



1,431 
975 

NA 
NA 

0.! 
2.1 

Parker  Hannifin/Donald  E  Washkewicz 
Paychex/B  Thomas  Golisano 

404 
465 

992 
936 

NA 
4 

501 
5 



1,493 
942 

NA 
4,037 

1.! 
1,552.- 

JC  Penney/Allen  Questrom 
PeopleSoft/Craig  A  Conway 

100 
105 

3,205 
3,001 

NA 
NA 

4,848 
2 

4,837 

8,054 
7,840s 

NA 
NA 

i; 

9.! 

Pepsi  Bottling  Group/John  T  Cahill 
PepsiCo/Steven  S  Reinemund 

355 
151 

1,507 
4,485 

NA 
NA 

462 
1,024 



1,968s 
5,509 

NA 
NA 

22.1 
11.! 

Rank  is  based  on  total  compensation  for  latest  fiscal  year.  Market  value  of  CEO  stock  is  based  on  Apr.  5  stock 
on  combined  salary  and  bonus.  'Annualized  salary  and/or  bonus.  3Four-year  total.  'Three-year  total.  5Prior- 
received  no  salary  or  bonus.  NA:  Not  available  or  not  applicable. 
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price  and  includes  all  classes  of  common.  Compensation  percent  change  is  ba 
year  data.  6New  CEO;  compensation  may  be  for  another  executive  office.  IBCE 

Who  says  you  have  to  go  with  the  flow? 

Who  says  you  can't  build  a  merchant  power  plant  in  less  than  a  year7 
Who  says  you  can't  turn  solid  waste  into  a  viable  energy  source? 
Who  says  power  plants  and  the  environment  can't  co-exist? 
When  others  say  why,  we  say  why  not. 
At  Duke  Energy,  we  didn't  become  a  global  energy  leader  by  going  whichever  way  the  wind  blows. 

We  fly  in  the  face  of  rigid  paradigms. 
We're  creating  a  new  source  of  energy. 

The  power  of  courage.  Of  innovation.  Of  going  against  the  norm. 
The  wind  of  change  will  always  blow. 

It  causes  some  to  bend.  Others  to  topple  over. 
At  Duke  Energy,  it  helps  us  soar. 


Duke 
'Energy® 

we  generate  what's  next" 


What  can  Duke  Energy  generate  for  you?  Visit  us  at  www  duke-energy.com  or  1-800-use-duke. 


RANKINGS 

KSJ    COMPANY/CHIEF  executive 

RANK 

AMONG 
501  CEOS 

SAURY 

&  BONUS 
$TH0U 

1-YEAR 

CHANGE 

% 

OTHER 
COMPENSATION 

STOCK            1-YEAR 
GAINS                TOTAL 

$TH0U$«ND$ 

5-YEAR 
TOTAL 

STOCK  OWN! 

VALUE 
$MIl 

Pfizer/Henry  A  McKinnell 
PG&E/Robert  D  Glynn  Jr 

33 
292 

4,297 
2,082 

78 
131 

8,071 
493 

11,391 
6 

23,759 
2,580 

NA 
9,168 

40.3 
0.5 

Pharmacia/Fred  Hassan 

Philip  Morris  Cos/Louis  C  Camilleri 

217 
245 

3,534 
2,450 

9 

NA 

100". 
175 

511 

3,634 
3,136s 

27,101 
NA 

28.7 
7.0 

Phillips  Petroleum/James  J  Mulva 

Phoenix  Cos/Robert  W  Fiondella 

93 
187 

4,911 
900 

-12 
-57 

3,858 
3,333 

_ 

8,769 
4,233 

20,3854 
NA 

5.0 

Pinnacle  West/William  J  Post 
Pitney  Bowes/Michael  J  Critelli 

383 
222 

1,500 
1,990 

42 

31 

218 
1,491 

113 

1,718 
3,595 

5,5303 
20,273 

3.7 
11.6  E 

PNC  Financial  Services/James  E  Rohr 
Popular/Richard  L  Carrion 

120 
481 

1,975 
594 

-43 

-1 

2,001 
35 

3,071 

7,047 
629 

209134 
4,172 

15.6  1 

32.7  j 

PPG  Industries/Raymond  W  LeBoeuf 
PPL/William  F  Hecht 

271 
161 

1,680 
1,197 

-1 
-12 

1,162 
470 

3,218 

2,842 
4,885 

15,607 
9,648 

17.5H 

Praxair/Dennis  H  Reilley 
Principal  Financial/J  Barry  Griswell 

375 
315 

1,606 
1,765 

NA 
45 

179 
556 

— 

1,785 
2,321 

NA 
NA 

3_0« 

Procter  &  Gamble/Alan  G  Lafley 
Progress  Energy/William  Cavanaugh  III 

335 
189 

1,170 
2,343 

46 
-7 

297 
1,837 

686 

2,153 
4,180 

NA 
11,583 

19.6 

Progressive/Glenn  M  Renwick 
Protective  Life/John  D  Johns 

220 
463 

2,054 
644 

320 
NA 

8 
309 

1,552 

3,614 
9546 

NA 
NA 

7.6 
3.8 

Provident  Finl  Group/Robert  L  Hoverson 
Providian  Financial/Joseph  W  Saunders 

244 
286 

616 
2.6001 

-44 
NA 

47 
27 

2,485 

3,149 
2,627 

12.3083 
NA 

ti 

Prudential  Financial/Arthur  F  Ryan 
Pub  Svc  Enterprise/E  James  Ferland 

98 
297 

5,000 
1,950 

NA 
3 

3,423 
452 

123 

8,4235 
2,524 

NA 
9,656 

13~2 

Public  Storage/B  Wayne  Hughes 
Pulte  Homes/Mark  J  O'Brien 

495 
241 

60 
2,333 

0 
NA 

24 
49 

783 

84 
3.1656 

449 
NA 

779.01 

Qualcomm/lrwin  M  Jacobs 

Quest  Diagnostics/Kenneth  W  Freeman 

365 
17 

1,537 
1,943 

-11 
-18 

351 
5,640 

27,392 

1,888 
34,975 

9,040 
46,908 

692.3B 

Qwest  Communications/Joseph  P  Nacchio 
Radian  Group/Frank  P  Filipps 

8 
92 

2,686 
1,575 

-14 
24 

24,609 
9 

74,596 
7,299 

101,891 
8,884 

296,397 
16,849 

12.2  1 

RadioShack/Leonard  H  Roberts 
Raytheon/Daniel  P  Bumham 

303 
198 

1,100 
2,521 

-59 
-7 

1,366 
1,469 



2,466 
3,990 

31.4543 
13.2903 

3.6  1 
19.7  ? 

Regions  Financial/Carl  E  Jones  Jr 
Reliant  Energy/R  Steve  Letbetter 

361 
229 

1,622 
3,015 

46 
52 

168 
335 

148 

1,938 
3.3505 

8,975 
NA 

i  8 

Rite  Aid/Robert  G  Miller 

RJ  Reynolds  Tobacco/Andrew  J  Schindler 

201 
149 

2,668 
2,131 

NA 
-1 

1,184 
3,421 



3,852 
5,552 

NA 
17,653 

j  1 

Rohm  and  Haas/Raj  L  Gupta 
Safeco/Michael  S  McGavick 

431 
249 

838 
2.8302 

-25 
NA 

380 
255 

19 

1,237 
3,085 

5.1684 
NA 

3.7 
0.5 

Safeway/Steven  A  Burd 

St  Jude  Medical/Terry  L  Shepherd 

326 
429 

2,150 
1,208 

-15 

10 

59 
48 



2,209 
1,256 

22,667 
3,2534 

20.2! 
1.9 

St  Paul  Cos/Jay  S  Fishman 
Sanmina-SCI/Jure  Sola 

210 
483 

1.0001 
547 

NA 
-57 

2,745 
53 

— 

3,745 
599 

NA 
7,635 

3.3 
8.6 

Sara  Lee/C  Steven  McMillan 

SBC  Communications/Edward  E  Whitacre  Jr 

148 
28 

2,305 
5,867 

13 
-8 

2,266 
19,263 

986 
3,836 

5,557 
28,965 

NA 
137,193 

6.0 
20.1 

Scana/William  B  Timmerman 
Schering-Plough/Richard  Jay  Kogan 

478 
133 

660 
1,430 

-25 
-55 

78 
4,913 

— 

739 
6,343 

4,483 
113,542 

1.7 
10.9 

Charles  Schwab/Charles  R  Schwab 
Sears,  Roebuck/Alan  J  Lacy 

203 
235 

650 
1,573 

-93 
-8 

9 
1,665 

3.160 

3,819 
3,238 

147,078 
NA 

3,039.5 
4.3 

Sempra  Energy/Stephen  L  Baum 
7-Eleven/James  W  Keyes 

226 
482 

2,925 
612 

18 
14 

497 
14 



3,422 
626 

NA 
1,769" 

2.2 
0.1 

Sherwin-Williams/Christopher  M  Connor 
Siebel  Systems/Thomas  M  Siebel 

352 
10 

1,398 
2,502 

13 
-19 

456 

147 
85,881 

2,001 
88,3835 

4,745" 
153,298 

4.2 
1,099.8 

Rank  is  based  on  total  compensation  for  latest  fiscal  yeai  Mar 
on  combined  salary  and  bonus.  'Annualized  salary  and/or  bon 
office.  'Less  than  $100,000.  NA:  Not  available  or  not  applica 
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ket  value  of  CEO  stock  is  based  on 
us.  2Paid  to  date.  3Four-year  total 
Die. 

Apr.  5  stock 
■•Three-year 

once  and  includes  all  classes  of  common.  Compensation  percent  change  is  base  I 
total.  5Prior-year  data.  6New  CEO;  compensation  may  be  for  another  executive  j 
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RANKINGS 


company/chief  executive 


RANK 

AMONG 

501  CEOS 


SALARY 
&  BONUS 
Sthou 


1-YEAR 
CHANGE 

% 


OTHER 
COMPENSATION 


STOCK  1-YEAR 

GAINS  TOTAL 

Sthousands 


5-YEAR 
TOTAL 


STOCK  OWNI 
VALUE 

Shu 


Sierra  Pacific  Res/Walter  M  Higgins  ill 
Simon  Property  Group/David  Simon 


426 
422 


590 
800 


NA 
-32 


685 
498 


1,275 
1,298 


NA 
6,741 


0.4 
97.0 


Smithfield  Foods/Joseph  W  Luter  III 
Smurfit-Stone/Patrick  J  Moore 


96 
396 


8,150 
1,530 


159 
NA 


464 
19 


-  8,615 

-  1.5496 


32,723 
NA 


139.2 
0.3 


Solectron/Koichi  Nishimura 
Southern  Co/H  Allen  Franklin 


177 
136 


1,144 
2,723 


78 
63 


16 
1,406 


3,315 
2,036 


4,475 
6,166 


23,307 
NA 


3.0 
1.0 


SouthTrust/Wallace  D  Malone  Jr 
Southwest  Airlines/James  F  Parker 


153 
311 


3,056 

54319 


27 

NA 


2,300 
77 


-    5,357 
1,743    2,364 


22,905 
NA 


118.5 
5.3 


Sovereign  Bancorp/Jay  S  Sidhu 
Sprint  FON/William  T  Esrey 


357 
400 


1,400 
1.28820 


115 
6 


9 
235 


549    1,957 
1,523 


10,453 
141,034 


33.2 
39.7 


Sprint  PCS/William  T  Esrey 
SPX/John  B  Blystone 


399 
111 


1.28820 
4,346 


6 
52 


235 
159 


1,523 
2,862         7,367 


73,375 
46,867 


18.: 
2.A 


Billion-Dollar  Club:  Berkshire's  Warren  Buffett,  with  $36 
billion  in  company  stock,  heads  this  group  of  26  executives. 


Staples/Ronald  L  Sargent 
Starbucks/Orin  C  Smith 

359 
336 

694 
2,145 

NA 
5 

1,257 
2 

1,950s6 
2,147 

NA 
NA 

5.5 
0.5 

Starwood  Hotels/Barry  S  Sternlicht 
State  Street/David  A  Spina 

211 
281 

3,210 
2,671 

-28 
34 

533 
30 

— 

3,743 
2,700 

21,620 
NA 

57.1 
54.7 

Stilwell  Financial/Landon  H  Rowland 
Stryker/John  W  Brown 

9 
370 

825 
1,650 

5 
6 

74 
179 

92,390 

93,289 
1,829 

120,994 
12,439 

56.7 
526.7 

Sun  Microsystems/Scott  G  McNealy 
SunGard  Data  Systems/James  L  Mann 

314 
106 

100 
1,167 

-98 
-19 

2,234 
9 

6,555 

2,334 
7,731 

96,490 
25,562 

484.9 
16.5 

Sunoco/John  G  Drosdick 
SunTrust  Banks/L  Phillip  Humann 

263 
309 

2,185 
1,667 

16 
106 

745 
604 

105 

2,930 
2,376 

NA 
9,788 

3.4 
30.0 

Supervalu/Jeffrey  Noddle 
Synovus  Finl/James  H  Blanchard 

280 
372 

1,739 
1,285 

NA 
88 

268 
515 

724 

2.73121 
1,800 

NA 
8,731 

3.7 
37.7 

Sysco/Charles  H  Cotros 
Target/Robert  J  Ulrich 

146 
125 

2,401 
3,743 

20 
-17 

1,943 
660 

1,267 
2,207 

5,611 
6,610s 

11,440" 
43,238 

16.3 
50.3 

TCF  Financial/William  A  Cooper 
Tech  Data/Steven  A  Raymund 

321 
282 

2,100 
2,681 

0 
68 

156 
10 

— 

2,256 
2,691s 

10,287 
9,242 

107.9 
102.2 

TECO  Energy/Robert  D  Fagan 
Temple-lnland/Kenneth  M  Jastrow  II 

442 
437 

1,088 
1,127 

2 
-17 

50 
45 

— 

1,139 
1,172 

3,023" 
3,8424 

4.4 
3.9 

Tenet  Healthcare/Jeffrey  C  Barbakow 
Texas  Instruments/Thomas  J  Engibous 

169 
468 

4,517 
837 

54 
-60 

169 
61 



4,686 
898 

14,914 
55,008 

75.8 
4.5 

Textron/Lewis  B  Campbell 
3M/W  James  McNerney  Jr 

143 
179 

2,500 
3,700 

-15 
NA 

3,222 
734 



5,722 
4,434 

19.1793 
NA 

29.8 
14.0 

TJX  Cos/Edmond  J  English 
Torchmark/C  B  Hudson 

366 
118 

1,139 
8008 

29 
0 

739 
5 

6,369 

1,877s 
7,174 

4,009" 
37,699 

5.3 
49.7 

Toys  "P."  Us/John  H  Eyler  Jr 
Tribune/John  W  Madigan 

253 
257 

2,917 
977 

NA 
-75 

104 
153 

1,837 

3,021s 
2,967 

NA 
42,017 

0.4 
53.3 

Tricon  Global  Rest/David  C  Novak 
TRW/Philip  A  Odeen 

155 
430 

2,229 
1,211 

40 
NA 

3,029 
31 



5,257 
1,243s 

11,387" 
NA 

18.5 
0.6 

TXU/Erle  A  Nye 

Tyson  Foods/John  H  Tyson 

329 
254 

1,440 
2,774 

8 
327 

742 
233 

— 

2,182 
3,007 

8,358 
5,150" 

29.7 
11.5 

UAL/John  W  Creighton  Jr 
Union  Pacific/Richard  K  Davidson 

497 
387 

22 

1,100s 

NA 
14 

11 

181 

400 

11 
1,681 

NA 
13,755 

0.1 
28.6 

Union  Planters/Jackson  W  Moore 
UnionBanCal/Norimichi  Kanari 

180 
484 

1,260 
547 

30 
NA 

804 
36 

2,368 

4,431 
583 

NA 
NA 

29.2 

7 

Rank  is  based  on  total  compensation  for  latest  fiscal  year.  Market  value  of  CEO  stock  is  based  on  Apr.  5  stock  price  and  includes  all  classes  of  common.  Compensation  percent  change  is  based 
on  combined  salary  and  bonus.  'Four-year  total.  "Three-year  total.  5Prior-year  data    6New  CEO;  compensation  may  be  for  another  executive  office.  'Less  than  $100,000.  "Received  options 
or  restricted  stock  in  lieu  of  portion  of  salary  and/or  bonus.  ,9CE0  waived  his  salary  for  the  fourth  quarter  of  2001.  in  light  of  the  financial  challenges  facing  the  company  as  a  result  of  the 
Sept.  II  terrorist  attacks.  ;0Salary  and  bonus  is  paid  by  Sprint  Corp.  for  services  rendered  to  FON  and  PCS.  2lFigures  are  for  the  fiscal  year  ending  Feb.  23.  2002.  22CEO  received  no  salary  or 
bonus.  NA:  Not  available  or  not  applicable. 
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Fly  to  London  in  the  world's  first  fully  flat  bed  in  business 

class,  and  you  will  not  only  get  hours  of  peaceful  sleep,  but  for  a  short 

time  you  will  also  get  two  free  economy  tickets  to  wherever  you  like. 

Simply  become  a  new  member  of  British  Airways  Executive  Club  when  you  book 

your  roundtrip  Club  World  ticket  and  travel  before  June  30th,  2002, 

To  register  for  this  promotion  visit  britishairways.com/forbes. 
Then,  just  lie  back  and  dream  of  where  you'll  fly  next. 


New  Club  World  is  available  on  British  Airways'  North  Atlantic  services  to  London  -  Heathrow,  except  from  Detroit.  Promotion  Details:  Must  be  a  new  member  of  British 
Airways  Executive  Club  North  America,  who  has  not  previously  earned  two  free  tickets  from  British  Airways,  and  who  registers  for  the  promotion  before  travel  at 
britishairways.com/forbes.  All  qualifying  travel  must  occur  between  April  16,  2002  and  June  30,  2002.  Two  Free  Tickets  can  be  earned  one  time  only  after  one  roundtrip 
transatlantic  or  two,  one-way  transatlantic  sectors  in  full-fare  Club  World  or  First  (D,  J,  A,  F,  R  class).  Full  terms  and  conditions  of  Executive  Club  North  America  apply.  Visit 
pritishairways.com/forbes  for  full  terms  and  conditions.  ©2002  British  Airways  Pic. 


RANKINGS 


COMPAHV/CHIEF  EXECUTIVE 


RANK 

AMONG 

501  CEOS 


SALARY 
&  BONUS 

Sthou 


1-YEAR 
CHANGE 

% 


OTHER 
COMPENSATION 


STOCK  1-YEAR 

GAINS  TOTAL 

Sthousands 


5YEAR 
TOTAL 


STOCK  OWNE 
VALUE 

Smil 


Unisys/Lawrence  A  Weinbach 

United  Parcel  Service/Michael  L  Eskew 

374 
393 

1,320 
939 

-23 
NA 

469 
15 

621 

1,789 
1,575s 

22,670 
NA 

3.1  IB 

14.0  1 

US  Bancorp/Jerry  A  Grundhofer 
US  Steel/Thomas  J  Usher 

227 
141 

975 
4,400 

-20 

15 

156  \ 
393 

2,282 

1,114 

3,413 
5,907 

28,160 
18,580 

22.5  1 

1.8  1 

United  Technologies/George  David 
UnitedHealth  Group/William  W  McGuire 

35 
14 

3,000 
5,518 

-17 
16 

135 
2,099 

19,554 
50,487 

22,689 
58,103 

82,164 
146,209 

39.9  1 
12.6  1 

Unitrin/Richard  C  Vie 
Unocal/Charles  R  Williamson 

264 
338 

1,088 
1,838 

2 
195 

5 
283 

1,825 

2,918 
2,120 

17,807 
NA 

12.2  J 
8.2   1 

UnumProvident/J  Harold  Chandler 
US  Airways  Group/David  N  Siegel 

295 
402 

2,450 
1.5001 

7 
NA 

102 



2,552 
1,500 

49,203 
NA 

26.2  I 

USA  Education/Albert  L  Lord 
USA  Networks/Barry  Oilier 

21 
284 

3,000 
2,175 

-18 
335 

45 
463 

30,646 

33,691 
2,6385 

48,084 
42,1014 

53.6  1 
3,476.4  1 

UST  Inc/Vincent  A  Gierer  Jr 
Valero  Energy/William  E  Greehey 

215 
47 

3,000 
6,300 

14 
29 

15 
10,388 

666 

3,681 
16,688 

15,608 
42,398 

24.7  1 
57.6   1 

VeriSign/Stratton  D  Sclavos 
Veritas  Software/Gary  L  Bloom 

79 
373 

480 
1,800 

10 
NA 



10,458 

10,938 
1,800 

41,801 
NA 

6.3 

_7 

Verizon  Commun/ivan  G  Seidenberg 
VF/Mackey  J  McDonald 

62 
218 

3,938 
1,490 

0 
-13 

9,511 
13 

41 
2,125 

13,489 
3,628 

49,972 
15,575 

4.2 
4.9 

Viacom/Sumner  M  Redstone 
Visteon/Peter  J  Pestillo 

51 
414 

15,300 
1,000 

-10 
-59 

301 
366 

— 

15,601 
1,366 

32,849" 
NA 

9,826.4 

7.9 

Vornado  Realty/Steven  Roth 
Vulcan  Materials/Donald  M  James 

419 
378 

1,250 
1,702 

22 

11 

81 
55 

— 

1,3315 
1,757 

3.8053 
8,800 

621.8 

6.0 

Wachovia/G  Kennedy  Thompson 
Wal-Mart  Stores/H  Lee  Scott  Jr 

192 
72 

3,600 
2,908 

283 
6 

303 
1,285 

220 
7,420 

4,123 
11,613 

11.8804 
22,188" 

10.8 
32.7 

Walgreen/David  W  Bernauer 
Washington  Mutual/Kerry  K  Killinger 

322 
113 

937 
3,484 

NA 

1 

518 
2,926 

790 
918 

2,2456 
7,328 

NA 
26,861 

5.7 
26.3 

Washington  Post/Donald  E  Graham 
Waste  Management/A  Maurice  Myers 

449 
200 

400 
1,346 

0 
-28 

683 
2,514 



1,083 
3,860 

4,922 
8,680" 

1,117.1 
5.6 

Weatherford  Intl/Bernard  J  Duroc-Danner 
Webster  Financial/James  C  Smith 

371 
410 

1,650 
1,289 

78 
3 

160 
99 



1,811s 
1,388 

24,351 
7,136 

4.0 
13.5 

WellPoint  Health/Leonard  D  Schaeffer 
Wells  Fargo/Richard  M  Kovacevich 

77 
39 

4,422 
3,395 

38 
-48 

443 
2,369 

6,372 
14,888 

11,2365 
20,651 

32,037 
72,041 

21.0  ■ 
88.7  I) 

Weyerhaeuser/Steven  R  Rogel 
Whirlpool/David  R  Whitwam 

340 
207 

2,024 
2,409 

-30 
25 

67 
1,374 



2,091 
3,783 

10,161 
18,414 

4.3 
10.3  J 

Williams  Cos/Steven  J  Malcolm 
Winn-Dixie  Stores/Allen  R  Rowland 

440 
350 

1,148 
1,920 

NA 
NA 

11 
92 



1.1596 
2,012 

NA 
NA 

■    ' 

5,268 
72,397 

3.3 
3.0  1 

Sophomore  Star:  Office  Depot's  Bruce  Ne 
year  executives  with  a       annualized  st( 

Ison  led  second- 
Dck  return. 

.*•  f^\ 

Wisconsin  Energy/Richard  A  Abdoo 
WorldCom  Group/Bernard  J  Ebbers 

416 
19 

1,271 
11.00023 

-8 
30 

79 
50 

23,494 

1,350 
34,544s 

1.7  jtj 

127.9  [l 

WorldCom  MCI  Group/Bernard  J  Ebbers 
Wm  Wrigley  Jr/William  Wrigley  Jr 

19 
386 

11.00023 
1,516 

30 
70 

50 
180 

23,494 

34,544s 
1,697 

72,397 
4,270" 

4.5  1 

3,406.7jl 

Wyeth/Robert  A  Essner 
Xcel  Energy/Wayne  H  Brunetti 

243 
259 

2,792 
1,849 

56 
15 

365 
953 

159 

3,157 
2,961 

NA 

5,912" 

6.8  | 
3.1  H 

Xerox/Anne  M  Mulcahy 
Xilinx/Willem  P  Roelandts 

467 
115 

767 
925 

NA 
-5 

142 
3 

6,320 

909s6 
7,248 

NA 
13,692 

0.8  ll 

2.6  §y 

Yahoo/Terry  S  Semel 

Zions  Bancorp/Harris  H  Simmons 

490 
377 

3101 
900 

NA 
12 

129 
402 

459 

439 
1,760 

NA 
7,626 

18.2 

145.2 

Rank  is  based  on  total  compensation  for  latest  fiscai  year.  Market  value  of  CEO  stock  is  based  on  Apr.  5  stock  p 
on  combined  salary  and  bonus.  'Annualized  salary  and/or  bonus.  3Four-year  total.  'Three-year  total.  5Prior-y< 
than  $100,000.  "Salary  and  bonus  is  pan'  by  WorldCom  for  services  rendered  to  MCI  Group  and  WorldCom  G 
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rice  and  includes  all  classes  of  cc 
;ar  data.  6New  CEO:  compensate 
oup.  NA:  Not  available  or  not  ap 

mmon.  Compensation  percent  change  is  basee 
n  may  be  for  another  executive  office.  'Less 
ilicable. 

W£C3C°)[^J2£[^aEIMi\UI  WE  ARE  PROFESSIONAL  GRADE!" 


THANKS  TO  CINOV  KRIZMANICH  AND  THE  ENGINEERING  TEAM,  IT  HAS  THE  TIGHTEST  TURNING  RADIUS  AND  IS  THE  ONLV 
8-SEAT  SUV  IN  ITS  CLASS*  WITH  A  POWERFUL  320  HORSEPOWER  ENGINE  AND  THE  SERIOUS  TRACTION  OF  FULL-TIME 
ALL-WHEEL  DRIVE.  AS  IF  THAT'S  NOT  ENOUGH  TO  MAKE  VOU  COMFORTABLE  IN  ANV  SITUATION,  CONSIDER  ITS  HEATED 


LEATHER-TRIMMED  SEATS  AND  BOSE»  AUDIO  SVSTEM.   THE  SURPRISINGLY  AGILE  YUKON  XL  OENALI     IT  DOESN'T   JUST 


GET  VOU  OUT  OF  TIGHT  SPOTS.  IT  GETS  VOU  INTO  THEM 


IT  MAKES  THE  MOST  DANGEROUS 
EM  ROUTINE. 
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\  \  CgR&b  and  GMC  I090  a/e  registered  trademarks  of  General  Motors  Corporation 
li  2  Se/wral  Motors  Corp  An  ngfrts  reserved. 


SPECIAL      ADVERTISING       SECTION 


What's  Next  in 


Energy 

by  Peter  R.  Jump   ^Jim 


I 


t's  an  old  axiom  about  the  energy  bus 
ness  that  the  only  time  it  makes  nev\J 
is  when  there's  a  crisis  —  usually  til 
prospect  of  oil  shortages.  In  the  last  tv\j 
years,  we  can  add  fluctuating  prices  for 
range  of  fuels  and  shortages  of  electric) 
power  in  many  regions  to  the  newsmakirj 
events.  And,  while  it  doesn't  look  a 
though  the  Enron  debacle  will  have  a  direi 
impact  on  energy  supply  or  prices  (fror 
the  beginning,  the  energy  industry  and  th 
regulatory  community  said  it  was  a  final 
cial  story)  the  company's  demise  will  lik 
slow  down  the  move  toward  deregulatio 
n  energy  markets. 

So  far,  the  jury  on  the  success  of  markj 
deregulation  is  still  out  —  while  deregulatio 
of  wholesale  electric  markets  had  been 
success,  state-regulated  retail  markets  aij 
still  largely  closed  to  competition  or  in  tH 
too-early-to-tell  stage.  The  obvious  exceptil 
s  California,  where  rules  that  were  designs 
to  protect  consumers  from  any  downside 
to  deregulation  nearly  bankrupted  the  state 
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Construction  r 
under  way  in 
Waterford,  Orm 
for  one  of  two 
combined  cycle 
plants  being  bu 
in  the  Midwest 
by  PSEG  Powetj 
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When  everything  Works  together, 
the  results  can  be  quite  powerful. 


Powerful  resources.  Precision  timing.  Proven  expertise.  That's  what 
makes  a  truly  outstanding  performance.  And  that's  what  makes  AEP 
stand  out.  With  holdings  across  the  energy  spectrum — natural  gas 
lines  to  barges,  coal  mines  to  rail  cars — coupled  with  vast  generation 
resources,  we've  built  our  business  model  on  a  foundation  of  solid, 
diverse  assets.  And  we  keep  our  portfolio  dynamic,  with  the  flexibility 
to  take  advantage  of  each  new  opportunity  at  the  right  time.  For  an 
energy  leader  with  the  expertise  to  put  its  resources  to  work  for  you, 
one  stands  above  the  rest  AEP. 

aep.com 


ELECTRIC 


U'lVJl. 


AEP  is  a  proud  sponsor  of  Cirque  du  Soleil  2002  North  American  Tours 

©  2002  American  Electric  Power  Co.,  Inc. 


ADVERTISEMENT 


energy  industry  and  were  largely 
responsible  for  power  shortages  last 
summer.  The  difficulties  over 
designing  competitive  markets  for 
fuels  such  as  electricity  have  led  to  a 
rocky  road  that  is  unlikely  to  get 
smoother  as  policymakers  rush  to  pro- 
tect consumers  and  energy  markets 
from  future  "Enrons,"  despite  there 
being  no  evidence  that  the  Enron  col- 
lapse has  hurt  consumers  or  energy 
markets.  In  fact,  the  industry  quite 
rightly  points  to  the  way  in  which  other 
companies  successfully  filled  the  void 
left  by  Enron. 

Diversifying  Operations 

So,  what's  the  outlook  for  energy 
companies? 

One  impact  of  the  Enron  collapse 
has  been  the  market's  verdict  that 
energy  companies  should  have  physi- 
cal assets  and  a  diversity  of  interests. 
At  the  same  time,  while  many  com- 
panies are  spreading  their  operations 
and  risks  across  a  range  of  enterpris- 
es, they  also  are  taking  care  to  move 
into  areas  where  their  existing  exper- 
tise will  be  useful. 

For  instance,   Newark,   NJ-based 


Public  Service.  Enterprise  Group's 
earnings  of  $662  million  in  1995 
included  $583  million  from  regulated 
operations.  In  2001 ,  earnings  of  $770 
million  not  only  included  $230  million 
from  regulated  operations,  but  also 
$394  million  from  unregulated  power 


generation  and  $161  million  from 
international  operations.  PSEG  expects 
growth  in  its  international  operations  to 
average  15%  per  annum  over  the 
next  five  years. 

Where  a  company  moves  into  a  non- 
energy  field,  it's  usually  a  field  where 
expertise  can  be  easily  transferred. 
Atlanta-based  Southern  Company's 
nonelectricity  sales  (telecoms,  wire- 


PSEG  Keeps  It  Clean 


PSEG  is  breaking  ground  on  the  new  750  MW  Bethlehem  Power  Station  on 
the  same  site  as  the  company's  400  MW  Albany  Station.  The  new  plant  is 
scheduled  for  completion  in  2004,  when  the  Albany  Station  will  be  closed. 
The  new  facility  will  be  among  the  cleanest  power  plants  in  New  York, 
using  combined-cycle  gas  turbine  technology  to  reduce  emission  rates  of 
nitrogen  oxides  and  sulfur  dioxide  by  97%  to  98%. 

PSEG  Global  recently  inaugurated  the  Central  Eolica  Alto  Baguales  wind 
turbine  project  in  Coyhaique,  Chile.  The  project  uses  state-of-the-art 
technology  to  provide  2  MW  of  power  to  rural  areas.  The  turbines  will  replace 
diesel  generation,  helping  to  improve  air  quality  in  the  region.  The  project 
was  developed  by  Edelaysen,  which  i  lined  PSEG  Global  in  August  2001. 


Southern  Co.  Provide* 
More  for  Less 

Companies  are  diversifying  opera- 
tions, and  they're  also  looking  at  tl" 
fuels  they  are  using  to  keep  costs 
down  and  to  improve  environment 
performance.  Southern  Company 
achieved  most  of  its  sulfur  die 
ide  reductions  by  switching  to| 
cleaner-burning  coals.  Over  tr 
next  decade,  Southern  Compa 
ny  will  focus  on  meeting  the 
needs  of  a  growing  populatior 
by  adding  new  power  plants 
that  use  the  latest  high-efficier 
technology  and  are  fueled  by 
cleaner-burning  natural  gas. 

Southern  Company  built  tr 
Power  Systems  Development 
Facility  in  Wilsonville,  Ala., 
study  power  generation  technolog 
that  are  expected  to  allow  new 
power  plants  to  make  the  same 
amount  of  electricity  as  conventic 
plants  while  burning  less  coal. 
Completed  in  1996,  the  facility 
tests  technologies  that  remove 
sulfur  dioxide  and  nitrogen  oxides 
from  coal  gases  and  reduce  carbon 
dioxide  emissions  by  one  third. 


OBSERVANT. 

Our  portfolio  management  strategy  gives  us  a  broad 

view  of  the  energy  market, 

so  we  can  spot  opportunity  and  take  advantage  of  it. 


At  TXU,  we've  developed  a  business  model  that  lets  us  manage  everything  from  production  to  trading 
to  retail.  With  this  strategy  we'll  be  able  to  capitalize  on  the  rapidly  changing  energy  markets  while  still 
protecting  ourselves  from  vulnerability.  We've  invested  in  our  future,  and  now  is  a  good  time  for  you  to 
do  the  same.  For  more  information  call  1-800-828-0812  or  visit  us  at  www.txu.com. 
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less  and  energy  management)  were 
up  to  $249  million  in  2001,  from  $137 
million  in  1998. 

Despite  strong  performance  from 
many  companies,  over  the  past  12 
months  expectations  have  changed. 
When  American  Electric  Power  (AEP) 
CEO  Linn  Draper  spoke  to  financial 
audiences  last  year,  his  comments 
focused  exclusively  on  AEP's  growth 
efforts  with  its  unregulated  wholesale 
business.  "Back  then,"  says  Draper, 
"investors  were  primarily  interested  in 
hearing  about  what  energy  companies 
could  offer  in  terms  of  growth."  Now, 
dependable  rates  of  return  are  back  in 
style.  That  means  working  to  grow  the 
core  business  and  highlighting  a  bal- 
anced portfolio  —  of  regulated  and 
unregulated  businesses,  and  of  differ- 
ent fuels.  Draper  is  emphasizing  that 
AEP  is  now  the  largest  U.S.  power  gen- 
erator, owning  more  than  80  domestic 
power  plants  with  approximately 
38,000  megawatts  of  capacity  and 
another  4,000  megawatts  in  the  U.K. 

At  the  same  time,  Draper  says  2001 
was  still  a  great  year  for  AEP's  market- 
ing and  trading  operations.  Everyone 
is  aware  that  the  energy  commodity 
markets  landscape  is  much  different 
this  year.  "We  are  experiencing  a  mar- 
ket in  which  there  are  much  lower 
power  and  gas  prices,  declining  price 
spreads,  less  volatility,  combined  with 
a  dampened  economy  and  mild  weath- 
er. In  other  words,  it  has  become  more 
challenging  to  make  money,"  he  says. 

In  addition,  declines  in  many  ener- 
gy companies'  stock  prices  and  cred- 
it ratings  (in  2001,  utility  profitability 
sank  to  its  lowest  level  in  more  than 
16  years)  have  contributed  to  difficul- 
ties in  raising  capital  for  investment 
in  U.S.  energy  infrastructure,  raising 


the  possibility  of  tight  supply  mar- 
kets as  economic  growth  picks  up. 

Infrastructure  Is  Critical 

This  is  a  critical  issue  for  the  industry,' 
because,  with  or  without  Enron, 
investment  in  infrastructure  has  been 
lagging  for  some  time,  particularly  in 
interstate  electric  transmission  lines 
and  natural  gas  pipelines.  Electric 
transmission  systems,  originally  built 
by  local  companies  to  serve  local 
and  regional  markets,  are  now  being 
asked  to  be  the  backbone  of  region- 
wide  grids.  Between  1999  and  2000, 
transmission  congestion,  as  mea- 
sured by  the  North  America  Electric 
Reliability  Council  (NERC),  grew  by 
more  than  200%.  In  the  first  quarter 
of  2001,  transmission  congestion  was 
already  three  times  the  level  experi- 
enced during  the  same  period  in  2000, 
according  to  the  latest  NERC  data. 

Projections  are  that  over  the  next 
decade,  circuit  miles  of  high-voltage 
transmission  will  increase  by  less  than 
0.5%  per  year.  Obtaining  regulatory 
approvals  for  transmission  projects  is 
complex  and  often  leads  to  costly 
delays,  a  huge  problem  for  the  indus- 
try and  economy  as  a  whole. 

According  to  the  Energy  Information 
Administration,  natural  gas  consump- 
tion for  electricity  generation  is  project- 
ed to  increase  from  3.8  trillion  cubic 
feet  in  1 999  to  1 1 .3  trillion  cubic  feet  in 
2020.  Natural  gas  is  currently  the  fuel 
of  choice  for  new  electricity  genera- 
tion. To  meet  increased  demand, 
38,000  miles  of  transmission  pipeline 
and  255,000  miles  of  distribution  lines 
are  needed  to  transport  natural  gas 
from  American  sources. 

At  the  company  level,  a  strategy  for 
acquiring  much-needed  infrastructure 


Conoco's  DEZ  Gas  Plant 

turns  previously  wasted  natural 

resources  into  electricity. 

Conoco  Reduces  Waste| 

The  Syrian  government  selected  Conoc&j 
Inc.,  in  partnership  with  TotalFinaElf,  II 
undertake  the  Deir  Ez  Zor  Integrated  ] 
Natural  Gas  Project.  Located  in  northH 
east  Syria,  the  $430  million  DEZ  Gasfl 
Project  is  designed  to  gather,  process! 
and  transport  175  million  cubic  feet  pa 
day  of  gas  that  was  previously  flared  aft 
surrounding  oil  production  fields.  The* 
project  combines  development  of  the  I 
flared  gas  with  the  undeveloped  reserw 
of  a  nearby  gas  field. 

The  DEZ  Gas  Plant  can  recover  450* 
million  cubic  feet  per  day  of  natural  gas 
liquids,  which  are  then  transported  tol 
Syria's  existing  natural  gas  grid  via 
a  new  250-kilometer  pipeline.  The 
natural  gas  previously  flared  -  represents 
large  volumes  of  a  wasted  natural 
resource  -  is  now  turned  into  a  viableB 
product,  one  that  can  be  used  to  gener- 
ate much-needed  power  capacity  for  thi 
country.  The  new  source  of  gas  displace ; 
heavy  sulfur  fuel  previously  used  for  ] 
power  generation.  The  switch  will  reduc : 
carbon  dioxide  emissions  by  nearly  5.5 
million  tons  per  year,  a  significant  envi- 1 
ronmental  improvement. 


FINANCIAL  CAPACITY 


[ANOTHER    REASON    PSEG    HAS    WALL    STREET'S    ATTENTION] 


In  today's  market,  every  company  is  looking  for  the  next  growth  opportunity. 


However,  economic  downturns  and  limited  access  to  capital  may  hinder 


many  organizations'  future  plans.  That's  why  PSEG's  5-year  growth  story 


is  so  compelling.  Our  strong  asset  base  and  internal  cash  flow  position 


us  to  capitalize  on  timely,  attractive  market  opportunities.  Now  that's  the 


kind  of  financial  strength  investors  can  grow  on. 


PSEG 

We  make  things  work  for  yon. 


www.pseg.com 
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is  to  merge  with  a  partner  that  can 
add  complementary  assets.  Houston- 
based  Conoco  Inc.  expects  to  complete 
its  merger  with  Phillips  Petroleum 
later  this  year.  Conoco  CEO  Archie 
Dunham  forecasts  strong  and  stable 
earnings  and  cash  flow  for  the  new 
company  as  a  result  of  its  wider 
range  of  interests  and  assets. 

Environmental  Outlook  Is  Certain 

So,  the  outlook  for  energy  infrastruc- 
ture, and  how  much  regulation  or  even 
reregulation  energy  companies  will 
face,  is  uncertain.  However,  one 
aspect  of  the  energy  business  that  is 
certain  is  the  continuing  requirements 
of  environmental  regulation,  despite 
the  stellar  progress  achieved  over  the 
last  30  years. 

In  recent  years,  drilling  technologies 
have  allowed  oil  and  gas  companies  to 
reduce  their  environmental  "footprint." 
Electric  power  companies  have  made 
significant  air  and  water  quality 
improvements.  Nevertheless,  the  pub- 
lic continues  to  hold  business  to  stricter 
(and  more  costly)  standards  —  in  part 
because  many  are  unaware  of  the 
progress  that  has  been  made 

Since  1970,  overall  energy  con- 
sumption has  grown  by  41%,  the  U.S. 
population  has  grown  38%,  and  gross 
domestic  product  has  grown  158%. 
Given  these  numbers,  it  is  surprising  to 
many  that  there  has  been  a  reduction 
in  five  of  the  six  pollutants  covered  by 
the  Clean  Air  Act.  The  reductions 
include  a  decrease  of  39%  for  sulfur 
dioxide  (a  contributor  to  acid  rain).  The 
only  pollutant  that  has  increased  is 
nitrogen  oxides  (a  major  contributor  to 
smog),  and  the  increase  is  far  less  than 
economic  growth  rates.  Unfortunately, 
the    public    is    not    aware    of    this 


progress.  A  1999  poll  commissioned 
by  the  Foundation  for  Clean  Air  Pro- 
gress showed  that  only  22%  believed 
air  quality  is  improving,  while  61% 
believed  it  is  worsening. 

So,  fueled  by  misconceptions  about 
pollution,  there  will  be  continued  public 
pressure  on  the  energy  industry  to 
adopt  more  stringent  pollution  control 
technologies  and  practices.  These  con- 
trols will  be  expensive,  and  only  com- 
panies that  can  best  adapt  to  them  and 
incorporate  them  into  their  business 
strategies  will  stay  ahead  of  the  game. 

Meeting  Environmental  Challenges 

The  energy  industry  and  its  customers 
will  continue  to  be  asked  to  do  more  to 
reduce  the  impact  of  retrieving,  gener- 
ating, moving  and  consuming  energy 
on  the  environment.  Stationary  sources 
(such  as  power  plants  and  drilling  oper- 
ations) are  easier  targets  than  mobile 
sources  (such  as  automobiles),  so 
energy  companies  are  easy  targets. 

While  Clean  Air  laws  have  mandated 
cuts  in  energy  industry  pollutants,  the 
industry  has,  in  many  cases,  exceeded 
requirements,  and  in  more  imaginative 
and  less  costly  ways  than  originally 
forecast.  In  addition,  the  industry  has 
taken  the  lead  in  reducing  emissions 
not  yet  covered  by  regulations,  such  as 
carbon  dioxide  —  the  main  greenhouse 
gas  thought  to  be  responsible  for  glob- 
al climate  change.  The  Environmental 
Protection  Agency  recently  launched 
its  Climate  Leaders  program  under 
which  companies  publicly  disclose  their 
greenhouse  gas  emissions  and  commit 
to  aggressive  reductions.  Energy  com- 
panies signing  up  include  PSEG, 
Cinergy  Corp.,  FPL  Group  and  BP 

One  of  the  biggest  energy  traders  in 
the  U.S.,  Dallas-based  TXU  has  a  sulfur 


AEP  Reaches  Out 

Columbus-based  American  Electric 
Power  has  a  wide  range  of  projects  i| 
the  U.S.  and  abroad  designed  to 
reduce  or  sequester  greenhouse  gasl 
such  as  carbon  dioxide.  AEP  antici- 
pates the  reductions  in  carbon  dioxij 
levels  to  be  credited  to  their  "bank 
account"  if  a  greenhouse  gas  reducl 
trading  program  is  ever  approved  by| 
Congress. 

In  the  Noel  I  Kempff  Mercado  Natfl 
Park  in  Bolivia,  AEP  is  saving  tropic 
rain  forest  from  logging  threats;  prote 
rich  biodiversity;  cost-effectively  red 
ing  releases  of  carbon  dioxide  by  6i 
million  tons  over  a  30-year  period;  ar 
helping  villages  in  and  around  the 
million-acre  park  to  develop  more 
tainable  economies.  In  the  village 
Porvenir  the  project  has  installed  a 
2,500-watt  photovoltaic-battery  sys 
that  provides  reliable  electricity. 

Domestically,  AEP  has  joined  for 
with  the  Conservation  Fund  and  the 
U.S.  Department  of  the  Interior  to 
acquire,  restore  and  protect  a  bottc 
land  hardwood  forest  on  18,372  ac 
near  Catahoula  Lake  in  east  centrall 
Louisiana.  AEP  is  restoring  habitat 
planting  various  oaks,  bald  cypress 
green  ash  trees. 


Execution  is  everything. 


At  Conoco,  we  know  how  to  come  up  with  the  big  ideas.  But  more  importantly,  we 
turn  those  ideas  into  reality  with  quick,  innovative  thinking.  For  instance,  our 
proprietary  gas-to-liquids  technology  allows  us  to  tap  into  previously  stranded 
natural  gas  and  process  it  in  a  way  that's  both  cost-effective  and  environmentally 
friendly.  And  Conoco's  breakthrough  in  carbon  fiber  technology  may  soon  enable 
engineers  to  turn  innovative  ideas  into,  reality.  Ideas  that  without  Conoco  might 
never  see  the  light  of  day.  Proof  that  execution  truly  is  everything.  To  learn  more, 
log  on  to  conoco.com 


conoco 


Think  big.  Move  fast. 


Conoco  Inc.,  2002.  All  rights  reserved. 
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dioxide  emission  rate  24%  lower  than 
the  national  average,  a  nitrogen  oxides 
emission  rate  23%  lower  and  a  carbon 
dioxide  emission  rate  12%  lower.  In 
the  Southeast,  Southern  Company  is 
installini  i  ■  n  >li  tctive  catalytic  reduction 
(SCR)  technologies  on  five  plants  to 
further  reduce  nitrogen  oxide  emis- 
sions by  up  to  85%  at  those  plants. 

Leading  the  Way 

Despite  these  successes,  the  industry 
can  expect  the  bar  to  be  raised  even 
higher.  While  the  Bush  administration 
has  rejected  the  costly  1997  Kyoto 
Treaty  to  reduce  greenhouse  gases, 
the  administration  made  pmposals  in 
February  to  tackle  greenhouse  gases 
and  a  range  of  pollutants.  Proposals  in 
the  U.S.  Senate  call  for  even  stricter 
controls. 

During  the  1990s,  energy  compa- 
nies took  a  lead  role  in  developing  vol- 
untary programs  to  reduce  green- 
house gases.  While  many  utilities  par- 
ticipated in  an  effon  to  demonstrate 
that  business  can  take  action  without 
government  mandate,  many  also 
wanl  reductions  they  achieved  to 
count  as  "credits"  against  any 
requirements  set  up  by  future  domes- 
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tic  or  international  programs. 

Many  companies  reduced  emis- 
sions by  changing  existing  facilities; 
some  invested  in  new,  cleaner  gener- 
ating technologies,  such  as  wind  tuf* 
bines;  others  developed  "offset"  pro- 
jects, many  of  them  abroad.  The  idea 
behind  an  offset  project  is  to  invest  in 
a  project  that  sequesters  greenhouse 
gases.  For  example,  Columbus-based 
AEP  planted  15  million  trees  in  five 
years.  Trees  absorb  carbon  dioxide 
from  the  atmosphere,  convert  it  to  a 
solid  carbon  form  and  store  it  as  long- 
lived  wood  products  or  in  the  soil. 

Eileen  Claussen,  president  of  the 
Pew  Center  on  Global  Climate  Change, 
is  encouraged  by  the  development  of 
several  fledgling  greenhouse  gas  trad- 
ing markets.  "Governments  and  busi- 
nesses around  the  world  understand 
thai  emissions  trading  is  essential  if 
we're  going  to  address  this  issue  in  the 
most  cost-effective  way  possible," 
she  says.  "The  challenge  now  is  to 
forge  links  between  these  emerging 
regimes  in  order  to  ensure  that  trad- 
ing systems  are  compatible." 

A  New  Approach  to  Energy 

As  the  economy  recovers,  energy 
demand  will  pick  up.  Companies  with  a 
wide  diversity  of  operations  and  an 
infrastructure  to  deliver  products  to 
consumers  will  be  best  positioned  to 
take  advantage  of  increased  demand. 
In  the  longer  term,  however,  those 
companies  able  to  adapt  to  stricter 
environmental  requirements  and  to 
meet  the  public's  expectations  for  envi- 
ronmental  excellence  will  be  best  posi- 
tioned to  thrive  for  years  to  come.      ■ 

Peter  Jump  is  an  energy  and  public  rela- 
tions consultant  in  Charlottesville,  Va. 


TXU  Has  the  Power 

Over  the  last  decade  Dallas-based  TXj 
has  turned  itself  into  a  worldwide  con 
pany  with  $42  billion  in  assets  and 
$28  billion  in  revenues.  It  now  sells 
and  distributes  electricity  to  1 1  millid 
customers  worldwide,  including  2.7  I 
million  in  the  U.S.   Included  in  its 
portfolio  is  2,700  megawatts  of  geneil 
ating  capacity  in  the  U.K.  (where  it  isj 
the  third-largest  supplier  with  5.2 
million  gas  and  electric  accounts)  anl 
1,330  megawatts  in  Australia.  TXU 
plans  to  grow  consolidated  earnings  m 
average  of  9%  to  1 1%  annually. 

TXU  is  now  the  largest  purchaser  ok 
wind  power  in  the  Southwest  and  is 
also  leading  the  development  of 
renewable  energy  projects  in  the  U.rtl 
In  the  U.S.,  TXU  has  secured  contrad 
for  close  to  382  megawatts  of  wind 
power,  enough  to  supply  the  annual 
energy  requirements  of  more  than 
80,000  homes.  TXU  received  the 
Utility  Leadership  Award  from  the 
American  Wind  Energy  Association  fl 
being  in  the  vanguard  of  the  Texas 
wind  energy  boom. 

One  of  TXU's  early  wind  projects,  1 
started  iri  1999,  is  at  the  Big  Spring 
Wind  Farm  (pictured  above).   This  4i 
megawatt  wind  farm  produces  enougr 
energy  to  fuel  about  7,500  homes. 


IF    ONLY    EVERYTHING    WERE    THIS    PREDICTABLE 


f  everything  in  life  were  as  easy  to  predict  as  the  sunrise,  you  wouldn't  have  to  plan 
ihead.  But  we  know  better.  We're  Southern  Company,  the  leading  provider  of  energy  to 
he  fast-growing  Southeast.  Growth  that's  helped  us  become  one  of  FORTUNE' 
Magazine's  2002  Most  Admired  Companies.  And  helped  us  produce  more  than  $10  billion 
n  revenues.  So  we  can  plan  to  continue  to  grow  with  the  Southeast,  sunrise  after  sunrise 


jfter  sunrise.  To  learn  more,  visit  www.sou-therncompany.com. 
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THE    STRAIGHT    GOODS    ON    e-BUSINESS    PLATFORMS. 
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THE  WHOLE  e-BUSINESS 
THING  IS  A  FAD. 

Nothing  could  be  further  from 
the  truth.  In  times  of  economic 
downturn,  it  may  seem  prudent  to 
put  the  whole  e-Business  issue  on  the 
backburner.  But  it's  not.  Tough  times 
call  for  nimbleness  and  agility  more 
than  ever.  The  time  to  get  smart  and 
implement  e-Business  solutions  for  your 
customers  is  today. 


THE  INTERNET 

CHANGES 
EVERYTHING. 

The  Internet  does  not 
change  everything. 
It  doesn't  change  the 
business  rules  that 
run  your  company. 
Or  the  infrastructure 
you've  spent  years 
building.  The  Internet 
is  obviously  a 
critical  part  of  any 
e-Business.  But  it's 
how  well  you  manage 
the  information 
traveling  over  the 
Net  that  determines 
the  success  of 
your  business. 

IT'S  A 

ONE-BRAND 

WORLD. 

This  myth  surrounds 
just  about  every 
significant  e-Business 
platform  discussion. 
Virtually  every 
purveyor  of  e-Business 
platforms  touts  their 
version  of  this 
"one-brand"  world. 
Their  brand,  of  course. 
Big  surprise. 


At  Sybase,  we  know  it's  just  not  true. 
Countless  brands  compete,  cooperate 
and  commingle  inside  your  company. 

It's  laughable  to  pretend  that  any  one 
external  organization  can  "standardize" 
all  the  various  protocols,  systems, 
components,  new  technologies, 
languages,  databases  and  vendor 
relationships  that  your  business 
depends  on  to  succeed. 


Our  open  e-Business  platform  embraces 
diversity.  Making  all  of  this  stuff  work 
together  is  what  our  stuff  is  all  about. 

A  WEBSITE  IS  A  PORTAL. 
A  PORTAL  IS  AN  e-BUSINESS. 

Unless  your  data  has  the  ability  to 
travel  from  a  customer's  pager  to 
your  trusty  OS/390  mainframe  and 
then  back  to  your  customer  via  cell 
phone,  you  may  very  well  have  a 


website,  but  you  really  don't  have  an 

e-Business.  Our  proven  e-Business 

platform  totally  delivers  end-to-end 

functionality.  It  integrates 

every  single  aspect  of  your 

business.  What's  more, 

it  has  the  scalability 

to  constantly 

integrate  your 

new  components 

into  the  mix.  Like 

say,  10,000  brand  new 

customers,  for  example. 


SYBASE    e-BUSINESS    SOFTWARE 
BECAUSE     EVERYTHING     WORKS     BETTER     WHEN 


IF  AT  FIRST  YOU  DON'T 

SUCCEED,  THROW  SOME  MORE 

MONEY  AT  IT. 

Hah.  Very  funny.  But  a  popular  belief 
for  a  long  time.  Listen:  That's  pure 
poppycock.  Real  e-Business  solutions 
deliver  real  business  results.  That 
means  increased  revenues,  reduced 
costs  and  profits  to  your  bottom  line. 

At  Sybase,  we  deliver  e-Business 
solutions  to  the 
__       FORTUNE  500,"  the 
largest  firms  on  Wall 
Street,  the  biggest 
names  in  healthcare, 
the  world's  largest 
computer  and 
networking  companies, 
the  biggest  players  in 
Europe  and  Asia. 

We  lead  in  enterprise 
portal  technology. 
We  dominate  in 
enterprise  wireless 
solutions.  And  we 
have  some  of  the 
best  middleware 
integration  solutions 
found  on  our  planet. 

We  can  deliver  ROI 
with  a  sense  of 
immediacy. 

IT'S  ALL  OR 
NOTHING. 

The  Big  Bang  Theory: 
You  need  to  do  all  of 
this  at  once.  Not  at  all. 

Implement  in  the 
way  that's  right  for 
your  firm.  From  the 
bottom  up.  Or  the 

top  down.  Component  by  component. 

It's  your  choice. 

Call  1-800-8-SYBASE  or  visit 
www.sybase.com/myths  and  we'll  show 
you  how.  Fact,  not  myth. 


I  Sybase 

Infcrmation   Anywhere" 


EVERYTHING  WORKS  TOGETHER 


2001  Sybase,  Inc.  All  rights  reserved.  All  trademarks  are  the  property  of  their  respective  owners. 


TECHNOLOGY 


The  Sky  Is  Calling 

In  the  wireless  world  Wi-Fi  and  3G  get  all  the  hype. 
But  the  much-maligned  fixed  wireless  industry  is  back,  and  itching  for  a  fight. 

BY  SCOTT  WOOLLEY 


CHARLES  BUSKE,  LIKE  MANY  RURAL  IOWANS,  HAD 
grown  used  to  the  agony  of  slow  downloads  over  an 
aging  modem.  But  since  January,  Buske,  along  with 
175  of  his  neighbors  in  Pocahontas,  Iowa  (pop. 
1,970),  have  been  enjoying  connections  of  a  zippy 
512  kilobits  per  second,  ten  times  the  speed  that 
folks  in  neighboring  towns  such  as  Storm  Lake  get  by  dialing  up 
America  Online.  Buske's  on-ramp  to  the  Internet  is  not  a  phone 
or  cable  line,  but  a  10-inch-tall  antenna  in  his  living  room  that 
talks  to  another  antenna  atop  the  town's  water  tower.  For  this, 
Buske  pays  S30  a  month,  six  bucks  more  than  a  standard  AOL 
fee.  "It's  always  performed  flawlessly,"  Buske  gushes.  "The 


antenna  can  even  pick  up  a  signal  in  the  basement." 

The  technology  deployed  in  Pocahontas,  known  as  "fixed 
wireless,"  is  at  least  a  decade  old.  But  it  has  been  a  decade  of  un- 
remitting failure.  Dozens  of  companies  thought  they  could 
strike  it  rich  by  bypassing  phone  and  cable  wires  and  simply 
connecting  homes  to  the  Internet  through  the  air. 

AT&T  canned  its  much-hyped  Project  Angel  last  October, 
dumping  47,000  customers  and  writing  off  $1.3  billion.  Sprint, 
which  offers  fixed  wireless  to  50,000  customers  in  14  markets, 
said  it  will  continue  service  to  existing  customers  but  is  halting 
deployment.  In  March  Hybrid  Networks,  once  the  biggest  maker 
of  early  consumer  fixed  wireless  gear,  announced  it  was  ceasing 
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PROS:  Blanket  coverage;  will 
work  anywhere  your  cell 
phone  does.  Backed  by 
established  companies. 
CONS:  Speeds  now  less 
than  one-tenth  of  a  megabit 
per  second,  improving 
slowly.  Uses  congested  air- 
waves. Cost  likely  to  be  high. 


operations.  Efforts  to  sell  fixed  wireless 
service  to  businesses  was  an  even  greater 
disaster:  Highfliers  Teligent  and  Winstar 
blew  through  $4  billion  on  their  way  to 
bankruptcy. 

And  yet  a  new  generation  of  dreamers, 
who  have  rechristened  the  industry  as 
"broadband  wireless,"  are  rushing  to  try  it 
all  over  again.  At  least  a  half-dozen  equip- 
ment makers  have  developed  new  gear  that 
they  say  is  finally  a  legitimate  threat  to 
local  phone  and  cable  companies'  residen- 
tial Internet-access  offerings.  This  time, 
rather  than  serving  buildings  via  rooftop 
antennas,  they  plan  to  equip  homes  with 
small  antennas  that  can  be  hooked  to  lap- 
tops and  work  indoors.  A  little-noticed 
decision  by  the  Federal  Communications 
Commission  in  September  allows  fixed 
wireless  carriers — Sprint  and  WorldCom 
are  by  far  the  biggest — to  use  the  giant 
swath  of  airwaves  they  control  to  serve  not  just  the  homebound, 
but  some  mobile  users  as  well. 

If  successful,  broadband  wireless  will  collide  with  the  cellular 
industry,  which  is  now  upgrading  its  networks  to  provide  ubiq- 
uitous wireless  data  access.  It  will  also  run  head-on  into  the  new 
breed  of  Wi-Fi  companies,  which  offer  much  faster  wireless 
links,  albeit  in  a  very  limited  number  of  locations.  Broadband 
wireless  firms  hope  to  best  the  other  schemes  by  offering  the 
blanket  coverage  of  cellular  at  near- Wi-Fi  speeds. 

The  incipient  threat  can  already  be  seen  in  tiny  Pocahontas. 
Of  the  town's  900  homes,  19%  have  signed  up  for  the  new  ser- 
vice in  the  five  months  since  it  was  launched.  Pocahontas' 
broadband  usage  already  tops  the  U.S.  as  a  whole,  where  only 
7%  of  all  homes  have  a  high-speed  connection  according  to  the 
FCC,  which  defines  high-speed  as  any  connection  transmitting 
at  least  200  kilobits  per  second.  Nearby  Kingsley  and  Le  Mars  are 
building  copycat  systems. 

New  wireless  gear  may  finally  pose  A  REAL 
THREAT  to  phone  and  cable  companies. 


WI-FI 

PROS:  Cheap  and  fast.  Many 
networks  are  free  and  run  at 
speeds  of  several  megabits 
per  second. 

CONS:  Available  in  very 
limited  locations,  since 
most  cells  only  cover  a  few 
hundred  feet.  Congestion 
could  become  a  problem. 


BROADBAND  WIRELESS 

PROS:  Single  cells  can  cover 
50-plus  square  miles,  for 
good  urban  and  suburban 
coverage.  Speeds  of  half  a 
megabit  per  second  and  up. 
Uses  uncrowded  airwaves. 
CONS:  Least  proven. 
Few  big  name  backers. 
Slower  than  Wi-Fi. 


The  Iowans'  happy  experience  contrasts  with  that  of  users 
who  struggled  with  the  first  generation  of  equipment.  One  of 
the  biggest  such  installations  is  in  Phoenix,  where  Sprint  still  has 
more  than  10,000  customers.  The  problem  with  the  Phoenix 
gear,  like  all  early  equipment,  is  that  it  can  only  send  signals  in  a 
straight  line  unobstructed  by  trees,  hills  or  buildings.  Sprint 
technicians  had  to  crawl  up  on  rooftops,  installing  unsightly 
antennas  and  running  wiring  back  to  a  subscriber's  PC.  That 
added  several  hundred  dollars  and  several  hours  to  the  cost  of 
installation,  says  Cameron  Rejali,  who  runs  Sprint's  fixed  wire- 
less business.  "It  killed  the  economics." 

Now  better  electronics  is  resurrecting  the  business  model. 


The  brains  inside  many  of  the  new  systems  use  a  standard  called 
Orthogonal  Frequency  Division  Multiplexing,  which  breaks  a 
signal  up  into  different  parts  at  different  frequencies  that  avoid 
interfering  with  one  another.  OFDM  is  good  at  sending  "multi- 
path"  signals  that  can  bounce  off  walls  and  other  objects,  mak- 
ing indoor  antennas  a  reality.  (OFDM  is  also  the  key  technology 
behind  some  high-speed  Wi-Fi  systems.)  Another  group  of 
second-generation  fixed  wireless  systems,  being  developed  by 
companies  such  as  Soma  Networks  and  IPWireless,  are  based  on 
Qualcomm's  Code  Division  Multiple  Access  standard,  the  same 
technology  behind  3G  cell  phones.  In  general,  OFDM  works  best 
when  users  are  stationary.  CDMA  is  better  at  handling  users  on 
the  move. 

Both  flavors  of  the  technology  have  some  drawbacks.  As 
with  cable  modem  networks,  broadband  wireless  networks 
force  users  to  share  a  limited  amount  of  bandwidth.  The  single 
connection  used  by  townsfolk  in  Pocahontas  has  significantly 
smaller  capacity  than  most  cable  systems, 
at  a  total  3  megabits  per  second.  Just  6  of 
the  175  customers  running  their 
modems  flat  out  would  choke  the  sys- 
tem. So  far  that  hasn't  been  a  problem, 
says  city  administrator  Greg  A.  Fritz,  since  most  traffic  comes 
in  bursts. 

Even  with  its  drawbacks,  second-generation  gearmakers  say 
the  economics  now  work.  In  Pocahontas  the  town  picked  up  the 
tab  for  the  first  $30,000  antenna  and  offered  the  phone  company 
free  use  of  the  water  tower  to  mount  it  on.  Even  if  antennas 
aren't  subsidized  by  local  governments,  they  still  cost  just  under 
$200  per  user  while  the  modems  cost  another  $500.  If  users  pay 
a  standard  $30  a  month,  that  capital  cost  can  be  recouped 
quickly.  As  more  users  sign  on,  the  town  can  double  capacity 
simply  by  springing  for  an  additional  transmitter. 

The  only  thing  stopping  Charles  Buske  from  answering 
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Only  a  Xerox  Document  Centre"  shifts  your  office 

into  overdrive.  It  prints,  copies,  faxes,  scans  and  e-mails 

like  no  other.  Saving  you  time  and  money. 

There's  a  new  way  to  look  at  it. 


erformance  proves  it.  Top  companies  know  it. 
"hat's  why  86%  of  FORTUNE  500®  companies  rely     I  ' 
n  Document  Centre  Multifunction  systems  to  save 


tiem  time  and  money*  Our  unique  design  provides 
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maximum  network  performance.  The  result  is  cost- 
crunching  productivity  that  puts  your  business 
way  ahead  of  the  pack.  To  find  out  how  we  can  save 
your  business  time  and  money,  get  in  touch  today. 


lisit:  wiMw.xerox.com/vroom  Call;  1-800-ASK-XEROX  ext.VROOM 


THE  DOCUMENT  COMPACT 

XEROX 
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e-mail  via  laptop  while  eating  lunch  at  the  Pizza  Ranch  on  Main 
Street  is  the  antenna's  size  and  need  for  external  power.  NextNet, 
the  Minneapolis-based  company  that  makes  the  system,  says 
future  versions  will  solve  those  problems.  Eventually  the 
receivers  will  fall  in  cost  and  size  to  the  levels  of  a  $100  Wi-Fi 
antenna  card  that  fits  inside  a  laptop. 

The  new  broadband  wireless  operators  have  one  big  ad- 
vantage over  cellular  companies:  access  to  cheap  and  un- 
crowded  radio  spectrum.  The  main  slice  of  spectrum  licensed 
by  fixed  wireless  operators  was  originally 
designed  to  carry  wireless  cable  TV,  an 
industry  that  flopped.  Since  the  govern- 
ment never  bothered  to  put  the  spectrum 
to  better  use,  a  190-megahertz-wide 
swath  of  bandwidth  starting  at  the  2.5-gigahertz  frequency  lies 
virtually  unused.  That  happens  to  be  as  much  spectrum  as  the 
entire  cell  phone  industry  controls.  The  key  difference:  The  cell 
phone  spectrum  is  already  packed  to  the  bursting  point  with 
voice  calls. 

The  FCC's  September  ruling  was  just  the  lift  the  moribund 
industry  needed,  relaxing  the  limits  on  fixed  wireless  spectrum 
so  that  operators  could  connect  mobile,  and  not  just  stationary, 
antennas.  Suddenly  equipment  makers  such  as  Aperto  Net- 
works, NextNet  and  Iospan  Wireless  were  luring  investors  with 

IH£JA/EB 


visions  of  selling  people  connections  they  can  use  all  over  town. 
Sprint  and  WorldCom  also  saw  a  chance  to  revive  their  fixed 
wireless  dreams,  which  began  as  a  simple  attempt  to  circumvent 
the  local  phone  companies'  wires.  Other  happy  license  holders 
include  BellSouth,  which  has  licenses  in  much  of  the  Southeast, 
and  educational  institutions,  which  lease  out  their  licenses  to 
carriers.  Sprint  and  WorldCom — both  tight  on  cash — are  test- 
ing the  latest  gear,  but  haven't  launched  any  field  trials. 

Equipment  makers  such  as  Iospan  Wireless  say  the  new  sec- 


"Wireless  can  hit  a  lot  HIGHER  SPEEDS 
THAN  DSL  over  a  lot  longer  distances." 


ond-generation  networks  can  grow  the  same  way  the  cell  phone 
industry  did,  slowly  adding  transmitters  to  increase  capacity  as 
more  users  sign  up.  Iospan  says  its  gear  is  currently  sending  data 
to  a  modem  sitting  inside  a  stucco  apartment  building  in  San 
Jose  that  is  3  miles  away  from  the  transmitter.  Despite  the  dis- 
tance, peak  transmission  speeds  have  hit  6  megabits  a  second, 
says  Levent  Gun,  the  company's  chief  executive.  "That's  a  lot 
higher  speed  than  DSL  over  a  lot  longer  distances,"  he  boasts. 

The  industry  has  never  been  short  of  big  talk.  Perhaps  it  will 
finally  show  big  results.  F 


Candid  Cable 

No  more  false  alarms?  This  burglar  detector  has  a  nanny-cam  attached. 
You  can  see  your  house  over  the  Internet  |  by  chana  r.  schoenberger 


IN  ITS  NEVER-ENDING  SEARCH  FOR  A 
bigger  slice  of  the  household  budget, 
the  cable  industry  is  looking  to  one  of 
its  own:  William  Glasgow,  a  veteran  cable 
guy  whose  new  company,  Security  Broad- 
band, is  launching  a  home-alarm  system 
built  around  the  same  fat  data  pipe  peo- 
ple now  use  to  get  their  cable  TV  and  to 
surf  the  Web. 

The  average  household  cable  bill  has 
risen  a  meager  2%  a  year  since  1997.  The 
industry  spent  $55  billion  over  the  last 
five  years  installing  high-speed  data  net- 
works, but  just  8%  of  customers  have 
signed  up  for  broadband  service.  Home 
security  is  yet  another  sweetener,  such  as 
telephone  service  id  music  downloads, 
that  cablers  are  devising  to  boost  revenue. 
"The  cable  companies  love  it,"  says  Glas- 
gow of  his  product.  In  March  Comcast 
and  Cox  began  pilots  in  Sarasota,  Fla.  and 
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Las  Vegas,  respectively. 

Since  its  inception  in  1999,  the  Austin, 
Tex.-based  Security  Broadband  has  raised 
$60  million  from  the  likes  of  Comcast,  Cox 
and  Cablevision.  Their  execs  are  already 
buddies  with  Glasgow,  who  spent  20  years 
at  Austin-based  Prime  Cable,  a  privately 
held  operator  with  1  million  subscribers 


and  $500  million  in  revenue  at  its  peak. 
"The  founders  are  old  cable  bandits,"  says 
James  Shaw,  chief  executive  of  Shaw  Com- 
munications, a  Calgary-based  cable  firm 
with  2.2  million  subscribers.  Shaw's  com- 
pany put  $4.5  million  into  Glasgow's  outfit. 
Glasgow's  system,  called  Safe  Village,  is 
a  cross  between  a  traditional  phone-based 
burglar  alarm  and  a  hard-wired  nanny-cam 
network.  At  $499  (plus  a  $40  monthly  fee) 
it's  more  expensive  than  a  traditional  alarm, 
which  is  $99  plus  $28  a  month.  But  the 
high-speed  link  allows  homeowners  to 
monitor  their  property  via  the  Web  as  well. 
The  system  comes  with  a  camera  and  in- 
tercoms, and  can  shrewdly  reuse  many  of 
the  door  and  window  sensors  already  in- 
stalled by  competing  alarm  companies. 
He's  aiming  to  attract  both  people  without 
home  alarms  and  the  18%  of  alarm-service 
customers  who  switch  every  year. 


'ou  shouldn't  have  to  adapt  your  company  to  fit  some  imposing  enterprise  software  design.  At  Lawson,  we  create 
oftware  solutions  for  specific  industries.  Our  industry  experts  make  sure  of  it.  The  result  is  proven  software  that 
vorks  for  you.  With  deeper  functionality.  Fast,  seamless  implementation.  Rapid  return  on  investment.  Lower  total 
ost  of  ownership.  And  experienced  consulting  and  support  teams  to  meet  your  ongoing  needs.  Which  explains  why 
nany  of  our  customers  are  industry  leaders.  Details  await  you  at  www.lawson.com/truck3  or  call  1  -  800-477-1 357. 
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When  the  alarm  is  tripped,  the  alert 
goes  out  over  the  coaxial  cable  connec- 
tion as  well  as  the  copper  phone  line, 
which  is  easier  to  find  and  cut  during  a 
break-in.  Thanks  to  the  live  video  and 
audio  feeds,  the  monitoring  staff  can  see 
and  hear  what's  going  on  during  an  alert, 


can  turn  their  systems  on  and  off 
remotely  and  talk  to  people  in  the  house 
through  the  intercom.  To  keep  hackers 
out,  Security  Broadband  applies  128-bit 
encryption  to  the  data  packets  as  they 
travel  across  the  Internet. 

In  Sarasota,  Comcast  is  marketing  the 


alarm  outfit,  Automated  Secu- 
rity Holdings,  to  ADT  in  1999 
and  is  now  a  Security  Broad- 
band investor  and  director.  "It's 
everything  I  ever  dreamed  of 
having  as  an  alarm  operator," 
says  Buffett,  who  checks  on  his 
Sarasota  house  when  he  travels. 
Glasgow  is  wading  into  aj 
market  in  which  others  ara 
already  struggling.  After  a  year, 
a  New  York  outfit  called  Xan 
boo  has  only  4,000  customer 
on  its  Internet-linked  home 
alarm  system,  which  uses  cam- 
eras and  sensors  to  monitor 
doors,   windows,   and   ther- 
mostats for  $200  in  equipment 
plus  a  $10  monthly  fee.  Lacking 
a  central  station,  it  pages  the 
homeowner  when  an  alarm 
goes  off.  Xanboo  is  in  talks  with 
cable  and  phone  companies  to 
distribute  a  branded  version. 
BeAtHome,  a  similar  startup, 
has  already  flamed  out,  signing 
up  just  500  customers  before  its 
$5.5  million  sale  in  January  to 
San  Jose-based  Echelon  Corp.  I 
More  established  competi-| 
tors  have  dismissed  the  market  H 
altogether.  Number- two  Brink's  fi 
Home  Security,  a  Pittston  Co.|l 
unit,  is  not  now  selling  Inter-|i 
net-connected  systems.  "Well 
haven't  found  a  large  consumer  I 
demand  for  video  cameras  that  J 
are  connected  to  the  security!] 
system,"  says  Vice  President  Shawn  Lucht. 
If  Lucht  is  right,  Glasgow  may  have  toj 
consider  selling  his  alarm  service  to  busi- 
nesses rather  than  to  homes.  There's 
already    demand    here:    Honeywell's  L 
Ademco  unit,  the  biggest  security  hard- 
ware manufacturer,  just  introduced  -a 


Pi   ne  lines  are  EASIER  TO  FIND  AND  CUT  during  a  break-in. 


allowin  n  to  distinguish  between  a 

thief  breaking  in  and  the  family  dog 
knocking  over  the  coffee  table.  Glasgow 
hopes  the  ability  to  verify  emergencies 
will  cut  down  on  expensive  false  alarms, 
which  vastly  outnumber  burglaries. 

With  a  Web  browser,  homeowners 


service  to  its  30,000  high-speed  Internet 
customers.  Retirees  like  the  ability  to  look 
in  on  their  Florida  homes  during  the 
summer,  says  Lawrence  Schweber,  Com- 
cast's western  Florida  marketing  director. 
One  of  Comcast's  first  customers  is 
Thomas  Buffett,  who  sold  his  European 


CO 


Web-ready  control  panel  for  commercial 
accounts,  says  Gordon  Hope,  Ademco's 
vice  president  of  marketing.  Glasgow 
plans  to  test  a  corporate  product  with  a 
handful  of  cablers  by  year-end.  It  could  be  j 
an  easier  sell  than  convincing  Grandma  to 
allow  a  camera  in  her  boudoir.  F 
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UZIE  HAS  THE  LATEST  CELL  PHONE. 
UZIE  HAS  THE  FASTEST  LAPTOP 
UZIE  ISN'T  AS  CONNECTED  AS  SHE  THINKS 
HE  IS.  SHE  NEEDS  THE  SPRINT  PCS 
LEAR  WIRELESS  WORKPLACE! 


wireless  web  access,  advanced  voice  services, 
nagement  tools,  smart  devices  and  crystal-clear  calls. 

custom-packaged  for  your  company's  needs.  It's  also  supported 

the  largest  all-digital,  all-PCS  nationwide  network 

t  from  the  ground  up,  reaching  more  than  230  million  people. 

an  make  your  people  more  productive.  Get  the 

ole  Clear  Wireless  Workplace  story  at  sprintpcs.com 


Sprint 


Sprint  PCS 


TECHNOLOGY  I  DIGITAL  TOOLS  hy  Stf>phf>n  Manns 


New  Tricks  for  Palmtops 


VIA  DIFFERENT  ROUTES,  TWO  NEW  PALMTOPS  FROM 
Sony  and  Sharp  are  driving  portable  devices  into  new 
realms.  But  tantalizing  glimpses  of  developments 
such  as  a  built-in  camera,  music  player  and  Linux 
software  are  marred  by  jarring  potholes. 

As  pure  design,  Sony's  unique  $600  Clie  PEG-NR70V  will 
turn  heads.  The  svelte  clamshell's  color  touchscreen  can  flip 
and  swivel  like  the  ones  on  camcorders.  Software  keeps  the  dis- 
play right-side-up,  so  you  can  use  it  like  a  standard  palmtop  or 
open  it  like  a  notepad  and  thumb-type  on  the  built-in  key- 
board. A  silver  button  controls  a  tiny  camera  that  rotates 
around  the  hinge.  Slide-show  software  lets  baby  photos  bore 
your  pals  while  the  unit  charges 
in  its  cradle. 

The  Clie  offers  other  ad- 
vances, including  a  66  MHz 
processor  twice  as  fast  as  those 
in  other  Palm-based  units.  The 
screen's  high  pixel  count — at 
320-by-480  twice  as  many  as  on 
Pocket  PCs  and  more  than  four 
times  as  many  as  on  traditional 
Palms — makes  it  exceptionally 
crisp,  and  the  bright  backlight 
makes  it  readable  anywhere.  A 
dial  and  button  on  the  left  edge 
of  the  unit  let  you  perform 
many  tasks  with  one  hand. 

Built-in  remote  control  software  lets  you  use  the  infrared 
transmitter  to  operate  TVs,  VCRs  and  DVD  players  from  across 
the  room.  Detachable  earbuds  connect  to  a  shirt-clip  controller 
that  let  you  adjust  volume  or  skip  through  the  tracks  while  you 
keep  the  shell  closed  to  save  power.  There's  even  a  little  speaker, 
though  it  sounds  awful. 

But  when  design's  in  the  driver's  seat,  functionality  may  get 
detoured.  The  keyboard's  attractive  buttons  don't  always  work 
when  you  hit  them  off-center.  Though  other  thumbboards 
apply  a  function  or  shift  key  to  the  next  character  you  type,  this 
one  makes  you  hold  down  two  keys  at  once,  even  though  there's 
only  one  shift  key. 

The  camera  is  basically  a  toy.  The  240-by-320  pixel  resolu- 
tion is  not  even  enough  to  fill  the  screen,  and  the  lens  and  sen- 
sor deliver  lots  of  distortion.  It  may  be  good  enough  for  a  quick 
e-mail,  but  you  won't  want  to  print  these  pictures  on  paper;  at 
least  you  can  store  a  couple  of  thousand  on  a  $60,  128- 
megabyte  Memory  Stick. 

Sony's  audio  software  comes  with  the  unit,  runs  on  Windows 
computers  and  rips  CDs  into  files  in  Sony's  ATRAC3  format.  But 
those  files  force  you  to  use  special  hard-to-find  Magic  Gate 


What  can  you  cram 

into  an  organizer? 

A  camera,  remote 

control,  keyboard, 

a  tiny-page  Web 

browser  and  even 

that  geek's  delight, 

Linux  software. 


a 


Memory  Sticks  and  make  an 
extra  step  of  checking  tracks  intd 
and  out  of  the  Clie.  You  caq 
avoid  that  nuisance  by  transfer 
ring  standard  MP3  files  directly 
to  the  Clie,  but  its  software  won'j 
let  you  create  playlists.  You'd 
think  a  "personal  entertainment 
organizer"  would  include 
microphone  and  voice  recorded 
but  this  one  doesn't. 

Don't  expect  the  Clie's  extra 
pixels  to  improve  many  graphical  Palm  programs.  Most  are 
written  for  screens  160  pixels  wide  and  tall,  and  many — includ 
ing  the  movie  player  and  some  of  the  games  that  come  with  the 
Clie — look  as  grainy  on  the  Clie  as  they  do  on  lesser  models] 

Sony's  slideshow  is  one  of  the 
very  few  programs  that  can  seiz^ 
the  screen's  full  dimensions. 

Another  missing  link:  links 
For  now,  the  Clie  can  communi-i 
cate  with  the  outside  world  only 
via  the  PC-connected  cradle.  S« 
far,  no  modem,  Ethernet  adapter 
or  wireless  networking  solution 
of  any  kind  is  available.  Though 
they're  likely  to  arrive  sooner  of) 
ater,  this  grievous  omissioii 
makes  the  Clie  less  the  road- 
tool  it  could  be  and  more  a 
flashy  fashion  statement. 
Sharp's  $500  Zaurus  SLj 
5500  isn't  as  jazzy,  but  it  has 
a  few  tricks  of  its  own)' 


New  Sony  Clie: 
Looks  great 
takes  pictures, 
plays  music, 
lets  you  type- 
but  it's  weak  at 
communicating 
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now,  more  than  ever, 

feel  secure 

that  only  the  right  people 

access  your  Network. 

Keep  your  valuable  data  out  of  the  wrong  hands  with  the  power  of  Access  and  Security  solutions  from  Novell. 
Administrators  can  choose  one  or  multiple  authentication  methods  to  identify  users  with  absolute  certainty.  Users 
have  the  ease  of  a  single  enforceable  ID  they  use  anytime,  anywhere — resulting  in  up  to  a  95  percent  decrease 
in  password-related  help  desk  calls.  And  our  software  can  be  integrated  with  a  full  range  of  your  existing 
security  products,  from  password  protection  to  biometrics.  To  have  the  power  of  Novell  at  your  fingertips,  visit 
www.novell.com/soIutions/access_security  today. 

Novell 

the  power  to  chaNge 


right  2002  Novell.  Inc.  All  rights  reserved.  Novell  is  a  registered  trademark  .ind  the  power  to  change  is  a  trademark  of  Novell.  Inc..  in  the  United  Slates  and  other  countries 
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The  unit  includes  a  fast  206  MHz 
processor,  64  megabytes  of  memory, 
and  a  frontlit  color  touchscreen  with 
240-by-360  pixels.  The  control  panel  at 
the  bottom  slides  down  to  reveal  a 
thumbboard  as  quirky  as  the  Clie's.  But 
the  biggest  surprise  is  the  operating  sys- 
tem that  underpins  it  all:  a  version  of 
the  geek-beloved  Linux. 

That  may  sound  daunting.  It's  not, 
except  for  the  relative  dearth  of  avail- 
able software  and  the  cryptic  messages 
you  see  after  a  system  reset.  Otherwise, 
the  user  interface  is  more  like  a  Pocket 
PC's  than  a  Palm's,  but  simpler  and 
more  direct.  Miniature  word  process- 
ing, spreadsheet  and  presentation  pro- 
grams work  much  like  similar  software 
for  other  palmtops — that  is,  they  do  a 
lackluster  job  of  translating  Microsoft 
Office  to  the  small  screen.  The  e-mail 
software  omits  roadworthy  features  like 
the  ability  to  download  only  message 
headers,  but  it  can  handle  many  stan- 
dard attachments. 

The  gem  here  is  the  Opera  browser, 
which  literally  makes  the  most  of  the 
screen  by  displaying  Web  pages  in  a 
surprisingly  usable  "tiny"  mode  that 
lets  you  see  most  of  what  you  want 
without  having  to  scroll 
about.  It's  a  terrific  ' 
of  maximizing  Y> 
browsing  in  a  mil 
mum  of  space,  and 
would  be  downrigl 
dazzling  on  the  Cli 
screen.  Too  bad  il 
lacks  features  like 
the  ability  to  save 
pages. 

The  Zaurus 
has  SD  and  Com- 
pact Flash  card 
slots,  opening  it  to 
a  wide  range  of 
options,  provided 

Sharp  Zaurus: 
Linux  in  your 
pocket  and 
multiple  ways 
to  expand  will 
make  geeks 
drool  with  lust. 
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Windows:  The  Fix  Is  Not  In 


i 


n  court  Microsoft  fiercely  fights  being  forced  to  offer  modular  versions  of 
Windows  that  would  let  computer  makers  offer  functions  from  other  vendors.  In 
the  real  world  that  stance  seems  absurd  when  Microsoft  refuses  to  sell  you  an  in- 
tegrated version  of  Windows  XP  with  all  known  defects  corrected. 

Whether  you  buy  a  brand-new  computer  or  a  disk  in  a  Microsoft  box,  the  ver- 
sion of  Windows  XP  you  get  today  is  the  same  defect-plagued  one  that  arrived  last 
August.  Missing:  12  separate  fixes  Microsoft  calls  "critical"  (mostly  because  of  secu- 
rity gaffes)  and,  depending  on  the  machine,  a  dozen  or  so  more  of  varying  urgency. 

You  can  get  those  fixes  only  via  the  Web.  It's  about  a  15-minute  job  with  a  high- 
speed connection,  but  dial-up  customers  will  waste  several  hours  downloading  and 
installing  anywhere  from  16  to  45  megabytes— or  simply  not  bother  and  tempt  fate. 
Worse,  Microsoft  doesn't  always  give  you  everything  you  need  on  your  first  try.  The 
whole  policy  gives  new  meaning  to  the  term  "shoddy  goods."  It's  hard  to  think  of  an- 
other industry  where  customers  are  expected  to  repair  defects  whose  fixes  were  de- 
veloped months  before.  With  Bill  Gates  leading  the  way,  automakers  might  address 
defective  door  and  ignition  locks  not  by  fixing  them  at  the  plant  but  by  sending  cus- 
tomers a  box  of  parts,  a  collection  of  wrenches  and  a  link  to  online  instructions. 

Apple  routinely  supplies  operating  system  revisions  on  new  Macs.  But  Windows 
computer  makers  won't  include  bug  fixes  until  Microsoft  delivers  its  Service  Pack  I 
sometime  this  fall.  A  spokeswoman  said  that  "no  decision  has  been  made"  about 
whether  disk  versions  of  Windows  XP  will  be  revised  too.  Don't  bet  on  it.  Disk  ver- 
sions of  Office  XP  still  lack  the  bug  and  security  fixes  delivered  last  December  in  its 
own  Service  Pack  I.  Lucky  users  get  to  download  and  install  more  than  17  megabytes 
of  code  or  order  it  on  CD.  Microsoft  denounces  modularity  when  it  comes  to  competi- 
tion, but  embraces  it  when  it  comes  to  correcting  its  own  errors.  —  S.M. 


you  can  find  software  for  them.  Sharp  will  shortly  offer  a  CDP 
modem  and  service  I  wasn't  able  to  test,  but  I  did  try  a  $11 
Linksys  Wi-Fi  Compact  Flash  card  whose  drivers  are  include 
Except  for  a  design  that  keeps  you  from  retrieving  the  styl 
from  its  nook,  the  card  worked  fine  until  the  software  got 
confused  I  had  to  reset  the  system. 

That  was  hardly  the  only  problem.  The  annoying  Intd 
sync  synchronization  software  (whose  Clie  version  has  its  o' 
problems)  crashed  consistently  on  a  Windows  98  machine; 
with  Windows  XP,  it  forgot  to  upload  a  crucial  file  I  had  sent 
The  screen  cover  kept  falling  off  and  the  battery  kept  running 
out  of  juice. 

Linux  partisans  may  rally  around  this  unit.  They'd  better; 
in  the  short  run  only  they  will  be  able  to  fathom  what  software 
will  work  and  what  won't.  For  example,  programs  meant  to 
run  on  this  system  must  arrive  in  a  Linux  format  original!) 
designed  for  Compaq's  iPaqs. 

Sharp  may  have  some  success  selling  this  unit  to  compa- 
nies whose  developers  understand  the  intricacies  of  Linux  and 
Java.  Ordinary  consumers  may  want  to  steer  clear  until  th( 
Zaurus  gets  more  applications  and  a  better  handle  on  qualit] 
control.  f  i 


Forbes 


Stephen  Manes  (steve@cranky.com),  cohost  of  Digital  Duo,  has  been  covering 
technology  for  nearly  two  decades.  Visit  his  home  page  at  www.forbes.com/mane 
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Insights  By  Peter  Huber 

Silicon  Burrito 


THE  INDUSTRY  HAS  DUBBED  IT  THE  "SiP"— THE 
"System  in  Package."  Not  a  very  inspired  name,  per- 
haps, but  it  defines  a  very  important  new  family  of 
products.  The  SiP  looks  much  like  a  large  micro- 
processor chip,  and  isn't  much  bigger.  But  sealed 
inside  are  enough  components — processor,  memory,  power 
supply,  antenna,  lens,  sensor  and  so  forth — to  transform  the 
package  into  something  very  powerful. 

We  already  know  what  happens  as  you  pack  more  transis- 
tors onto  a  given-size  sliver  of  a  semiconductor  wafer — you 
progress  from  a  simple  calculator  to  a  Pentium.  But  there  are 
limits  to  how  far  single-chip 
solutions  can  be  pushed.  The  — 

bigger  the  chip,  the  worse  the  fcngllieeFS  are 

yields  at  the  chip  fab,  because  tfgff  jptf  vei"V  Clever 
any  one  flaw  can  ruin  the  whole 
device.  The  more  you  pack  on- 
to a  single  chip,  the  less  flexibil- 
ity you  retain  to  vary  the  mix  of 
functions  and  capabilities  that 
separate  chips  would  make  pos- 
sible. There  are  inescapable  ten- 
sions, too,  between  the  power 
supply  and  the  logic  circuits  in 
a  fully  functional  system,  which 
make  it  difficult  to  build  them 
both  onto  one  semiconductor 
substrate.  A  digital  eyeball  also 

needs  a  lens  above  the  semiconductor  to  transform  inbound 
photons  into  electric  currents.  A  transmitter  needs  an  antenna 
to  transform  currents  into  radio  waves. 

So,  sooner  or  later  you  stop  packing  more  functionality  onto 
single  chips  and  start  packing  more  chips  into  a  single  package. 
The  printed  circuit  board  has  been  the  standard  scaffold  for  this 
kind  of  packing.  But  it  spreads  things  out  a  lot,  which  slows 
down  performance. 

Introduced  in  1998,  the  "stacked  chip-scale  package"  marked 
a  big  advance  over  the  board.  Naked  chips  are  stacked  up  verti- 
cally and  interconnected  within  a  single  very  compact  package; 
the  circuit  board's  suburban  sprawl  gives  way  to  the  high-rise. 
Or  use,  instead,  a  flexible  tape,  and  roll  up  the  chips  to  create  a 
very  compact  "silicon  burrito."  Pack  additional  elements — resis- 
tors, capacitors  and  inductors—into  the  ■  ,\me  high-rise  or  bur- 
rito, and  you  have  a  SiP.  All  of  these  designs  shorten  wires,  boost 
speed  and  improve  the  overall  performan  <  for  much  the  same 
reason  that  smaller,  more  tightly  packed  gat  improve  the  per- 
formance of  an  integrated  circuit. 


about  packing  a 

lot  of  power  into  a 

small  space.  Good 

news  for  users  of 

cell  phones  and 
other  gadgets. 


Building  SiPs  requires  < 
whole  new  set  of  engineering 
skills.  A  tremendous  amount  ot 
expertise  must  go   into  thai 
architecture     and     electricajl 
design  of  the  package  as  a]  ' 
whole.  The  3-D  structure  o»| 
stacked  chips  is  inherentiy  morer 
difficult  to  power  and  cool  than  l 
the  2-D  alternative.  And  b» 
packing  power  circuitry  veriti 
close  to  the  logic,  a  SiP  moves] 
more  electromagnetic  noise  and  waste  heat  close  to  where  it  can , 
cause  the  most  trouble,  in  the  logic  elements. 

But  it  can  be  done.  Chip  manufacturers  are  doing  it.  Chill 
packagers  like  Amkor  are  also  emerging  to  package  chips  ano][ 
ancillary  components  in  much  the  same  way  companies  like : 
Dell  and  Compaq  package  printed  circuit  boards,  power  supjr 
plies  and  monitors.  Only  a  few  companies  have  these  chip-* 
packaging  skills,  and  they've  attracted  little  notice  in  the  mail 
ket  so  far.  jn 

That's  going  to  change.  All  the  logic  and  power  of  a  eel 
phone  is  now  rapidly  collapsing  into  a  handful  of  SiPs.  So  are 
the  components  required  to  interface  with  a  wireless  local  area  j 
network  (like  Bluetooth).  So,  too,  are  global-positioning-systenr  - 
navigation  systems.  So  are  digital  cameras.  (Some  2  milliorli 
camera-equipped  phones  were  sold  in  Japan  last  year;  Nokia  « 
introducing  one  soon,  as  is  Motorola.)  A  complete  fingerprintj 
scanner-plus-wireless-communications  link  can  now  b< 
reduced  to  a  chip-size  device,  which  can  then  be  deployed 
wherever  security  is  an  issue,  which  is  to  say,  just  about  every- 
where. SiPs  likewise  make  possible  the  poker-chip-size  memorj 
cards  that  facilitate  the  sharing  and  transfer  of  data  among  dig 
ital  cameras,  audio  players,  computers  and  other  devices.  Nex 
we'll  have  ultrathin  digital  ID  and  credit  cards. 

The  mainframe  collapsed  into  the  minicomputer,  whid 
then  collapsed  into  the  desktop,  which  collapsed  into  the  hand 
held.  The  SiP  defines  an  important  new  high-tech  layer  in  thi 
never-ending  push-down  dynamic.  Yesterday's  smaller,  simple 
chips  spawned  the  printed  circuit  board,  which  was — am 
remains — the  right  packing  structure  for  systems  that  requir 
hundreds  of  discrete  devices  and  components.  But  so  mud 
functionality  now  gets  packed  onto  the  individual  chip  tha 
many  complete  systems  can  be  assembled  out  of  far  fewer  com 
ponents — a  few  for  logic,  a  few  for  power  and  a  few  fo 
input/output.  The  packaging  company  takes  over  wherever  th 
single-chip  solutions  reach  their  inevitable  stopping  points.   I ! 


De 


PVirllPS      '>e,er  ^Ub8r  a  Manna,,an  Institute  senior  fellow,  is  the  author  of  Hard  Green:  Saving  the  Environment  From  the  Environmentalists  and  the  Digital  Power  Repot 
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SEOUL'S 

Digital  Media  Uity 


by  Michael  Bociurkiw 


ttadme 

neighborhood 
where  offices, 
chools,  homes, 
inment  centers 
and  streets 
ng  laboratores 
sst  state-of-the- 
irt  digital  media 


Seoul  Mayor  Kun  Goh 


Dlogy  developed  by  people  who  work, 
'e,  move  about  and  relax  in  these  places. 


iT i  d.  3  1  i  ! fcf  in  this  city  a  one-mile- 
long  Main  Street  where  inhabitants 
experience  innovative  displays 
and  technology  fresh  from  design 
labs.  From  interactive  kiosks  to 
■eaf-time  video  walls  to  instant  updates 
on  the  latest  events  and  offerings 
beamed  to  their  handhelds  and  mobile 
phones,  pedestrians  will  interact 
with  their  environment  in  a  whole  new 
way.  Invisible  to  them  is  an 
ultra-high-speed  wireless  LAN  that 
allows  Internet  access  from  anywhere. 

aSiVie  "Ether  Beetles" 

zipping  the  inhabitants  to  and 

from  meetings.  The  electric-powered 

"personal  transporters"  come 

equipped  with  voice  recognition 

software  that  responds  to  user  inputs. 


A  NEW  CENTER  OF  INNOVATION  FOR  EAST  ASIA 


''   his  is  the  vision  of  a  new  center  of  innovation  for  Asia  in  Seoul  called  Digital  Media 
[  City  (DMC),  a  6.6-million-square-meter  urban  renewal  project  with  a  terabyte-level 
►  communications  network,  ample  green  spaces  and  people-friendly  environment. 
Also  in  the  blueprints:  advanced  housing  for  media  firms,  comfortable  living  accom- 
modations, a  golf  course,  four  natural  theme  parks,  cultural  and  entertainment  venues  - 
even  a  science  museum  and  international  school. 

DMC  is  envisioned  as  an  incubator  for  all  elements  essential  to  the  creation  of 
digital  content:  broadcasting,  movies/animation,  games,  music,  software  develop- 
ment and  e-leaming.  The  site  itself  -  about  1.7  times  the  size  of  London's  Canary 
Wharf  development  -  will  become  a  testing  ground  for  many  new  products  and  ser- 
vices in  the  media  and  entertainment  field. 

"The  DMC  is  more  than  a  large-scale  urban  development  or  high-technology  office 
park,"  says  Professor  Michael  Joroff  of  the  Massachusetts  Institute  of  Technology  (MIT), 
an  adviser  to  the  project.  "It  is  an  incubator  of  creativity  and  cultural  fusion,  a  twenty- 
first-century  laboratory  for  urban  innovation  and  the  application  of  digital  media  tech- 
nology to  all  aspects  of  business,  personal  and  community  life." 

For  now,  what  visitors  to  the  DMC  site  in  the  Sangam-dong  district  will  see  is  two 
huge  landfill  mountains  flanked  by  the  new  World  Cup  stadium  sparkling  in  the  sun. 
Indeed,  visitors  might  find  it  hard  to  believe  that  the  riverside  site  -  the  last  undevel- 
oped parcel  of  land  in  Seoul  -  is  slated  for  completion  by  2010.  But  with  the  can-do 
spirit  found  in  a  country  that  has  hosted  the  Olympics  and  the  World  Cup,  few  doubt 
the  $1  billion  project  will  not  be  completed  on  schedule.  "The  DMC  will  get  built  and 
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occupied,"  says  Jeffrey  Jones,  the  president 
of  the  American  Chamber  of  Commerce  in 
Korea.  Yet  another  advantage  of  the  DMC  is 
that  it  will  be  located  in  the  Seoul  metropoli- 
tan region,  which  accounts  for  a  whopping 
45%  of  the  country's  population  and  eco- 
nomic activity. 

A  POSITIVE  VISION  FOR  THE  FUTURE 

DMC  officials  say  international  response  to 
the  project  has  so  far  been  very  encourag- 
ing, with  letters  of  intent  already  signed 
with  firms  from  Singapore,  the  U.S.  and 
Hong  Kong.  The  widely  respected  MIT 
Media  Lab  is  considering  establishing  a 
Media  Lab  East  in  Korea  and  is  working 
with  the  Seoul  Metropolitan  Government  to 
locate  it  within  the  DMC.  This  will  comple- 
ment existing  offshore  MIT-related  media 
labs  in  Ireland  and  India. 

The  semi-private  Korean  broadcaster, 
MBC,  is  considering  relocating  into  the  DMC 
and  plans  to  expand  its  output  of  digital 
media  products,  including  Internet  broad- 
casting. Because  of  the  great  infrastructure, 
generous  incentives  and  affordable  leasing 
prices,  foreign  digital  media  firms  are  already 
starting  to  negotiate  space  in  the  DMC. 

Korea  is  a  popular  Asian  base  for  foreign 
companies:  40%  of  the  world's  top  500 
companies  have  a  presence  here.  American 
companies  lead  the  pack  of  the  10,000 
multinationals  in  Korea.  The  Vice  Mayor  for 
Administrative  Affairs,  Hong-Bin  Kang,  says 
a  huge  advantage  of  locating  in  Seoul  is  the 
robust  links  firms  here  have  developed  with 
China.  "We  have  a  2,000-year  history  of 
coexistence  with  China,"  he  says. 

DMC  OFFERS  SPECIAL  BENEFITS 

In  addition  to  the  many  advantages  foreign 
firms  already  enjoy  in  Korea,  DMC  tenants 
will  further  benefit  from  low  land  and  lease 
rates,  progressive  bylaws,  tax  incentives, 
financial  assistance  and  eased  labor  laws. 
The  energetic  mayor  of  Seoul,  Kun  Goh, 
explains  that  unlike  many  other  tech  zones, 
the  DMC  isn't  being  built  from  scratch,  but  is 
based  on  a  robust  existing  infrastructure 
spread  throughout  the  Korean  capital.  Ana- 


lysts agree  that  a  vibrant  digital  media  cluster 
will  help  to  draw  firms  that  are  eager  to  ramp 
up  quickly.  "The  DMC  is  not  about  starting 
something  new.  A  lot  of  the  elements  are 
already  here,"  says  Joroff,  adding  that  Korea 
is  a  hotbed  of  innovation.  There  are  10,000 
startups  in  Korea,  and  another  2,500  were 
added  last  year  alone  for  a  total  of  12,500. 
Almost  half  of  these  are  located  in  the  Seoul 
metropolitan  area,  including  one  that  created 
the  first-ever  cartoon  character  on  the  Internet. 

Investors  are  pleased  that  the  President  of 
South  Korea,  Kim  Dae-Jung,  is  a  strong  pro- 
ponent of  a  knowledge-based  economy  and 
is  solidly  behind  the  project.  As  a  further  vote 
of  confidence,  the  national  government  will 
move  its  Cultural  Contents  Promotion  Center 
to  the  DMC. 

Mayor  Goh  points  out  that  some  60  cities 
with  a  population  of  more  than  one  million 
each  are  within  a  three-hour  flight  from 
Seoul,  many  of  them  in  the  booming  China 
region.  Just  30  minutes  from  the  DMC  is  the 
new  Incheon  International  Airport,  a  favorite 
of  business  travelers  and  a  major  passenger 
and  cargo  hub  for  East  Asia  that  offers  easy 
connections  to  the  rest  of  the  world.  When 
North  Korea  opens  up,  the  train  station  at  the 
DMC  will  offer  easy  access  to  destina- 
tions in  the  North  and  in  China.  "This  area 
has  good  linkages  between  Pacific  Rim 
economies  and  European  economies,"  says 
Goh.  "We  are  working  hard  to  improve  the 
business  climate  and  foreign  investment 
environment  in  Seoul." 

HIGH-TECH  HAVEN 

No  one  disputes  the  fact  that  Seoul  provides 
an  excellent  proving  ground  for  new  techno- 
logical innovations  in  the  digital  media 
sphere.  The  city  is  home  to  the  world's  most 
wired  population:  more  than  80%  of  house- 
holds have  Internet  access,  and  broadband 
penetration  is  the  highest  in  the  world. 

The  city  is  already  the  center  for  the  export 
o'  the  so-called  Korean  Wave  -  compelling 
cultural  products  ranging  from  movies  and  TV 
shews  to  musical  scores  and  theatrical  pro- 
ductions. A  global  meeting  place,  Seoul  hosts 
more  international  conferences  than  Tokyo.  "I 


.believe  Seoul  is  the  right  place  to  combir 
and  culture,"  says  Goh. 

More  than  60%  of  Koreans  carry] 
phones,  and  Korea's  telcos  are  leaders  ir 
phone  services,  offering  high-speed  wire 
transmission  of  video,  data  and  voice.  In 
securities  markets,  about  70%  of  all  si 
trades  are  retail,  and  about  70%  of  thosJ 
done  online.  "South  Korea  has  emergd 
a  vibrant  laboratory  for  mobile  content 
applications,"  says  the  Beijing-based  I 
suiting  firm  BDA  China  Ltd.  Some  oi 
world's  best-known  technology  firma 
Seoul  their  home.  The  area  ofTehran-roJ 
known  as  Venture  Valley,  has  firrri 
telecommunications,  e-commerce  and  u 
technology  churning  out  cutting-edge  j 
ucts  and  services. 

Seoul  realizes  that  in  the  race  to  nuj 
its  own  knowledge-based  industries,  it 
about  human  resources.  There  are  52  h 
educational  institutions  in  Seoul,  comp 
of  39  four-year  universities  and  13  twd 
colleges.  The  number  of  students  stud 
abroad  is  increasing  steadily,  from  102 
in  1994  to  132,627  in  2001.  Many  of  tl 
students  go  to  English-speaking  coud 
for  academic  degrees,  and  41 ,000  of  thl 
students  are  studying  in  the  U.S.  all 
making  Korean  students  the  fourth-lal 
student  population  in  the  American  eel 
tional  system  after  China,  Japan  and  I 
Some  70,000  graduates  hit  the  mat 
every  year  and  there  are  more  Ph.D.sl 
you  can  count. 

With  all  these  positive  factors,  the  DM 
poised  to  become  one  of  the  most  ac 
business  bases  in  the  world.  The  project 
go  down  in  history  as  yet  another  acrj 
ment  in  the  phenomenal  Korean  econo 
success  story. 

The  Seoul  Metropolitan  Government  is  launchmgl 
Media  City  in  an  international  forum  May  3,  2002. 


For  more  information  about 

DMC,  please  contact: 

Office  of  Digital  Media  City, 

Seoul  Metropolitan  Government, 

Phone:  +82-2-3707-8739;  Fax:  +82-2-3707-( 

E-mail:  nkw6568@metro.seoul.kr 

Or  visit  www.dmc.seoul.kr 


Summer  Olympiad   1988 

lost  10  the  world 


Semiconductors  81  TFT  LCD 
Samsung  Electronics  leads  the  world 


tMT  2000  2000 

SK  Telecom 

World's  1st  commercialized 

synchronous  IMT-2000  service 


The  first  FIFA  World  Cup  to  be  held  in  Asia 
Korea,  along  with  Japan,  is  fully  prepared. 


2010  Seoul  DMC 

Digital  Media  City 


Imagine: 


• A  city  with  the  world's  leading  internet  and  mobile  telecommunications  infrastructure. 

•  A  futuristic  community  of  R&D  centers,  digital  industries  and  green  spaces,  all  built  on  the  bedrock  of  the  world's 
leading  high-tech  infrastructure. 

•  And  imagine  all  this  within  30  minutes  of  Asia  newest  airport, 
putting  you  within  striking  distance  of  over  1.5  billion  people. 


Interested? 

•  Enter  the  portal  to  Seoul  Digital  Media  City,  a  development  where  culture  meets  creativity, 
where  East  meets  West,  where  innovation  meets  investment,  and  where  today  meets  tomorrow. 

•  If  your  business  is  looking  to  realize  the  maximum  potential  of  digital  media,  contact  us  now. 


DMC 

digital  media  city 


www.dmc.seoul.kr 
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Gives  her  broker  investment  ideas. 


Is  taking  her  company  public. 


Earns  more  than  her  CEO  husbam 
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Wonders  why  anyone  would  be  surprised. 
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Today,  more  women  are  making  moi  i; . 
money  in  more  ways  than  ever  befor 
Phoenix  has  been  helping  people  who've 
done  well  do  better  for  more  than  150  years.    || 


Money.  It's  just  not  what  it  used  to  be 


To  learn  about  our  products  and  services, 
ask  your  financial  advisor  and  visit  us 
at  phoenixwm.com. 


Phoenix 


WEALTH      MANAGEMENT 


BPD10922-C 


nix  Life  Insuran 


,.ent  provided  by  Phoenix  Investment  Partners  through  its  subsidiaries.  Insurance  and  Annuities  issued  by  Phoenix  Life  Insurance  Comp 
ast  Greenbush,  NY)  and  its  insurance  subsidiaries.  Members  of  The  Phoenix  Companies.  Inc.  ©2002  The  Phoenix  Companies, 


MARKETING 


Smooth 
Operator 

igh  society  has  warmly  embraced 
lotox.  Now  Allergan  aims  to  exploit  the 
|ar  of  aging  in  middle  America. 


SANIE  WELLS 
OTOX  INJECTIONS  ARE  ALL  THE 
rage   among   wrinkle-phobic 
entertainers  and  Park  Avenue 
ladies-who-lunch.  At  certain 
parties,  along  with  cocktails  and 
liapes,  you  may  be  served  syringes  filled 
Ith  Botox  (administered  by  doctors,  of 
lurse).  Now  Allergan,  maker  of  Botox, 
nts  to  spread  fear  of  "brow  furrow" — 
;- related  vertical  lines  between  the  eye- 
dws — to  middle  America.  Says  Mitchell 
in,  vice  president  of  development  for 
tox  at  Allergan  in  Irvine,  Calif.:  "I  think 
•men  in  Des  Moines,  if  they  become 
are  of  Botox,  will  want  it." 
And  become  aware  of  it  they  will,  now 


that  the  Food  &  Drug  Ad- 
•  ministration  has  approved 

the  promotion  of  Botox  for 

cosmetic  uses. 

"Worried  about  losing 

your  'wow'?"  purrs  the 
female  voice-over  in  the  company's  first 
TV  commercial  for  Botox  Cosmetic.  Six 
ageless-looking  40-plus  women — each  of 
whom  agreed  to  at  least  five  Botox  injec- 
tions apiece  for  the  commercial — are 
shown  cooking,  dancing  or  cavorting  with 
their  kids.  The  voice-over  then  suggests 
that  viewers  talk  to  their  doctors  about 
Botox.  The  ad  effort  from  Grey  World- 
wide, which  includes  a  print  campaign, 
was  created  after  market  research  showed 
that  a  number  of  middle-aged  women  feel 
"invisible"  after  hitting  40  or  50,  says 
Thomas  A.  Albright,  senior  director  of 
marketing  for  Botox  Cosmetic.  The  ad  tag 
line:  "It's  not  magic.  It's  Botox  Cosmetic." 
The  company  considered  using  a 


celebrity  spokesperson  in  its  ads  but 
decided  against  it  after  hearing  in  a 
Chicago  focus  group  that  participants 
believed  Botox  was  only  for  "Cher  or 
Madonna."  "We  think  it's  more  persua- 
sive to  think  of  your  next-door  neighbor 
using  it,"  says  Allison  Bailey,  a  vice  presi- 
dent at  Grey  Worldwide. 

The  ad  campaign  is  part  of  a  $50  mil- 
lion marketing  effort  this  year,  which  will 
also  include  media  parties,  publicity  in 
women's  magazines  and  information  for 
doctors'  offices.  Allergan  expects  Botox  to 
bring  in  as  much  as  $420  million  in  total 
sales  at  the  company  in  2002,  up  35%  over 
last  year,  with  a  gross  margin  of  80%. 
(Botox  Cosmetic  accounted  for  roughly 
$100  million  of  last  year's  sales.)  The  rest 
of  Allergan's  $1.6  billion  in  2001  revenues 
came  from  from  eye-  and  skin-care  prod- 
ucts. So  far,  Botox  Cosmetic  has  done 
pretty  well  without  any  marketing  assis- 
tance from  Allergan — 300,000  or  so  peo- 
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Start  a  business. 
End  poverty. 

It's  that  simple. 


MARKETING 


Ivlary  Nuamah  started 
a  small  Business,  a  mechanized 
palm  oil  mill,  in  impoverished 
rural  Ghana.  She  counted  on 
business  advice  and  training 
from  a  non-profit  organization 
named  TechnoServe.  With  the 
profits,  she  could  make  a  better 
life  for  her  three  children.  The 
mill  helped  50  other  women  in 
her  village  to  produce  more  oil, 
so  they  could  make  better  lives 
for  their  families.  Twenty-eight 
other  villages  saw  the  benefits  of 
the  mill  and  built  ones  of  their 
own.  And  the  ripples  of  prosperity 
spread. Call  i -80099 WORKS 
to  make  a  contribution  and  to 
help  TechnoServe  help  other 
Mary  Nuamahs  transform  their 
world.  It's  smart,  and  it  works. 
On  average,  each  dollar  you  give 
will  bring  $5  of  oenerits  to 
entrepreneurial  men  and  women 
in  rural  Africa  and  Latin  America. 


vww.teotuu  iserve.org 


m 


TechnoServe 

Business  Solutions  to  Rural  Poverty 


pie  got  injections  last  year.  The  problem 
Allergan  may  have  in  meeting  its  sales  tar- 
gets is  that  many  of  the  people  who  might 
be  inclined  to  try  the  injections  of  botu- 
linum  toxin  type-A  have  already  done  it. 
(The  toxin,  a  protein  made  by  the  bacteria 
that  cause  deadly  botulism,  blocks  trans- 
mission of  a  nerve  signal.) 

Botox  has  been  approved  to  treat  peo- 
ple with  muscle-control  disorders,  such  as 
uncontrollable  blinking  and  crossed  eyes, 
since  1989.  But  after  physicians  noticed 
that  patients  treated  with  Botox  had  fewer 


pany's  p.r.  executives,  both  women,  had 
been  injected  until  a  reporter  showed  up 
recently.) 

Pyott  frets  that  shoddy  practitioners 
could  hurt  Botox,  which  can  temporarily 
cause  droopy  brows  and  swallowing  diffi- 
culties when  improperly  injected.  That's 
why  Allergan,  as  part  of  its  marketing 
effort,  will  encourage  people  to  go  to  der- 
matologists or  plastic  surgeons  for  their 
three-  or  four-times-a-year  treatments — 
which  cost  upwards  of  $400  each — 
instead  of  beauty  salons  or  cut-rate  store- 


Head  shot:  Five  injections  of  Botox  Cosmetic  generally  wipe  away  the  furrowed  brow. 


facial  lines,  an  increasing  number  of  doc- 
tors since  the  mid-1990s  have  used  it  to 
reduce  forehead  creases  and  crow's  feet 
wrinkles,  which  are  caused  by  muscle 
contractions  right  under  the  skin.  Possible 
side  effects  include  headache  and  nausea. 
For  Allergan,  FDA  approval  of  Botox 
Cosmetic  comes  at  an  important  time. 
The  company  has  racked  up  impressive 
sales  based  on  nothing  but  word-of- 
mouth  from  doctors  and  patients.  But 
Allergan  desperately  needs  additional — 
and  repeat — customers,  if  Botox  is  going 
to  be  the  $l-billion-a-year  product  that 
Allergan  higher-ups  ardendy  hope  it  will 
be  by  2005.  "We  don't  want  this  to  be  a 
fad,"  says  Allergan  Chief  Executive 
David  Pyott,  who,  like  many  top  execu- 
tives at  Allergan,  hasn't  received  any 
Botox  injections.  (Neither  of  the  com- 
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front  practitioners.  (Botox  Cosmetic 
limits  distribution  mostiy  to  physicians; 
pharmacies  won't  stock  it.)  "This  isn't 
injection-by-numbers,"  says  Pyott.  "There 
is  an  art  to  Botox." 

And  an  art  to  selling  somethin 
named  for  one  of  the  world's  deadliest 
natural  poisons.  Allergan's  market 
research  showed  that  even  people  who 
don't  know  exactly  where  Botox  comes 
from  know  there's  something  unsavory 
about  its  source.  "Isn't  it  some  kind  o 
snake  venom?"  Albright  recalls  one 
woman  asking.  "Isn't  it  elephant  urine?" 
another  remarked.  "We  inherited  the 
name,"  Albright  sighs.  "We  wouldn't  have 
chosen  it." 

No  matter.  In  the  contest  between 
sense  and  sensibility,  vanity  wins 
every  time.  F 


J 


WHAT  HAPPENS  WHEN 

1.6  MILLION  men  BELIEVE  they  can 

make  a  DIFFERENCE? 


THEY  ACTUALLY  DO. 


We  are  the  Knights  of  Columbus.  But  we  are  more  than  just  1.6  million  members 
worldwide.  We  are  mentors,  leaders,  and  humanitarians.  Last  year,  we  volunteered 
over  55  million  hours  to  help  the  needy  and  better  our  communities.  We  raised  over 
$115  million  for  charities  and  local  churches.  At  the  same  time,  our  $44  billion 
life  insurance  programt  provides  financial  security  to  our  members  and  their 
families.  We  are  able  to  do  these  things  not  only  because  we  believe  we  can  make 
a  difference,  but  because  we  know  we  can. 


ATHE  KNIGHTS 

"  OF   COLUMBUS 

In  service  to  One.  In  service  to  all. 


^ 


*    Standard  &  Poor's  AAA  (Extremely  Strong) 
A.M.  Best  A++  (Superior) 


A    CATHOLIC    FAMILY    FRATERNAL    SERVICE    ORGANIZATION 


Ironically,  the  fractional  jet  company 

that  makes  the  most  financial  sense 
isn't  the  one  run  by  the  financier. 

It's  the  one  run  by  the  pilot. 


Perhaps  that's  not  so  ironic. 


It  took  a  financier  to  make  fractional  jet  ownership  a  good  idea.  It  took  a  pilot  to  make  it  a  great 
one.  From  Flight  Options  CEO  Kenn  Ricci,  a  fully  licensed  pilot,  comes  this:  a  new,  no-load 
approach  to  the  fractional  ownership  of  a  new  jet.  We  call  it  Factory  Supported  Pricing.  You'll 
call  it  cost-effective.  New  jets  don't  cost  as  much  to  operate,  so  Flight  Options  passes  on  the 
savings  to  you.  The  financier  pockets  them.  What's  more,  you'll  always  fly  a  new  jet  with  the 
only  company  that  offers  dedicated  crewing,  just  like  the  military.  Exercise  your  options  by 
calling  1-877-703-2348.  Orvisitflightoptions.com. 


F  L 


Selected  new  and  pre-owned  models  available:  Gulfstream  IV,  Challenger  601-3A,  Falcon  50,  Hawker  800XP.  Hawker  800A,  Citation  III,  Citation  V,  Beechjet  400A,  CitationJet  and  King 


ENTREPRENEURS 


icentives  matter.  Definity  Health  aims  to  capitalize  on  that  simple  law  of  economics. 


Y  ZINA  MOUKHEIBER 

OPPORTUNITY  CAN  LIE  BURIED  IN 
the  notes  to  consolidated  state- 
ments. Anthony  Miller  was  dig- 
ging through  the  1998  income 
statements  of  several  HMOs 
men  it  dawned  on  him  that  nary  a  one 
as  making  money  without  raising  prices 
bove  the  averages.  Digging  deeper,  he  was 
l/en  more  startled  to  learn  that  75%  of 
jmericans  spend  less  than  $1,000  a  year 


on  health  care,  even  though  employers 
were  spending  an  average  $3,800  per  em- 
ployee in  1998.  In  effect,  the  many  young 
and  healthy  workers  were  subsidizing  the 
few  who  frequently  visited  doctors. 

What  would  happen  if  consumers  had 
a  more  direct  stake  in  medical  costs?  By  giv- 
ing them  discretionary  accounts  for  their 
health  care,  Miller  thought  most  people 
would  think  twice  before  rushing  to  the  ER 
to  treat  a  bad  cold.  They  would  demand 


generic  drugs  over  pricier  branded  ones. 
Doctors  and  hospitals,  he  figured,  might  be 
subjected  to  the  same  kind  of  comparison 
shopping  as,  say,  DVD  players.  That's  how 
Definity  Health  in  St.  Louis  Park,  Minn, 
came  into  being. 

The  plan  works  like  this:  A  self-insured 
company  typically  gives  an  employee  who 
is  single  $1,000  in  pretax  health  care  money 
to  spend  without  restrictions  ($1,500  for  a 
childless  couple,  $2,000  for  families).  Ex- 
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Intensive  Care 

With  medical  costs  spiraling  upwards  once  again,  new 
health  care  solutions  are  an  absolutely  critical  Rx. 


IlOn   Projected  spending  on  health  care 
in  the  U.S.  this  year. 

<3  /O   Proportion  of  employees  who  account  for  50% 
to  60%  of  health  care  costs. 

11011   Number  of  Americans  belonging 
to  private  managed-care  programs. 

JUU  The  estimated  average  annual  cost  of 
health  care  per  employee,  up  25%  from  2000. 

Sources:  Definity  Health;  William  M.  Mercer. 


ceed  that  amount  and  you're  responsible 
for  a  $500  deductible,  after  which  your  em- 
ployer picks  up  80%  to  100%  of  the  bills. 
Unspent  balances  are  rolled  over  for  the 
next  year. 

Like  HMOs,  Definity  lands  discount 
deals  with  providers,  including  Beech  Street 
and  Private  Healthcare  Systems  (which 
have  combined  networks  of  400,000  doc- 
tors and  3,500  hospitals).  For  mail-order 
drugs  it  turns  to  Merck-Medco. 

The  idea  is  to  give  employees  enough 
information  to  make  reasonable  choices. 
At  Definity's  Web  site  members  can  check 
their  account  balances,  view  claim  transac- 
tions and  compare  prices.  Want  a  consul- 
tation on  your  blood  pressure?  You  can 
spend  $45  to  $61  in  the  provider  net- 
work— or  $67  to  $73  by  going  outside  it. 
A  month's  supply  of  the  allergy  medicine 
Allegra  costs  $33  at  the  pharmacy,  versus 
$30  via  mail  order. 

At  36,  Miller  is  already  an  old  hand  at 
health  care.  He  worked  for  I  (MO  giant  Unit- 
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edHealth,  then  quit  to  earn 
his  M.B.A.  at  Cornell  Uni- 
versity. As  a  consultant  at 
Deloitte  &  Touche  he  grew 
disillusioned  when  HMOs 
started  nickel-and-diming 
doctors  and  patients.  With 
two  colleagues,  Craig  Swan- 
son  and  Marcus  Julian, 
Miller  started  looking  for  al- 
ternative models  and  fas- 
tened onto  a  federal  law  that 
encourages  medical  savings 
accounts  for  companies  with 
fewer  than  50  employees. 
The  same  kinds  of  defined 
contribution  plans,  they  fig- 
ured, could  work  at  larger 
self-insured  employers,  even 
though  these  big  companies 
and  their  employees  would 
not  get  quite  the  same  tax 
advantages. 

In  April  1998  they 
pitched  the  idea  to  United- 
Health, then  Deloitte,  hop- 
ing for  funding.  No  nibbles. 
"They  told  us  three  guys 
couldn't  change  health  care," 
recalls  Miller.  Two  months 
later  they  quit  to  form  their 
own  company,  taking  five  colleagues  with 
them,  and  nailed  down  the  model.  The 
Definity  plan  would  cost  companies  $400  a 
month  for  each  employee,  versus  $467  for 
an  average  HMO.  Out  of  the  $400  Definity 
would  pocket  up  to  10%  in  fees. 

Backers  proved  easier  to  find  than  cus- 
tomers. With  an  investment  commitment 
from  PricewaterhouseCoopers,  Miller  per- 
suaded the  likes  of  Kohlberg  Kravis 
Roberts,  Bain  Capital  and  Merrill  Lynch  to 
cough  up  $48  million,  leaving  the  founders 
and  management  with  a  20%  stake. 

Miller  caught  a  break  in  May  2000.  Fac- 
ing a  10%  annual  jump  in  its  health  care 
costs,  medical  device  maker  Medtronic  in- 
vited Miller  to  meet  with  its  HMO. 
Medtronic  suggested  the  managed-care 
provider  combine  its  network  of  doctors 
with  Definity's  personal-care  accounts.  No 
way,  said  the  HMO;  consumers  had  no  in- 
terest in  making  medical  decisions. 
Medtronic  didn't  appreciate  the  HMO's  in- 
transigence and  ended  up  offering  Defin- 


ity's plan  to  75%  of  its  20,000  employees 
(so  far,  16%  have  enrolled). 

Jo  date,  Definity  has  signed  up  18,000 
employees  (42,000  members  including  de- 
pendents), up  from  2,500  employees  in 
'2001.  Clients  include  Budget,  the  super- 
market chain  Hannaford  Brothers, 
Louisiana  State  University  and  Textron. 
Miller  claims  that  97%  of  his  members 
reenrolled  in  2002,  compared  with  88%  to 
92%  for  HMOs. 

The  plan  has  made  a  discernible  differ- 
ence to  Ridgeview  Medical  Center,  a  hos- 
pital chain  in  Minneapolis  with  1,400  em- 
ployees. Since  January  2001, 85%  of  the  800 
employees  who  get  their  health  coverage  at 
Ridgeview  have  signed  on  with  Definity. 
Chief  Executive  Robert  Stevens  has  seen 
radical  changes  in  their  choices:  28%  of 
employees  have  rolled  over  their  accounts 
into  2002,  and  19%  haven't  even  dipped 
into  their  accounts;  60%  have  used  gener- 
ics, up  from  28%  in  2001.  His  people  are 
four  times  more  likely  to  rely  on  Definity's 
nurse  phone  line  to  inquire  about  treat- 
ments before  going  to  the  doctor  than  they 
were  under  traditional  plans.  Stevens  saya 
Ridgeview  saved  nearly  $500,000  through 
the  first  nine  months  of  last  year. 

Miller  needs  lots  more  Ridgeviews. 
Though  he  insists  that  Definity  will  pull  in 
$7  million  in  revenues  this  year,  up  from 
$500,000  in  2001,  the  company  has  never 
earned  a  nickel.  Break-even,  Miller  hopes^ 
will  come  next  year,  if  the  company  can 
generate  sales  of  $22  million. 

A  big  if,  even  though  the  idea  of  per^ 
sonal  medical  accounts  is  catching  on.  This 
month  the  New  York  State  Association  on 
Health  Underwriters  is  holding  its  first  con-l 
ference  on  the  topic.  According  to  a  2001] 
survey  by  consultancy  William  M.  MercerJ 
29%  of  companies  with  20,000  or  morl 
employees  are  likely  to  adopt  such  plana 
within  the  next  two  years. 

Others,  naturally,  are  getting  into  the 
act.  Courting  the  same  customer,  LumenoJ 
in  Alexandria,  Va.  has  signed  up  15,00(1 
members.  Aetna,   Humana   and,  yea 
UnitedHealth    Group    have    recently  f 
launched  similar  plans  or  are  about  toll 
"This  is  the  first  truly  new  product  in  "RO 
health  care  in  1 5  years,"  says  Michael  Mc 
Callister,  chief  executive  of  Humana.  Buti 
alas,  there's  no  patenting  a  good  idea.     ( 
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THE  FRENCH  CONNECTION 


Dallas  restaurateur  WALLACE  DOOLIN  aims  to  bring  a  taste 
of  the  Loire  Valley  to  a  strip  mall  near  you. 


BY  LYNN  J.  COOK 

WHEN  THE  SUN  GOES  DOWN, 
crowds  descend  upon  La  Made- 
leine for  French  food — served 
cafeteria-style.  Aromatic  chickens  rubbed 
with  butter  and  rosemary  turn  slowly  on 
spits.  Flaky  napoleons  and  fat-laden 


eclairs  line  glass  cases  near  the  exit.  La 
Madeleine  isn't  on  Paris'  Rue  Vignon.  It's 
on  Dallas'  Mockingbird  Lane,  where 
baguettes  and  boeufen  croute  have  been 
dished  up  since  1983. 

The  bakery-and-bistro  chain  was 
founded  by  Tours  (France)  native  Patrick 


Esquerre,  with  the  help  of  his  motherm 
recipes.  Today  La  Madeleine  has  musq 
roomed  to  62  locations  in  seven  states— 
from  New  Orleans  to  Washington,  D.C 
Petty  squabbling  and  a  botched  foray  int< 
Chicago  stalled  a  larger  expansion  effort] 
Until  now.  In  December  privately  hel^ 
Paris-based  Groupe  Le  Duff  bought  IJ 
Madeleine  for  a  reported  $60  million  an< 
lured  Wallace  Doolin  from  Carlson  Restaii 
rants  Worldwide  with  an  undisclosed  e 
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Left  for  Beijing 

MH84  via  Kuala  Lumpur 


Left  for  Tokyo 
MH92  non-stop 


Left  for  Mumbai 

MH194  via  Kuala  Lumpur 


Left  for  Bangkok 
MH782  via  Kuala  Lumpur 


Left  contracts  at  home. 
Left  the  next  day. 


■   DAILY  FLIGHTS  FROM  LOS  ANGELES  TO  KUALA  LUMPUR. 

372  FLIGHTS  A  WEEK  FROM  KUALA  LUMPUR  ACROSS  ASIA. 

Whether  for  business  or  pleasure,  the  next  time  you  fly  to  Asia,  you'll  already  have  all  the  right  connections. 

Malaysia  Airlines  flies  7  times  a  week  from  Los  Angeles  to  Kuala  Lumpur. 
And  from  Kuala  Lumpur  to  45  major  destinations  throughout  Asia.  Everyday,  Malaysia  Airlines  flies  more  than 

40,000  passengers  to  over  100  destinations  around  the  world.    | 

Fa  more  information,  please  call  Malaysia  Airlines  at  1 -80O552  9264.  your  travel  agent,  or  visit  www.malaysia-arrlines.com.  Some  flights  operated  on  code  share  arrangement. 
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uity  stake  and  a  board  seat.  La  Madeleine 
will  remain  French,  Doolin  promises,  but 
the  new  business  plans  are  staunchly 
American.  The  chain  refuses  to  disclose 
profits  on  revenues  of  $125  million  last 
year.  "If  we  can't  double  that  in  five  years, 
we've  totally  failed,"  says  Doolin.  "But  I 
think  we  can  do  much  more." 

Doolin,  55,  has  built  an  impressive 
resume.  As  chief  executive  of  Carlson 
Restaurants,  he  exported  the  fried  cheese 
and  snappy  service  of  TGI  Friday's  to  the 
four  corners  of  the  world.  He  closed  his 
13-year  tenure  in  April  with  the  grand 
opening  of  the  20th  TGI  Friday's  in  South 
Korea,  in  Goyang,  where  he  rode  out  the 
Vietnam  War  serving  in  the  U.S.  Army. 

But  taking  La  Madeleine  into  every 
major  North  American  city,  as  Doolin 
grandly  proposes,  may  not  be  as  easy  as 
unfurling  another  red-and-white  canopy 
for  the  burger-and-fries  crowd.  With  695 
units  worldwide,  TGI  Friday's  grew  on  the 
backs  of  franchisees.  La  Madeleine  spends 
$1  million  to  open  a  new  store — and 


La  Madeleine  HAS  BEEN  COASTING  on  the 

vision  of  its  founder  for  so  many  years." 


owns  them  all.  Perhaps  the  larger  ques- 
tion is  whether  the  restaurant's  exotic  fla- 
vor, from  the  handcrafted  wooden  tables 
and  stone  hearth  to  the  chocolate  crois- 
sants, can  be  unleashed  without  losing 
something  of  its  cachet.  In  a  similar  line  of 
business,  Au  Bon  Pain  had  a  spurt  of  suc- 
cess after  it  went  public  in  1991,  then  lost 
popularity;  its  stock  tanked  in  1995.  (It 
was  bought  by  U.K. -based  Compass 
Group  in  December  2000  for  $114  mil- 
lion— -$88  million  in  goodwill.) 

If  French  food's  authenticity  can  be 
measured  in  cholesterol  count,  La  Made- 
leine's menu  is  the  real  thing:  It  takes  one 
ounce  of  heavy  whipping  cream  and  one 
tablespoon  of  butter  to  create  a  cup  of  its 
signature  tomato  basil  soup,  with  390 
calories  and  32  grams  of  fat. 

Will  the  idea  scale?  La  Madeleine's 


loyal  fans  are  a  picky  lot.  At  the  Puce  Uni 
versity  location,  critics  pooh-poohed  a 
new  chocolate  cake,  declaring  it  "more 
German  than  French."  Hmmm.  Caj  f 
baked  beans  or  sauerbraten  be  far  be- 
hind? Nonsense,  says  La  Madeleine's  new 
chairman,  Jean-Roch  Vachon.  Dooliilp 
"has  a  full  understanding  of  restaurant! 
and  a  passion  for  food.  He  could  be 
French!" 

Groupe  Le  Duff  has  experience  with 
expansion.  The  $500  million  (sales 
restaurant  group  owns  La  Brioche  Doreel 
a  quick-service  bistro  similar  to  La 
Madeleine,  with  300  locations  acrosi 
Europe.  In  addition  to  two  other  caff 
brands,  Groupe  Le  Duff  also  runs  pastry  t 
makers  in  Canada;  it  will  use  that  know ) 
how  and  the  latest  bakery  technology  U 
make  breads  at  a  centralized  plant  ii  ;?« 
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jry  La  Madeleine  city,  finishing  off  the 
■>  in  wood-fired  ovens  at  each  unit. 
Certain  tweaks — despite  inevitable 
wling  from  some  corners — are  com- 


ing. "La  Madeleine  has 
been  coasting  on  the  vi- 
sion of  its  founder  for  so 
many  years,"  says  Vachon. 
The  chain's  impressive 
$450  of  annual  revenue 
per  square  foot  might  be 
boosted  by  making  a  static 
menu  more  targeted  to 
draw  separate  breakfast, 
lunch  and  dinner  crowds. 
Wait  staff  at  dinner  could 
turn  tables  a  little  faster,  as 
they  do  at  ultraefficient 
TGI  Friday's.  "The  gather- 
ing aspect  [at  La  Made- 
leine] is  nice,  but  then  the 
[patrons]  control  when 
they  leave,"  says  Doolin. 
And  then  there's  alcohol. 
La  Madeleine  has  a  limited 
wine  selection,  which  contributes  a  neg- 
ligible amount  to  sales.  The  restaurants 
could  easily  add  more  of  the  expensive 
French  labels  and  host  wine  tastings  on 


weekends  and  evenings.  Doolin  also 
wants  to  introduce  new  items,  such  as 
breakfast  and  dessert  crepes,  and  over- 
haul the  counter  setup  to  make  it  more 
user-friendly.  In  San  Antonio,  Groupe 
Le  Duff  is  toying  with  a  Petite  La 
Madeleine  that  would  offer  only  limited 
takeout  plus  bakery.  (The  chain  already 
gets  18%  of  its  revenues  from  bread 
sales.) 

But  growth  could  be  stymied  by  the 
company's  balance  sheet.  In  1999  La 
Madeleine  was  in  technical  default  on  $33 
million  in  debt  when  then-chief  executive 
John  Corcoran  put  a  moratorium  on  ex- 
pansion and  virtually  eliminated  the  mar- 
keting budget.  After  Groupe  Le  Duff 
bought  the  chain  five  months  ago,  it  con- 
solidated and  refinanced  the  debt  to  save 
what  it  claims  is  $1  million  a  year  in  in- 
terest payments.  Unless  the  French  parent 
intends  to  take  La  Madeleine  public,  it  will 
have  to  sell  its  idea  to  franchisees.  Either 
way,  a  national  rollout  looks  like  it  will 
take  some  time.  F 


:  have  predicted  how  indispensable  they  would  become.  Now  we  list  over 
l/ith  pride.  The  American  Stock  Exchange.  Opportunity,  made  fresh  daily.1' 


AMERICAN 

STOCK  EXCHANGE* 

Equities  Options  ETFs 


lademsrks  of  American  Stock  Exchange  LLC.  $86  billion  as  of  1/31/02. 


Think  about  it 


ONLINE 
FEATURES  & 
SERVICES 


Warning: 


DATEK 


E*TRADE         AMERITRADE 


FIDELITY 


SCHWAB 


Limit  or  Market 
Equity  Order 
Commissions 

( 1  -  5.000  Shares 
Traded  Online) 


Free  and  Unlimited 
Streaming 
Real-Time  Data 


Free  and 
Unrestricted 
Direct  Access 
Trading  Platform 


Commitment 
on  Executing 
Marketable  Orders! 


.es.  Lev 
ortfoli" 
its.  Las. 
Index  Qu< 


tek  Dir 


Withir 


illKVlL*]! 


$19.95 

Limit  and  Nasdaq 
Market  orders 

$14.95 

Listed  Market  orders  only 


Quotes,  Level  II, 

Watch  Lists, 

Charts2 


$13.00 

Limit 

$8.00 

Market 


$30.00 

Limit 

$25.00 

Market 

t-2«/share  over  1,000 


Quotes, 
Level  II3 


$29.95 

+3C/share  over  1.000 


Quotes4,  Level  II, 
News,  Charts, 
Time  &  Sales5 


mum 

There's  no  hiding  the  truth.  When  you  compare  Datek  to  the  competition,  you'll  see  what  sets  us  apart.  Oul 
innovative  routing  technology  streaming,  real-time  information  and  free  access  to  research  tools  give  experienct 
traders  the  advantage  in  today's  market.  Isn't  it  time  you  got  everything  you  need  to  trade  at  your  level  ? 


mi 
art 

efi 
r0 1 

nv 


--> 


Get  1 0  FREE  online  equity  trades*  when  you  open  an  account. 


Apply  today  at  www.datek.com/mag22  and  enter  offer  code  DTR. 


www. 


datek.com/mag22 

1-877-88-DATEK 


Built  to  trade 


ti 


Comparison  data  is  based  on  a  phone  survey  conducted  1 1  /09/0 1.  supplemented  by  published  information 
*  Open  and  lund  an  account  with  a  minimum  initial  deposit  ol  $  500  before  7/ 1 5/02  and  get  1 0  commission-free  online  equity  trades  up  to  5.000  shares.  Free  trade  credits  will  expire  wi' 
one  year  of  issue  date  if  not  used  Limit  one  new  account  offer  per  type  of  account  Offer  cannot  be  combined  with  other  offers.  Other  terms  may  apply. 

1  Level  II  quotes  on  the  Streamer*  brand  real-time  quotation  service  are  available  free  for  those  who  trade  more  than  20  times  a  month  Nonprofessional  users  who  trade  20  or  fewer  tim 
per  month  can  access  Level  II  quotes  lor  $9  99  per  month,  while  professional  users  can  have  access  for  $50  per  month. 

2  Only  Power  E-TRADE  customers  making  30+  trades  per  quarter  are  eligible  for  Level  II  quotes  and  watch  lists.  Only  E-TRADE  Pro  customers  making  7  5+  trades  per  quarter  are  eligible 
streaming  charts 

3  Only  Powerstreet  Pro  customers  making  7  2+  trades  in  a  rolling  1 2-month  period  are  eligible  for  streaming  quotes  and  Level  II  quotes. 

4  Only  Signature  Services  Platinum  customers  are  eligible  for  streaming  quotes. 

5  Only  Signature  Services  Platinum  customers  who  have  made  1 20+  commissionable  trades  in  the  past  year  are  eligible  for  Level  II  quotes,  streaming  news,  charts,  and  time  and  sales. 

6  Datek  Direct"  is  a  tool,  as  tl  e  name  implies,  that  allows  customers  to  direct  their  Nasdaq  orders  to  a  specific  execution  venue  The  name  should  not  be  deemed  to  imply  that  a  custom 
is  dealing  directly  with  the  marketplace  All  orders  are  processed  through  Datek  Online  Financial  Services  LLC.  a  registered  broker/dealer.  Please  note  that,  once  you  have  activat 
Datek  Direct "  all  the  other  features  in  your  Datek  account  will  continue  to  operate  without  change 

7  Datek  will  not  charge  a  commission  ($9  99)  for  any  marketable  online  order  that  is  not  executed  within  60  seconds,  measured  from  the  time  that  "processing"  began  until  the  time  the  or* 
is  "executed ."  This  applies  to  all  orders  using  Datek's  "Auto  Routing"  on  any  NYSE,  AMEX,  or  Nasdaq  stock  that  are  marketable  after  9.45  a.m.  ET,  are  marketable  upon  entry  and  rem! 
marketable  for  60  seconds  The  market  in  the  stock  must  not  be  locked,  crossed  or  halted.  We  do  not  extend  this  commitment  to  short  sales.  OTC  Bulletin  Board  Stocks.  Option  trades, 
any  order  that  is  stopped"  at  a  price  by  a  specialist/market  maker  awaiting  price  improvement  or  during  Extended-Hours  Trading  sessions. 

8  Amentradeprovidesa"10-second  guarantee"  on  qualilymgS&P  100  Internet  equity  market  orders  of  at  least  100andupto  1,000  shares,  entered  between  the  hoursof  9:45am  ETa 
3  59  50  pm  El.  between  Octobei  10,  2001  and  June  28.  2002,  via  the  Amentrade.  Inc  web  site,  in  any  account  that  does  not  qualify  as  a  retirement  plan  account  Any  qualifying  orrfc 
not  executed  within  1 0  seconds  will  be  commission-free  Other  fees  may  apply. 
Streamer*  is  a  registered  trademark  of  Datek  Online  Holdings  Corp, 

High  volumes  of  trading  and  volatility  may  result  in  executions  at  prices  significantly  away  from  the  price  quoted  or  displayed  at  the  time  of  order  entry 
System  resin  ii  ■  <  market  conditions,  system  performance  and  other  factors, 
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i  IRA  CARNAHAN 

N  JANUARY  UNIVERSITY  OF  TEXAS 
finance  professor  Sheridan  Titman 
gave  his  15-year-old  son,  Trevor, 
52,000  to  invest.  Then,  at  mutual 
fund  information  site  www.morn- 
gstar.com,  father  and  son  studied  the 
)ldings  of  top-performing  funds.  From 
is  universe  of  fund- favored  stocks, 
evor  chose  Duckwall-Alco  Stores,  a  dis- 
unt  retailer,  and  furniture  maker  La-Z- 
>y.  "I'm  down  for  the  year,  but  Trevor's 
42%,"  reports  the  proud  professor. 
The  lesson,  based  on  his  own 
>earch,  that  Titman  is  teaching  his  son: 
stitutions  are  better,  on  average,  at  pick- 
;  stocks  than  are  individual  investors— 
t  Mirprising,  since  they  spend  $50  bil- 
n  a  vear  on  investment  managers  and 
learch.  But  putting  your  money  in  an 
tivelv  managed  mutual  fund  isn't  nec- 
>arily  the  best  way  to  profit  from  the 
titutions'  edge. 

Fund  expenses  are  one  reason.  Stocks 
med  by  mutual  funds  outperform  the 
irket  by  1 .3%  a  year.  But  after  expenses 
!  funds  lag  the  market  by  1%.  They  have 
o  big  drags.  One  is  the  overhead  that 
ys  for  portfolio  managers,  marketers  and 


titutions  know  best:  Finance  professor 
cridan  Titman  taught  son  Trevor  to  find 
imising  stocks  by  first  studying  mutual 
id  holdings. 


titutions  spend  $50  billion  a  year 


or  tree. 


Bet  With  the  Pros 
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so  on;  fund  expense  ratios  average  1.4%.  Another,  less-visible  drag 
is  trading  costs  in  the  form  of  commissions  and  the  tendency  of 
large  buy  and  sell  orders  to  push  a  stock's  price  away  from  a  trader. 

Taxes  are  another  problem.  Mutual  funds  must  pass  their 
taxable  gains  on  to  investors,  but  in  bad  years  they  can't  pass  on 
their  tax  losses.  This  is  irrelevant  if  you  are  investing  in  a  tax- 
sheltered  account  but  very  important  if  you  are  not. 

One  way  to  avoid  these  drawbacks:  Use  a  Web  broker  offer- 
ing cheap  portfolio  trading,  such  as  FolioFN  or  BuyandHold,  to 
build  your  own  low-cost  "fund"  that  copycats  a  mutual  fund 
you  admire  (see  box). 

You'll  get  in  after  the  pro  gets  in,  but  consider  this:  Studies 
show  institutions  don't  make  full  use  of  their  stock-picking 
edge.  Harvard  University  professors  Tuomo  Vuolteenaho  and 
Randolph  Cohen  calculate  that  institutions,  on  average,  capture 
only  a  third  of  the  gains  they  could  if  they  bought  more  of  the 
stocks  they  rated  winners  and  sold  more  of  the  ones  they  rated 
losers.  A  study  by  professors  Harrison  Hong  of  Stanford,  Jeremy 
Stein  of  Harvard  and  Joseph  Chen  of  the  University  of  Southern 
California  shows  that  mutual  funds'  moves  into  and  out  of 
stocks  predict  returns  for  a  full  year  after  they  occur. 

And  you  don't  have  to  limit  your  copying  to  funds  available 
to  the  public.  Anyone  hired  to  manage  $100  million  or  more  of 
stocks — and  that  includes  hedge- fund  operators — must  file  a 
13F  report  on  his  holdings  with  the  Securities  &  Exchange  Com- 
mission within  45  days  of  the  end  of  each  quarter.  Example:  The 
13F  of  hedgie  Jeffrey  Vinik,  the  famed  ex-Magellan  Fund  man- 
ager, shows  that  as  of  Dec.  31,  2001  he  was  partial  to  housing 
stocks,  including  Clayton  Homes  and  Champion  Enterprises. 

You  can  check  l3Fs  on  the  Edgar  service  at  sec.gov.  If  you 


BUILD    YOUR    OWN 


Watching  the  Pros 


Using  multexinvestor.com,  Washington  State  University's 
Richard  Sias  identified  a  dozen  companies  that  showed  big 
swings  in  institutional  ownership  during  the  most  recently 
reported  quarter. 

%  change 
in  shares  owned  Market  cap 
by  institutions  ($mil) 


WHAT  THEY  BOUGHT 
ACE  Limited 


19% 


$11,588 


Applied  Films 


112 


285 


CarrAmerica  Realty 


58 


1,731 


IPC  Holdings 


New  Century  Financial 


Stryker 


WHAT  THEY  SOLD 

Ameritrade  Holding 


Curtiss-Wright 


Halliburton 


Providian  Financial 


Sonus  Networks 


Teva  Pharmaceutica' 
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97 

1,631 

237 

595 

45 

11,431 

.  -46 

1,237 

-49 

758 

-11 

7,135 

-24 

2,221 

515 

13 

7,237 

Copycat 
Funds 


Over  the  past  decade  Legg 
Mason's  Value  Trust,  run  by  longtime  manager  William 
Miller,  has  returned  an  average  17.7%  a  year,  compared  with 
13.3%  for  the  S&P  500.  Impressed?  You  can  invest  directly  in 
Value  Trust  and  pay  1.69%  in  annual  expenses,  over  and 
above  trading  costs. 

Or  you  can  create  your  own  copycat  fund  using  a  Web 
broker.  For  $15  a  month  BuyandHold  or  FolioFN  will  allow  you 
to  maintain  a  portfolio  of  stocks,  buying  and  selling  them  in- 
dividually or  as  a  group  and  even  buying  partial  shares  when 
you  spread  a  small  investment  over  an  entire  portfolio.  The 
more  money  you  invest,  the  more  you  save  on  expenses.  If 
you  invest  $10,000,  expenses  equal  1.8%  a  year.  Plunk  down 
$100,000,  and  you're  paying  a  0.18%  expense  ratio— less 
than  most  index  funds.  E-Trade  offers  a  similar,  but  generally 
more  expensive  service;  charges  range  from  1.25%  of  assets 
on  accounts  under  $50,000  to  0.75%  of  assets  on  accounts 
over  $100,000.  (The  drawback  of  all  these  services  is  that 
the  trades  are  executed  at  set  times  each  day.) 

Because  of  lags  between  when  a  fund  manager  makes  a 
buy  or  sell  decision  and  when  you  learn  of  it,  your  pre- 
expense  return  on  a  copycat  portfolio  will  probably  fall  a  bit 
short  of  the  pre-expense  return  on  the  fund  you're  mimick- 
ing. But  you'll  still  have  a  good  shot  at  beating  the  fund's 
after-expense  return,  finds  a  new  study  by  James  Poterba  of 
MIT,  John  Shoven  of  Stanford,  Mary  Margaret  Frank  of  the 
University  of  Chicago  and  Douglas  Shackelford  of  the  Univer- 
sity of  North  Carolina.  And  if  you  are  willing  to  deviate  a  bit 
from  your  model  fund,  you  can  cut  your  taxes  by  holding  win- 
ners longer  or  by  selectively  selling  losing  positions. 

Your  precise  odds  of  coming  out  ahead  on  a  pretax  basis 
depend  on  the  fund  you  decide  to  copy.  While  the  SEC  re-  j 
quires  funds  to  disclose  all  their  holdings  to  shareholders! 
twice  a  year,  with  a  maximum  60-day  lag,  many  funds  dis- 
close their  positions  more  quickly  and  more  often,  some  even 
monthly.  Value  Trust  discloses  fund  holdings  quarterly.  You 
can  check  its  top  25  stocks,  which  represent  85%  of  hold- 
ings, for  free  at  morningstar.com,  shortly  after  each  quarter's 
close.  On  its  own  Web  site  Legg  Mason  posts  a  complete  list 
of  holdings  quarterly,  with  about  a  45-day  lag. 

Low-turnover  funds  generally  are  better  bets  for  copy- 
catting,  since  they're  slower-moving  targets.  Miller's  Value 
Trust,  for  example,  didn't  add  or  sell  any  companies  during 
the  fourth  quarter  of  2001.  -IC 
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CEMEX.we  do  far  more  than  produce,  sell  and  distribute  cement. We  provide  our 
tomers  with  the  best  means  to  complete  their  construction  projects  around  the 
be.  By  combining  our  operational  efficiency,  industry-leading  information  technology 
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The  only  difference  between  owning  your  own  plane  and 
membership   in   FlightTime's   Freedom   Plan   is   the   cost. 

FREEDOM  PLAN  BENEFITS 

Buy  hours  in  increments  of  25,  50,  100  or  more. 

Pay  only  for  the  hours  you  fly;  No  acquisition  fees,  no  empty  leg  charges,  no  5-year  contracts. 

All  the  benefits  of  fractional  ownership  without  the  costs. 

Planes  when  and  where  you  want  them  -  small,  medium  and  large  jets. 

Superior  safety  standards  (only  Wyvern*  audited  aircraft  and  crew). 

Exceptional  customer  service  24/7. 

It's  simple:  whether  you  fly  once  a  month  or  twice  a  week,  there's  no  more  efficient, 

convenient  and  comfortable  way  to  travel.  Call  one  of  our  Freedom  Plan  consultants  today, 

1.888.CHARTER  or  visit  us  at  www.FlightTime.com 


i^FlightTime 

Air  travel,  perfected.  *'he  highest  tier  of  safety  auditing. 
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don't  want  to  mimic  just  one  fund,  you 
can  check  all  institutions'  holdings  of  a 
stock  by  entering  its  symbol  at  multexin 
vestor.com.  The  thing  to  look  for  is  not  a 
large  percentage  of  ownership  by  institu- 
tions but  a  recent  increase.  Stocks  that 
institutions  load  up  on  outperform  those 
they  dump  by  5%  over  the  following  year. 

Another  thing  to  keep  an  eye  on:  a  bi 
change  in  the  number  of  institutions 
owning  at  least  some  stock  in  a  targe 
company.  An  increase  of  10%  to  15%  in 
this  count  is  bullish,  says  Washingto 
State  University  finance  professor  Richar 
Sias.  A  comparable  decline  is  even  more 
powerful  as  a  sell  signal.  After  all,  if  100 
institutions  own  a  stock  and  1 5  sell,  that 
means  15%  of  the  institutions  that  could 
send  a  negative  signal  on  the  stock  have 
done  so.  But  when  15  new  institutions 
buy,  it's  a  positive  sign  from  just  a  tiny 
percentage  of  the  universe  of  thousands 
of  potential  buyers. 

Institutional  selling  is  such  an  impor- 
tant indicator  that  even  if  you  don't  want 
to  follow  the  institutions'  picks,  it  pays  to 
periodically  screen  the  stocks  you  already 
own  for  negative  institutional  sentiment. 
The  table  on  page  180  shows  stocks  that 
the  pros  are  deserting  and  buying. 

Do  you  own  stocks  of  small  compa- 
nies? A  15%  drop  in  institutional  owner- 
ship is  more  significant  for  a  small  cap 
than  a  large  cap,  since  institutions  have 
demonstrated  a  greater  stock-picking 
edge  in  small  caps.  Institutions  also  have  aj 
bigger  advantage  in  tough-to-evaluatej 
growth  stocks.  University  of  Maryland! 
professor  Russell  Wermers  figures  the] 
average  actively  managed  aggressive-l 
growth  fund  tops  its  benchmark  by  2.6%l 
a  year,  before  expenses — three  times  the 
margin  of  the  average  actively  managedl 
value  fund. 

What  about  the  SEC's  Regulation  FD 
(fair  disclosure)?  That  rule,  which  tookl 
effect  in  late  2000,  forbids  companies! 
from  selectively  disclosing  information. 
That  could  hurt  institutions,  the  tradi- 
tional beneficiaries  of  such  tips,  and  so 
make  following  them  less  profitable.  But 
even  without  as  much  whispered  guid- 
ance, institutions  still  have  a  formidable 
edge.  "I  would  certainly  bet  with  them 
rather  than  against  them,"  says  Sias.      r 
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Spread  the  Word. 

There  used  to  be  two  ways  to  get  a 
new  job:  Go  find  an  opportunity  or  let 
the  opportunity  find  you.  But  now,  with 
CandidateSuite.com,  there's  a  third. 
We've  put  together  a  suite  of  tools  to 
broadcast  your  talents,  including: 

•  Instant  distribution  of  your  resume 
to  thousands  of  recruiters  and  head 
hunters 

"Position  Wanted"   postings  where 
recruiters  will  see  your  skills 
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a  job  interview  in  30  days  or  less! 
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You  recognize  MasterCard  as  one 
oi  the  world's  first  -  and 
best  -  payments  companies.  You 
know  that  the  MasterCard  brand 
is  one  ol  (he  most  recognized  on  the 
planet.  But  take  a  closer  look,  and  you'l 
discover  what  an  innovative,  forward-rhinking  company 
like  MasterCard  can  do  for  your  career.  From  our  Global 
I  [eadquarters  m  Purchase,  New  York,  and  our  Technology 
and  Operations  I  [eadquarters  in  St.  Louis, 
Missouri,  comes  I  he  vital  support  thai  builds, 
maintains  and  enhances  our  respected  and 
recognized  brand. 

Al  MasterCard,  we  respect  and  value  the  important 
contribution  our  employees  have  made  to  our  success. 
Our  employees  feel  proud  to  work  for  MasterCard  and 
we  feel  proud  to  have  them  work  for  us. 

Ready  io  fast -forward  your  career?  Keep  MasterCard  in 
your  sights.  You'll  find  everything  you  need  here  to  build 
the  exciting  career  you  want  -  and  deserve.  Our  benefits 
package  is  outstanding. 


New  York  Opportunities 

•  Business  Development 

•  Marketing 

•  Finance 

•  Communications 

St.  Louis  Opportunities 

•  Internet  Application 
Development 

•  Software  Development 

•  Network  Engineering 

•  Telecommunications 

•  Technical  Services 


•  E-Commerce 
Solutions/Strategies 

•  Sales 

•  Product  Development 


•  Customer  Support 

•  Operations 

•  Business  Development 

•  Finance/Accounting 


www.mastercard.com 


:^(e 


An  equal  opportunity  employer. 
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P/Es  for  the 
Smart  Money 


: 


Investors  should  think  like  corporate  acquirers.  That's  why  Stephen 
Bruno  and  Bruce  Geller  assess  stocks  using  enterprise  multiples. 


BY  STEPHANE  FITCH 

COMPUTER  ASSOCIATES  LOOKS 
cheap.  This  software  vendor's  $19 
shares,  down  73%  in  the  tech  stock 
meltdown,  trade  at  a  mere  seven  times 
earnings  projected  by  Val  e  Line  for  the 
fiscal  year  that  began  Apr.  1 .  ( )ver  the  past 
two  decades  Computer  Associates  can 
boast  of  a  strong  record  of  earnings 


growth.  So  why  is  its  price/earnings  ratio 
so  much  lower  than  that  of  other  software 
sellers  like  Microsoft  (32),  Oracle  (27)  or, 
more  Computer  Associates'  size,  Adobe 
Systems  (36)? 

Some  recent  misgivings  about  how 
CA  accounts  for  long-term  contracts  is 
contributing  to  Wall  Street's  skepticism. 


But  there's  another  reason  thi 
company  is  spurned  by  investors:  I 
has  a  scary  $7  billion  debt  load.  In 
March  Moody's  downgraded  the 
debt  a  notch  to  Baa2,  just  two 
above  junk  status. 

The  price/earnings  ratio,  while 

hugely  helpful,  does  not  take    ! 

debt  into  account.  To  capture 

this  part  of  the  financial  pic 

ture  you  need  another  ratio: 

the  enterprise  multiple.  This 

number  compares  the  hypo 

thetical   price   tag   on   ail 

enterprise — debt  as  well  as 

equity — to  the  operating 

income  from  the  business 

It's  a  vital  tool  in  picking 

stocks,  say  Stephen  Bruno 

and  Bruce  Geller,  two  New 

York  money  managers.  Says 

Bruno:  "I  doubt  Warreijj 

Buffett  is  looking  at  P/E." 

Bruno,  36,  and  Geller, 
32,  partners  at  Dalton 
Greiner  Hartman  Maher  (il 
runs  $2.5  billion  for  institu 
tions),  have  used  compar 
isons  of  enterprise  multiplei 
to  help  the  firm's  four  largesi 
funds  score  a  20%  averagj 
annualized  return  over  th< 
past  five  years,  placing  Dal 
ton  Greiner  in  the  top  fiffJI 
of  its  peers,  according  td 
data  from  Effron  Enter 
prises,  which  monitors  ped 
sion  managers. 

The  enterprise  multipli 
concept  assesses  a  comparmf 
as  an  acquirer  would — wimi 
debt  included  in  the  pumj 
chase  price.  Think  abooll; 
buying  a  house:  If  you  pilj 
$200,000  down  and  assumel  j 
$500,000    mortgage,   yoll 
purchase  price  for  the  rea 
estate  is  $700,000,  not  $200,000.  "If  yoj 
and  I  were  buying  the  entire  companl  r- 
we'd  sure  worry  about  debt,"  says  Gellel  J 
"So  why  should  we  ignore  it  if  we're  jiff 
buying  a  few  shares?" 

Here's  how  to  get  the  enterprise  nunj  I 
ber.  First  find  the  company's  enterpria  I 
value,  which  reflects  its  entire  capita  [• 
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I    but  just  in  case,    we  offer  IDENTITY  FRAUD  coverage.  \ 

.Cncompass  PROTECTS  your  HOME,  costs.  Ask  your  Independent  Insurance 

your  AUTO  and  now  your  good  name  with  Agent  about  it  today. 

our  new  Identity  Fraud  coverage.  It  provides  Q^^^ 

you  with  up  to  $20,000  for  expenses  for  THE  AGENT  NEAREST  YOU,  call 

incurred  as  a  direct  result  of  identity  fraud  TOLL-FREE  1-866-760-6050  or  visit 

such  as  legal  fees  and  loan  reapplication  encompassinsurance.com/info 


^ ENCOMPASS 

INSURANCE 


Liberty,  Justice,  and  Really  Good  Insurance™ 


<?X>02  Encompass  Holdings,  LLC.  Encompass  Holdings.  LLC  is  a  subsidiary  of  Allstate  Insurance  Company,  which  is  the  exclusive  administtator  of  the  petsonal  auto  and 
lonlTOwnefs  insurance  products  issued  through  the  insurance  subsidiaries  of  CNA  Financial  Corporation.  Home  office:  Chicago,  IL.  Subject  to  availability  and  qualifications. 
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structure:  Add  stock  market  cap  to  liabil- 
ities and  liquidating  value  of  preferred, 
then  subtract  cash  and  equivalents.  This  is 
the  net  cost  to  a  hypothetical  buyer  of  all 
the  business  assets,  including  factories, 
inventory,  software  and  brand  values. 
Next,  divide  enterprise  value  by  operating 
income,  in  the  sense  of  earnings  before 
interest,  taxes,  depreciation  and  amortiza- 
tion. In  Computer  Associates'  case,  the 
enterprise  multiple  turns  out  to  be  10: 
The  enterprise  value  of  the  company  is 
$16  billion,  and  the  operating  income  for 
2001  was  $1.67  billion. 

By  itself,  an  enterprise  multiple  of  10 
for  a  software  company  is  not  bad.  But  it's 
a  tip-off  to  the  weakness  of  the  balance 
sheet  that  this  ratio  is  higher  than  the  P/E; 
for  the  vast  majority  of  companies,  the 
enterprise  multiple  is  lower  than  the  P/E. 
Here's  another  reason  to  be  hesitant 
before  declaring  Computer  Associates  a 
cheap  stock:  The  hard  assets  that  a  hypo- 
thetical acquirer  would  pick  up  for  the 
$16  billion  enterprise  price  tag  are  not 
great.  Tangible  net  assets  include  $10  bil- 
lion in  long-term  assets,  minus  $5  billion 
in  goodwill,  plus  $1.2  billion  in  net  work- 
ing capital  other  than  cash  (the  cash, 
remember,  was  already  backed  out  of  the 
price  tag). 

If  you  are  going  to  use  enterprise 
multiples,  put  them  in  context.  Compare 
a  company's  multiple  with  that  of  its 
peers.  You  expect  high  multiples  in  indus- 
tries with  high  growth  (like  pharmaceuti- 
cals) and  low  depreciation  charges  (like 


software  or  broadcasting).  You  expect 
lower  multiples  in  industries  with  slow 
growth  (cement)  or  big  needs  for  mainte- 
nance-level capital  expenditures  (cement, 
railcar  leasing).  After  all,  the  owner  of  a^ 
cement  factory  has  to  divert  a  large  piece 
of  his  operating  income  to  replacing 
worn-out  machinery.  As  Warren  Buffett  is 
wont  to  say  about  investors  who  too 
blithely  ignore  capital  expenditures:  The 
tooth  fairy  will  not  pay  for  them. 

Shares  of  paper-  and  lumber-pro- 
ducer Georgia-Pacific  trade  at  $30,  a 
tame-sounding  18  times  the  $1.72  a  share 
they  are  expected  to  net  this  year.  Why, 
that's  far  lower  than  the  P/E  of  other 
large-cap  basic-materials  stocks,  which 
average  a  forward  P/E  of  25.  So  Georgia- 
Pacific  is  a  bargain? 

No.  Georgia-Pacific  has  a  wicked 
debt  burden,  which  makes  up  70%  of 
capital  by  Standard  &  Poor's  accounting. 
The  company's  bonds  are  sitting  one 
notch  up  from  junk.  Its  enterprise  multi- 
ple on  2001  operating  income  is  16. 
That's  a  large  premium  to  the  multiple 
of  other  papermakers,  such  as  Boise  Cas- 
cade and  MeadWestvaco  (both  are  9). 

Okay,  now  how  about  using  this  tool 
to  dig  up  hidden  values?  There  are  several 
good  opportunities  (see  table),  all  going 
for  less  than  their  industry  averages  and 
less  than  the  S&P  500's  average  of  13. 

Geller  has  bought  shares  of  Cooper 
Industries,  which  makes  tools  and  indus- 
trial lighting  fixtures.  Cooper's  $45  shares 
trade  at  15  times  the  $2.97  a  share  ana- 


Enterprise  Values  and  Good  Values 


These  companies'  enterprise  multiples  are  a  good  bit  smaller  than  their  P/Es.  They 
beat  their  industry-average  enterprise  numbers,  as  well  as  the  S&P  500's  (13). 

ENTERPRISE  MULTIPLE1 

Recent       P/E 
Company/business                                               price       2002E 

industry 
company           average 

Cooper  Industries/electrical  equipment        $45          15 

9                  10 

Dress  Barn/specialty  retailing                         30          17 

5                    8 

EOG  Resources/oil  &  gas  exploration              40          68 

5                    6 

Healthsouth/medical  rehab  services               15          13 

7                  12 

Mentor  Graphics/software                               20          16 

9                  14 

Payless  ShoeSource/specialty  retailing           59          13 

5                  12 

Viad/travel  services                                         30          20 

7                  14 

Prices  as  of  Apr.  17.  'Enterprise  value  (sum  of  market  value  of  common,  liquidating  value  of  preferred  and  debt,  less  cash) 
divided  by  operating  income  (eai  i                     interest,  taxes,  depreciation  and  amortization). 
Sources:  Market  Guide  via  FactSct  Hoses    h  Systems:  Value  Line. 

lysts  are  projecting  it  will  earn  this  yea 
That  doesn't  seem  like  any  special  barga 
when  other  capital-goods  conglomerate 
trade  at  comparable  or  slightly  lower  P/ 
like  McDermott  International  (17)  an 
Tyco  (10).  But  Cooper's  enterprise  multi 
pie  is  9,  below  the  1 1  ratio  of  junk-rati 
McDermott.  It's  cheaper  than  the  10 
push-the-accounting-envelopeTyco 

The  enterprise  measure  is  especia 
adept  at  turning  a  spodight  on  cash-rid 
companies  with  no  debt.  Retailer  Dre 
Barn  looks  overvalued  when  you  empl 
the  P/E  gauge.  At  $30,  Dress  Barn's  shan 
trade  at  17  times  the  $1.75  they  are  su 
posed  to  earn  this  year.  Seems  price 
especially  when  shares  of  bigger,  classi 
retailers  like  the  Limited  and  Talbot 
both  of  which  have  higher  returns  o: 
total  capital  than  does  Dress  Barn,  tra 
at  21  and  15  times  expected  earnings 

Seen  through  the  lens  of  the  ente: 
prise  multiple,  however,  Dress  Ba 
shines.  Credit  its  debt-averse  chairm 
Elliot  Jaffe,  who's  75  years  old  and  hoar 
cash  and  securities  as  if  the  Depressi 
happened  yesterday.  Dress  Barn  has  $21 
million  in  the  bank.  The  upshot  is  a  roc 
bottom  enterprise  multiple  of  5.  Tb 
Limited  and  Talbots  come  in  at  10  and 

One  of  the  best  features  of  enterpri 
multiples  is  the  way  they  allow  you  to  s< 
the  value  of  a  company  that's  losii 
money  or  has  seen  a  horrendous  pro 
dip.  Check  out  EOG  Resources,  a  natur 
gas  driller  that  last  year  clocked  a  ni< 
earnings  per  share  of  $3.30.  But  analys 
project  the  company  will  post  a  negate 
first  quarter  this  year  and  eke  out  a  mr 
59  cents  earnings  per  share  for  all  2002 

Reason:  The  recession  and  a  wa 
winter  have  built  up  natural  gas  stora 
leaving  less  need  for  new  wells  now.  Ei 
shares,  knocked  down  when  the  Enrc 
scandal  hit  (EOG  separated  from  parei 
Enron  in  1999  and  hasn't  itself  bee 
implicated),  have  rebounded  25%  fro 
their  2002  low.  EOG  now  sports  a  soaril 
forward  P/E  of  68.  But  this  solid  con 
parry's  enterprise  multiple  of  5  shows  il 
not  overpriced.  Compare  that  with  na 
ural  gas  processor  El  Paso,  with  a  P/E 
13  and  an  enterprise  multiple  of  20;  an 
refiner  Ashland,  with  a  P/E  of  1 1  ai 
enterprise  multiple  of  16. 
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You've  got  a  plan.  A  vision. 
So  far;  so  good. 

Now  there's  just  one  critical  item 
left  on  the  agenda.  Finding  the  financing 
to  make  it  all  work. 

That's  where  CIT  comes  in. 
For  almost  a  century,  we've  been 
helping  companies  with  lending  and 
leasing  solutions  that  turn  ideas  into 
action,  keep  the  momentum  going, 
and  still  manage  the  bottom  line. 

When  all  is  said  and  done, 
that's  our  bottom  line. 

We're  CIT  Today's  financing  leader. 
On  the  Web  at  CIT.com. 


£/r  worth 


Cff 


IT  Group  !nc    CIT  companies  are  subsidiaries  of  Tyco  International  Ltd 
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Makers  &  Breakers 


Going  for  Broker 

MERRILL  LYNCH  s  BULL  LOGO 
has  been  a  sad  counterpoint  to 
its  performance  of  late.  With  the 
economy  reeling  last  year  and  a 
huge  restructuring  charge,  rev- 
enue fell  18%  to  $21.9  billion, 
and  the  firm's  net  income 
dropped  85%  to  $573  million. 
The  Sept.  1 1  terror  attacks  left 
the  area  surrounding  Merrill's 
(NYSE:  MER)  Manhattan  head- 
quarters in  a  shambles.  Now 
New  York's  publicity-seeking 
attorney  general  has  made  a 
grandstanding  display  of  em- 
barrassing e-mails  by  Merrill  analysts. 

Those  problems  have  pushed  down  the  price  of  Merrill 
shares  from  $80  in  January  2001  to  a  recent  $49.  But  don't  count 
Merrill  Lynch  out.  Merrill  has  $1.5  trillion  of  customer  assets — 
50%  more  than  its  closest  competitor,  Salomon  Smith  Barney, 
says  Bank  of  America  analyst  Robert  Sobhani.  By  putting  a 
greater  emphasis  on  its  wealthiest  customers,  Merrill  should  do 
well  in  an  improving  economy.  Customers  with  $1  million  or 
more  now  make  up  two-thirds  of  Merrill's  individual  account 
assets.  And  for  the  first  time  since  the  first  quarter  of  2000  Mer- 
rill took  in  more  assets  than  Charles  Schwab. 

Sobhani  expects  Merrill  to  earn  $3.06  per  share  this  year, 
up  from  $2.50  before  charges  last  year.  At  16  times  current-year 
projected  earnings,  Merrill  is  cheaper  than  competitors. 
— Daniel  Kruger 


For  more  financial  stats,  go  to  www.forbes.com/maker: 


compares  Flir's  trailing  P/E  of  30  with  the  42  at  rival  L-3  Com 
munications.  Flir's  stock  has  been  weighed  down  by  lingering 
concerns  over  a  since-settled  1998-99  accounting  scandal. 

Flir  will  see  revenues  rise  30%  this  year  to  $279  million 
Kessler  says.  Nongovernmental  spending  (82%  of  sales)  is  oi 
the  rise,  especially  from  airport  and  power  plant  customers 
Earnings  should  come  in  at  $2.10  a  share,  up  from  200 l's  $1.62 
The  stock  is  at  a  not-unreasonable  23  times  projected  net. 

— Brendan  Coffe)  \ 


Buy  Signal 


ANDREW  CORP.,  FOUNDED  IN  1937,  HAS  WEATHERED  PLENTY  <M 
tech  down  cycles.  Net  income  for  fiscal  2001  (ended  last  Septem 
ber)  was  down  23%  to  $62  million  and  for  this  year's  first  hal 
was  off  36%  to  $  1 9  million.  At  $  1 7,  Andrew  (Nasdaq:  ANDW )  ha 
fallen  32%  from  a  52-week  high. 

Thyra  Zerhusen,  manager  of  the  AB! 
AMRO/Talon  Mid  Cap  Fund,  considers  th 
dip  an  opportunity  to  invest  in  this  manu 
facturer  of  wireless  infrastructure.  She  pr< 
diets  that  the  launch  of  high-bandwid 
wireless  services  this  summer  in  Germ 
and  Britain,  where  it  has  sales  foothol 
will  stir  investor  enthusiasm.  She  al 
approves  of  Andrew's  pending  $470  million  acquisition 
Celiant,  the  top  U.S  supplier  of  wireless-signal  amplifiers.  T 
deal  should  add  $300  million  to  $400  million  to  Andrew's  td : 
line,  which  has  been  stuck  at  $  1  billion  for  the  past  two  years. 
Andrew  trades  at  a  27  trailing  multiple,  way  below  the  55  P 
hit  in  2000.  —Andrew  T.  Gilli 


I  Spy 


AMID   DEFENSE   CUTBACKS,   FLIR  SYSTEMS 

booked  losses  in  three  of  the  past  five  years. 
But  the  world  is  different  today,  and  2001  was 
solidly  profitable.  Thermal-imaging  cameras 
and  other  surveillance  gear  from  Flir  (Nasdaq: 
FLIR)  have  been  staples  of  the  military  in 
Afghanistan  and  security  forces  at  the  Salt 
Lake  City  Olympics. 

Like  other  defense 
stocks,  Flir  has  surged, 
quintupling  in  the  last 
year  to  $49.  But  Marian 
Kessler,  managing  di- 
rector of  Rutherford  In- 
vestment Management, 


Acrobat  Without  a  Net 

ADOBE  SYSTEMS,  LIKE  ITS  ACROBAT  READER  FOR  PORTABLE 
document  files,  is  all  over  the  digital  world.  Acrobat,  fur- 
nishing 25%  of  sales,  has  even  routed  a  rival  product  from 
all-powerful  Microsoft. 

But  sales  and  income  at  Adobe  (Nasdaq:  ADBE)  have 
sputtered  recently.  Revenue,  down  3%  to  $1.2  billion  in  the 
fiscal  year  ended  last  November,  was  off  19%  in  the  first 
quarter  of  the  current  fiscal  year.  Profits  over  both  those 
periods  have  fallen  29%.  Adobe  estimates  that  its  second- 
quarter  sales  will  be  as  much  as  1 1%  below  the  $344  million  it  racked  up  in  th 
second  quarter  of  fiscal  2001 . 

WR  Hambrecht  analyst  William  J.  Lennan  says  Adobe's  stock  is  too  steej 
notwithstanding  that,  at  a  recent  $39,  it's  down  from  a  high  of  $80  in  2000.  Th 
price/earnings  ratio  of  41  is  rich  for  a  company  with  dicey  fundamentals.  Shor 
it  and  cover  at  $28.  —  D.K 
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A  PERSPECTIVE  ON  GLOBAL  INVESTING 


if  YOU'RE  SEARCHING 
POR  BARGAINS,  IT  PAYS  To 
^OW  WHERE  TO  LOOK 


When  you  realize  that  95%  of  the 
world's  population  and  almost 
half  of  the  world's  investment 
opportunities  reside  overseas, 
you  gain  a  perspective  on  what 
global  investing  can  do  for  your 
portfolio.  Our  analysts  search  the 
world  for  stocks  that  we  believe 


To  uncover  hidden  investment  opportunities, 
you  must  often  travel  the  globe. 


by  swings  in  the  market,  they 
generally  have  performed  well 
over  the  long  term.  For  example, 
the  Templeton  Growth  Fund 
received  a  5-Star  Overall 

TM 

Morningstar  Rating      by 
Morningstar,  Inc.,  against  a 
universe  of  1,396,  931  and  173 


Templeton  Growth  Fundi    Morningstar  Ratings"  3/31/02' 


OVERALL 

•  •••• 


THREE  YEAR 

•  ••*• 


•  ••• 


TEN  YEAR 

•  ••*• 


are  priced  low  relative  to  their  true  worth.  Then  we 
subject  them  to  demanding  research,  separating 
actual  bargains  from  merely  "cheap"  stocks. 

'  The  result:  Although  the  recent  performance  of 
some  Templeton  global  funds,  including  the 
Templeton  Growth  Fund,  has  been  adversely  affected 


international  equity  funds  for  the  3-,  5-  and  10-year 
periods  respectively,  ended  3/31/02.'  Of  course,  past 
performance  does  not  guarantee  future  results. 

To  gain  further  perspective,  mail  in  the  postage- 
paid  card,  call  1-800-FRANKLIN  Ext.  T497  or  visit 
our  website  at  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PERSPECTIVE™  > 

Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403  Call  for  a  free  prospectus  containing  more  complete  fund  information,  including  sales  charges,  expenses 
cs.  Please  read  it  carefully  before  you  invest  or  send  money.  Foreign  investing  involves  special  risks  including  currency  fluctuations  and  political  uncertainty. 
:  MOIllllNfiSIWI c  Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  as  of  3/31/02.  The  ratings  are  subject  to  change  every  month.  Past  performance  does  not  guaran- 
re  results.  Morningstar  ratings  are  calculated  from  the  fund's  three-,  five-  and  ten-year  average  annual  returns  in  excess  of  90-day  Treasury  bill  returns  with  appropriate  fee  adjustments  and  a 
x  that  reflects  fund  performance  below  90-day  T-bill  returns.  The  top  1 0%  of  the  funds  in  a  broad  asset  class  receive  5  stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the 
5%  receive  2  stars  and  the  bottom  1 0%  receive  1  star.  Morningstar  does  not  guarantee  the  accuracy  of  this  information.  Ratings  are  for  Class  A  shares  only;  other  classes  may  vary.  For  more 
p  performance  information,  please  call  Franklin  Templeton  Investments  at  1  -800-342-5236.  fobs/02 


Yes,  But  By  James  Grant 


Eliot  Spitzer,  White  Knight 


We  are  shocked 


A  TEN-MONTH  INVESTIGATION  HAS  PERSUADED  NEW 
York  State  Attorney  General  Eliot  Spitzer  that  broker- 
age house  research  is  tainted.  Here  is  a  disclosure  as 
shocking  as  the  truth  about  professional  wrestling. 
Yet  there  is  a  truth  about  wrestling  more  interesting 
than  the  fact  that  it's  fixed:  Knowing  it's  fixed,  people  still  watch. 
It's  a  show,  like  the  opera. 

At  ringside  or  at  La  Scala,  fans  suspend  disbelief.  Investors, 
too,  can  put  aside  reality,  as  they  did  in  the  fantasy  phase  of  the 
greatest  bull  stock  market.  They  knew  that  companies  without 
the  hope  of  net  income  were  not  really  worth  the  billions  of 
dollars  that  Wall  Street  claimed  for  them.  But  they  also  knew 
that  the  market  was  going  up, 
up,  up.  And  because  the  market 
was  going  up,  Henry  Blodget, 

onetime  star  Internet  analyst  at  <thnrkPfi' that 

Merrill  Lynch,  seemed  a  sage. 

To  prevent  a  recurrence  of        3nalVStS  prOITlOtG 
the  financial  excesses  leading  up 

to  the  1929  stock  market  crash,  StOCkS  and  that 

Ferdinand  Pecora,  chief  inquisi- 
tor of  a  Senate  investigating 

committee   convened   in   the  greedV  SO  ItlOfe 

early  1930s,  prescribed  the  sun- 
light of  publicity  (see  my  Mar. 
18  column).  "[H]ad  there  been 
full  disclosure  of  what  was 
being  done  in  furtherance  of 
these  schemes,"  wrote  Pecora 
concerning  a  certain  banker's 

transgressions,  "they  could  not  long  have  survived  the  fierce 
light  of  publicity  and  criticism." 

In  the  second  half  of  the  1990s,  that  "fierce  light"  was  a  dim 
bulb.  Many  investors  claimed  they  could  hardly  read  by  it. 
Besides,  who  had  time  for  the  income  statement  and  the  cash 
flow  statement  and  the  balance  sheet  and  the  footnotes?  Pecora 
turned  out  to  be  wrong  about  the  preventive  powers  of  full  dis- 
closure. All  the  information  a  conscientious  investor  could  want 
was  his  or  hers  for  the  asking.  It  was  available  to  the  junk  bond 
buyers  of  the  1 980s  just  as  it  was  to  the  tech  stock  buyers  of  the 
1990s.  The  besotted  bulls  just  couldn't  bring  themselves  to  look. 

Spitzer  won  a  court  order  Apr.  8  requiring  Merrill  to  dis- 
close possible  conflicts  of  interest  between  its  investment 
research  department  ( not  profitable  on  a  stand-alone  basis)  and 
its  investment  banking  division  (high!  profitable).  He  is  known 
to  be  investigating  other  brokerage  houses  for  similar  undis- 
closed conflicts,  including  Morgan  Stanley.  Just  as  Spitzer 
charges,  Wall  Street  has  put  itself  ahead  of  its  customers.  And 
he  could  have  said  so  a  decade  ago.  "in  less  than  a  generation," 
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investors  are 


disclosure  is  going 

to  change  aii  this? 

Not  very  likely. 


writes  Martin  Mayer,  "a  market  I 
where  the  participants  fel 
themselves  protected  by  ar 
intricate  web  of  fiduciary  oblig 
ations  had  passed  through  thd 
stage  of  caveat  emptor  to  thd 
Hobbesian  condition  [of  every 
man  for  himself]."  That's  frorn 
Stealing  the  Market,  publishe* 
in  1992. 

Whatever  the  penalties  fot 
duplicity,  fraud  and  cynicism 
the  guilty  brokerage  houses  should  pay  them.  If  they  have  mad 
a  pact  with  the  devil  to  turn  securities  analysis  into  sales  propa- 
ganda, they  should  so  state.  Still,  the  attorney  general  is  unlikeb 
to  change  the  ways  human  beings  throw  around  their  money. 
This  is  a  lucky  thing  for  state  governments,  the  Empin 
State's  not  least.  In  fiscal  200 1  the  New  York  State  Lottery  pock- 
eted $1.9  billion  of  gross  win  from  gamblers  whose  losses  couli 
not  be  blamed  on  the  Merrill  Lynch  research  department,  i 
proximity  to  wealth — even  imagined  wealth — can  cause  hear 
palpitations,  blurred  vision  and  impaired  judgment. 

With  his  boyish  good  looks  and  eight-figure  2001  payche 
Blodget  is  a  scapegoat  from  central  casting.  However,  there 
public  officials  whose  judgment  concerning  the  stock  mark 
boom  proved  infinitely  costlier  than  his. 

Alan  Greenspan — whose  refusal  to  starve  the  boom  w 
instrumental  in  turning  a  bull  market  into  a  stampede — see: 
to  communicate  to  the  public  in  disappearing  ink.  Because 
speaks  in  forgettable  phrases,  what  he  says  is  usually  forgottei 
He  himself  seems  not  to  recall  the  details. 

In  a  Mar.  26  speech  on  corporate  governance  the  Fed  ch 
man  made  the  conventional  damning  point  about  securiti 
analysts:  They  are  perennially  optimistic.  "Moreover,"  sai 
Greenspan,  breaking  no  news,  "the  bias  apparently  has  be 
especially  large  when  the  brokerage  firm  issuing  the  forec 
also  serves  as  an  underwriter  for  the  company's  securities 

Yet  only  a  year  before  Greenspan  had  invoked  the  same  an 
lytical  community  in  support  of  a  bullish  profits  forecast.  C< 
porate  managers  are  "remarkably  sanguine,"  he  intoned, 
least,  this  is  what  can  be  gleaned  from  the  projections  of  equr 
analysts,  who,  one  must  presume,  obtain  most  of  their  insigh 
from  corporate  managers."  And  because  analysts  were  bullis 
the  oudook  was  bright:  "Such  expectations,  should  they  persis 
bode  well  for  continued  strength  in  capital  accumulation. 

Note  to  Spitzer:  You  don't  have  to  be  an  analyst  to  sedu< 
the  market — or  to  be  seduced  by  it. 


I  T7|~|»,V»f»c    I  James  Grant  is  the  editor  of  Grant's  Interest  Rate  Observer. 
^^^^_.    V     I  Visit  his  home  page  at  www.forbes.com/grant. 


The  value  of  a  fixed  income  portfolio  isn't  clear 
jntil  you  look  below  the  surface. 


Victory  Intermediate  Income  - 
discover  in-depth  risk  control. 


Victory 

Capital  Management 


To  evaluate  the  risk-return  potential  and  credit  worthiness  of 
bonds,  you  need  to  dive  deep  into  tixed  income  analysis  and 
fundamental  research.  Fortunately,  we've  done  it  for  you.  Guided 
by  disciplined  investment  management,  the  Victory  Intermediate 
Income  portfolio  seeks  to  control  risk  and  deliver  steady, 
competitive  returns.  For  a  high-quality  bond  portfolio  that 
invests  only  in  investment  grade  bonds  and  securities  issued 
by  the  U.S.  government,  don't  look  any  further. 


To  learn  more  about  our  Intermediate  Fixed  Income 
management,  contact  Victory  Capital  Management 
at  1  -877-660-4400  or  VictoryConnect.com. 


Victory  Capital  Management  Inc.  is  a  member  of  the  Key  financial  network. 
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Since  premiering  a  year  ago, 
Forbes  on  FOX  has  put 
relevant  business  information 
in  the  hands  of  an  audience 
that  has  grown  over  96%. 
Turn  to  Forbes  on  FOX  for 
the  business  expertise  and 
economic  intelligence  you 
need  to  help  power  your 
financial  success. 
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We  report.  You  decide. 


Small  Stocks  By  Marc  Robins 

Small-Tech  Winners 


IN  THE  1970S,  THE  HEYDAY  OF  THE  MAINFRAME  COMPUTER, 
there  was  IBM,  and  then  there  was  everyone  else,  called  "the 
Bunch":  Burroughs,  (Sperry-)  Univac  (now  combined  with 
Burroughs  to  form  Unisys),  NCR,  Control  Data  (split  into 
Ceridian  and  what's  now  a  unit  of  British  Telecommunica- 
tions) and  Honeywell. 

Shifting  technology  had  devastating  effects  on  this  sector. 
The  market  leader  did  pretty  well:  International  Business 
Machines  recovered  from  its  near-collapse  a  decade  ago.  The 
market  followers  could  not  keep  up.  While  the  Bunch  survive 
on  the  list  of  the  biggest  500  companies,  they've  done  badly  for 
investors. 

The  lesson  for  investors: 
The  leaders  of  the  last  great 
hurrah  rarely  survive  to  lead  the 
next  major  cycle.  Technology 
leadership  changes  from  gener- 
ation to  generation. 

So  you  must  figure  out  who 
the  next  tech  stars  will  be.  Hint: 
A  lot  are  now  small  caps.  Here 
are  three  names  that  could  help 
lead  the  stock  market  as  their 
new  technologies  come  of  age 
— at  least  for  the  next  few  years, 
if  not  the  next  25. 

Noven  Pharmaceuticals  (21, 
novn)  is  at  the  leading  edge  of 
medical  technology,  developing 
and  manufacturing  skin  patches 

that  deliver  doses  of  drugs  transdermally.  Hormone  replace- 
ment for  women,  chiefly  estrogen  after  menopause,  is  Noven's 
biggest  market.  That  patch  is  sold  as  Vivelle-Dot  in  the  U.S.  and 
as  Estradot  in  Europe. 

Noven  is  in  a  good  position  to  expand.  It  recently  released 
encouraging  Phase  III  clinical  study  results  for  something 
called  MethyPatch  to  combat  attention  deficit  hyperactivity 
disorder  in  kids.  Look  for  patches  to  be  delivering  more  and 
more  kinds  of  drugs — especially  those  coming  off  patent  or 
needing  new  variations  to  prolong  patent  protection.  The  con- 
venience factor  is  a  big  selling  point:  Patients  don't  have  to 
worry  about  keeping  a  pill-taking  schedule  or  bother  with 
needle  injections. 

The  shares  are  off  by  two-thirds  from  their  $60  high  in 
October  2000,  amid  a  39%  net  income  slump  last  year  to  $12 
million.  Increased  spending  on  research  and  development  is 
one  reason.  Another  is  that  Novartis  ordered  fewer  Noven 
patches  than  expected  lot  international  sale. 
Noven's  earnings  should  be  flat  in  2002  but  will 
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Believe  it  or  not, 

technology  will  be 

back  someday. 

And  tomorrow's 

tech  stars  are 

small  caps  today, 

making  things  like 

medical  devices 

and  telecom  gear. 


likely  accelerate  nicely  if  it  is 
able  to  begin  marketing  Methy 
Patch  in  2003  as  expected.  Nov 
selling  for  a  pricey-sounding  > 
times   trailing  earnings,  tr 
stock  nevertheless  should  star 
rebounding  as  investors  wal 
up  to  it. 

As  hard  as  it  may  be  now  l 
entertain  the  notion,  telecor 
munications  will  someday  b^ 
back.  And  one  creator  of  sma 
powerful  telecom  doohickeys  will  be  there  for  its  return.  B 
Fuse  (27,  belfb)  produces  highly  efficient  magnetic-based  i 
struments  that  are  vital  to  phone-linked  computer  networking 
Yes,  the  tech  debacle  has  not  been  good  to  this  outfit.  B 
Fuse  saw  revenues  plunge  by  one-third  last  year  to  $96  milli< 
and  income  slip  to  a  $12  million  loss.  Nevertheless,  the  co 
pany  ended  2001  with  a  stronger  balance  sheet  than  it  had  at 
end  of  2000.  Aggressive  cost  reductions  allowed  it  to  pay  ba 
debt.  Further  good  news  is  that  Bel  Fuse  finally  is  seeing  ail 
uptick  in  orders. 

That  means  to  me  that  the  company  has  seen  the  botto 
Expect  profits  to  return.  Earnings  should  crawl  back  to  arou: 
$  1  per  share  this  year.  The  stock,  40%  down  from  its  2000  pe 
is  sure  to  respond. 

Borland  Software  (12,  borl)  is  getting  back  to  basics.  1 
1998  it  changed  its  name  to  Inprise,  which  sounded  like 
cheesy  reward  for  winning  a  raffle.  Thankfully,  it  went  back  ti 
the  Borland  name  in  2001.  The  company  (2001  revenue:  $22 
million)  also  has  abandoned  its  ill-fated  merger  with  Corfl 
and  their  effort  to  combine  Borland's  developmental  tools 
with  Corel's  Windows-based  applications. 

Now  Borland  is  focusing  on  what  it  does  best — makinj 
tools  for  software  developers.  Customers  range  from  Apple  t< 
Microsoft.  Borland's  Kylix  product  was  the  first  to  break  do 
barriers  to  writing  applications  on  any  platform  or  operati^ 
system. 

The  operation  has  been  making  a  gradual  comeback,  evi 
while  tech  itself  is  still  limping  badly.  Borland  shares  haj 
popped  from  single-digit  levels  to  the  teens  in  anticipation 
even  better  fundamentals.  The  financials  are  not  bad  no' 
either.  Cash  on  the  books  is  $4.50  per  share,  with  very  lit 
long-term  debt.  Net  income  inched  up  5%  last  year,  to  S 
million.  Earnings  should  improve  still  more,  reaching  $39  m 
lion,  or  50  cents  per  share,  in  2003.  Promising  new  produc 
are  on  the  way. 
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Marc  Robins  is  editor-in-chief  of  RedChip.com.  an  investment  advisory  service  on 
small-  and  micro-cap  stocks.  Visit  his  home  page  at  www.forbes.com/robins. 
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INCH  A  NEW  PROJECT.  SO  YOU  HAVE  TO  MAKE  SURE  THE  TIMING  IS  RIGHT 

7  THAT  YOU  HAVE  THE  MOST  SUITABLE  FINANCIAL  PACKAGE  ON  BOARD. 

a  sizable  banking  partner  with  creative  ideas  is  essential.  At  Commerzbank,  one  of  Europe's  most  prominent 
:ial  groups,  we  focus  on  the  basics:  speed,  flexibility  and  fully  integrated  financial  solutions  customized  for  each 
's  needs.  Call  on  the  multiple  expertise  of  the  Commerzbank  Group.  A  good  idea. 
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int  in  research:  An  integral  part  of  Commerzbank's  international  experience  built  up  over  130  years  is  the  excellence  of  the 
research.  Frankfurt  (volkswirtschaft@commerzbank.conn),  London  (comsec@commerzbankib.com),  Prague  (research@ccme.cz), 
<  (cbmailbox@cbkna.com),  Singapore  (Fax  +65  6225  3943),  or  Tokyo  (cbkjapan@gol.com).  /  www.commerzbank.com  / 


Identity  Management  in  Practice: 
Lowering  Costs  and  Increasing  Security 


Please  join  Oblix,  PricewaterhouseCoopers,  and  ITAA  for 

IDentityManagement 

Security  for  a  Changing  World  2002 


A  one  day  educational  conference  on  identity  management. 
Tuesday,  May  14th  •  Chicago,  IL  •  Hyatt  Regency  Chicago 


What  does  the  future  of  identity  management  look  like?  Hear  from  industry  experts  and  IT  professionals 
as  they  discuss  their  experiences  in  managing  digital  identities  within  and  across  enterprise  boundaries. 


Conference  Speakers 


Anthony  (Tony)  E.  Scott,  Chief  Technology  Officer,  General  Motors 

Eric  C.  Dean,  Chairman  of  the  Liberty  Alliance  Management  Board/Senior  Vice  President  Information 
Services  and  Chief  Information  Officer,  United  Airlines 

Dennis  Kneale,  Managing  Editor,  Forbes  will  moderate  a  panel  on  how  Microsoft®. NET  Passport  and 
the  Liberty  Alliance  integrate  with  enterprise  IT  environments. 

Mark  Young,  .NET  Strategy  Team,  Microsoft 

Customer  panel  featuring  IT  executives  from  CUNA  Mutual  Group,  i2  Technologies,  and 
Washington  Mutual.  Panel  moderated  by  Michael  Vizard,  Editor-in-Chief,  InfoWorld  Media  Group. 

Jamie  Lewis,  CEO  and  Research  Chair,  Burton  Group 

Harris  Miller,  President,  Information  Technology  Association  of  America 

Jim  Barrett,  Partner,  National  Leader  for  Systems  Integration  Services,  PricewaterhouseCoopers 

Kristian  C.  Lehment,  Security  and  Directory  Services,  SAP  AG 


What  You'll  Learn 


The  definition  of  enterprise  identity  management  and  why  it  is  emerging  as  one  of  the  most  important 
security  issues  today. 

The  secret  to  lowering  IT  costs  while  increasing  security  in  a  changing  world. 

How  companies  today  have  implemented  identity  management  systems  and  reaped  substantial  benefits. 

How  public  identity  systems  can  interoperate  with  enterprise  digital  identities. 

Which  emerging  standards  and  government  regulations  will  impact  the  management  of 
digital  identities  on  the  Internet. 

How  to  use  enterprise  identity  management  to  strengthen  security  in  your  portal  environment. 


Who  Should  Attend     I 


CEOs,  ClOs,  IT  Directors,  Security  Directors,  Infrastructure  Architects — anyone  who  needs  to  understand 
how  to  manage  digital  identities  across  the  enterprise.  YOU  CAN'T  AFFORD  TO  MISS  THIS  EVENT! 


Register  Now!  Security  as  you  know  it,  is  changing.  I    http://www.oblix.com/events/id/ 
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Travel 
Commerce 

CONFERENCE  &  EXPO 

June  4-5,  2002 
Hilton  New  York 
New  York,  NY 

The  Travel  Industry's  Event 
for  Distribution,  Technology, 
and  Marketing  Strategies 

TravelCom  focuses  on  marketing,  technology  and 
distribution  strategies  relevant  to  offline  and  online  travel 
firms,  with  targeted  programming  covering  critical  issues 
and  an  Expo  Hall  featuring  companies  that  will  provide  the 
tools  to  put  those  strategies  to  work  today! 


Featuring  a  Keynote  Address 
by  Steve  Forbes 

President  and  Chief  Executive  Officer  of  Forbes 
and  Editor-in-Chief  of  Forbes  magazine 


www*traveicomexpo*com 

For  information  on  Exhibiting  and  Sponsorship 
Opportunity's,  contact  Sue  Cronin  at  203-254-1488 
or  sue@jd<- "ents.com  ^ 
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HEALTH 


Hard  to  Swallow 


)ne  of  the  bestselling  drugs  of  all  time  is 
ie  subject  of  a  bitter  legal  battle  over 

patents.  The  case  means 
illions  to  AstraZeneca— 
ndto  people  paying 
ledical  bills. 

Y  ROBERT  LANGRETH 


ASTRAZENECA'S  HEARTBURN  PILL 
Prilosec  has  generated  an 
astounding  $26  billion  in  U.S. 
revenue  for  the  British  drug- 
maker  since  it  was  released  in 
89,  making  it  one  of  the  top-selling 
ugs  of  all  time.  But  Astra's  little  purple 
J  is  on  the  brink  of  a  devastating  sales 
ange,  as  generic  drugmakers  angle  for 
majority  of  its  $3.7-billion-a-year  U.S. 
arket.  Standing  between  Prilosec  and  a 


torrent  of  cheap  knockoffs  are  a  judge  in 
lower  Manhattan  and  a  chemical  coating 
less  than  10  microns  thick. 

AstraZeneca's  main  patent  covering  the 
drug  expired  last  October,  but  the  company 
has  managed  to  keep  copycats  at  bay  by 
suing  generic  firms  for  infringing  patents, 
not  on  the  medicine,  but  on  the  way  it  is 
assembled  into  a  pill.  Astra  claims  to  have  a 
unique  three-layer  formulation  that  pro- 
tects the  drug  from  being  degraded  by 


stomach  acid.  The  defendants  counter  that 
Astra's  supposed  invention  is  obvious  and 
not  patentable  or  that,  even  if  the  patent  is 
valid,  their  versions  don't  infringe. 

The  five-month  trial  is  nearing  com- 
pletion in  federal  district  court  in  Man- 
hattan. A  decision  by  Judge  Barbara  Jones 
could  come  in  a  few  weeks.  The  outcome 
has  huge  implications  for  AstraZeneca, 
the  generic  industry  and,  potentially,  the 
entire  drug-patent  system.  If  generic 
drugmaker  Andrx  and  the  other  defen- 
dants win,  their  stocks  and  profits  will 
rise,  while  Astra's  earnings  will  likely  suf- 
fer and  the  firm  could  become  takeover 
bait.  Historically,  generic  firms  have  won 
about  80%  of  court  disputes  over  brand- 
name  patents,  according  to  an  analysis  by 
Wachovia  Securities. 

But  if  AstraZeneca  pulls  off  an  upset,  it 
will  sustain  its  lucrative  Prilosec  monopoly 
for  five  more  years.  Time  is  money:  Every 
week  Astra  delays  a  rival  product  (Prilosec 
is  generically  known  as  omeprazole),  it 
reaps  another  $71  million  in  revenue.  A 
victory  would  give  Astra's  marketers  even 
more  time  to  shift  Prilosec  patients  over 
to  the  company's  new  heartburn  drug, 
Nexium,  patent-protected  until  2015. 

The  trial  goes  to  the  heart  of  the  esca- 
lating controversy  over  how  much  patent 
protection  pricey  brand-name  drugs 
should  get.  When  the  current  patent  law 
was  passed  in  1984,  Congress  couldn't  have 
envisioned  the  creative  thicket  of  patents 
with  which  drug  firms  could  encircle  their 
discoveries.  Pharmaceutical  companies  are 
patenting  all  aspects  of  a  drug's  production, 
storage,  packaging,  route  of  administration 
and  method  of  use.  Even  when  these 
patents  don't  hold  up,  they  can  tie  up 
generics  in  court  for  a  few  years. 

Employers  and  taxpayers,  who  foot 
most  of  the  $130-a-month  bills  for  Prilosec, 
would  love  to  see  Astra  lose;  the  generics 
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will  probably  run  only  a  fraction  of  that. 
"It's  unconscionable  how  they're  exploit- 
ing patent-extension  loopholes,"  says  Ver- 
mont Governor  Howard  Dean.  He  is  a 
founder  of  Business  for  Affordable  Medi- 
cine, an  unlikely  coalition  of  ten  states,  three 
labor  unions  and  ten  companies  (such  as 
General  Motors,  Wal-Mart  and  Motorola) 
now  lobbying  for  Congress  to  outlaw  some 
of  the  tactics  used  to  stretch  out  drug 
patents.  Prilosec  has  already  had  several  ex- 
tensions on  its  original  patent.  (Still,  be- 
cause of  all  the  delays  in  getting  drug  ap- 
provals, it  has  had  the  U.S.  omeprazole 
market  to  itself  for  a  mere  13  years.) 

AstraZeneca  is  not  the  only  pharma 
house  maneuvering  for  a  patent  stretch- 
out (see  box).  In  2000  Bristol-Myers  won  a 
four-month  extension  for  its  BuSpar  anx- 
iety drug  by  obtaining — only  hours  before 
the  main  patent  was  to  expire — a  new 
patent  on  how  the  drug  is  metabolized.  It 
is  now  being  sued  for  antitrust  violations 
by  state  attorneys  general  who  argue  that 
Bristol-Myers  misrepresented  the  scope  of 
its  patent  to  the  Food  &  Drug  Adminis- 
tration. Bristol-Myers  had  no  comment. 

Legal  experts  say  that  Astra  is  not 
relying  on  a  legal  loophole.  "We  are  not 
playing  silly  games,"  says  Rachel  Bloom- 
Baglin,  an  AstraZeneca  spokeswoman. 
"Without  this  patented  formulation  there 
would  be  no  Prilosec  today." 

Prilosec  was  invented  in  1979  at 
AstraZeneca's  lab  in  Gothenburg,  Swe- 
den. As  the  first  in  a  revolutionary  class  of 
medicines  that  enter  the  bloodstream, 
then  travel  deep  into  the  cells  of  the  stom- 
ach lining  to  block  the  secretion  of  gastric 
acid,  it  proved  far  more  potent  than  ear- 
lier drugs  such  as  Zantac.  But  there  was  a 
problem:  The  compound  was  unstable  in 
acid.   Unprote  it  would  quickly 

decompose  in  ti  mach  before  ever 

reaching  the  blood  sti  -am.  AstraZeneca 
scientists  spent  five  ye<\rs  devising  a  three- 
layer  pellet  to  protect  Prilosec  in  the 
stomach.  Each  purple  Prilosec  capsule 
contains  about  100  of  the  three -layer  pel- 
lets. The  innermost  layer  of  each  pellet 
contains  the  drug  mixed  w  ith  an  alkaline 
stabilizer.  The  outer  coating  is  an  acidic 
polymer  that  can  withstand  the  harsh 
stomach  environment.  Between  these  two 
layers  is  a  water-soluble  polymer  coating 
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Big  drug  firms  are  fighting  a  losing 

battle  to  stave  off  competition  from 
generics,  and  infuriating  Washington 
and  consumer  groups  in  the  process. 

Congress  creates  modern 
drug  patent  law,  easing  way  for 
generics  to  enter  the  market. 

Barr  Labs  strikes  odd  deal 
with  Bayer,  whereby  Bayer  paid 
millions  annually  not  to  sell  generic 
Cipro  until  as  late  as  2003. 

Eli  Lilly  fails  in  court 
i  keep  generic  Prozac  off  the  mar- 
ket until  2003.  Generics  enter  a 
year  later.  Prozac  sales  drop  84%. 

Bristol-Myers 
Squibb  gets  a  new  patent  for  its 
BuSpar  anxiety  drug  one  day 
before  old  patent  expires;  a  court 
rejected  its  claims  and  allowed 
generics  to  enter. 

Prilosec  patent 
trial  begins  in  New  York. 

Merck's  Prinivil  and 
AstraZeneca's  Zestril  set  to  lose 
exclusivity. 

Court  arguments  are 
expected  to  begin  on  Schering- 
Plough's  bid  to  extend  its  $3.2- 
billion-a-year  Claritin  franchise 
beyond  2002  with  an  added  patent. 

Pfizer's  $2.4  billion 
antidepressant,  Zoloft,  and  Merck's 
$6.7  billion  cholesterol  drug,  Zocor, 
will  both  lose  patent  protection. 

less  than  10  microns  thick.  It  acts  as  an 
additional  buffer  to  prevent  the  acidic 
polymer  on  the  outside  and  stomach  acid 
from  reacting  with  the  drug  on  the  inside. 
The  pellets  travel  unmolested  through  the 
stomach  and  into  the  small  intestine, 
where  the  two  coatings  dissolve  and  the 
drugs  are  released  into  the  bloodstream. 
Astra  notes  that  its  formulation  patents 
were  filed  in  1987,  two  years  before  the  drug 
came  on  the  market.  "It  makes  me  very  un- 
happy when  people  say  this  is  sham  litiga- 
tion, because  it  is  unfair  to  all  the  scientists 


that  worked  years  on  this,"  says  Astra  Exec- 
utive Vice  President  Martin  Nicklasson. 

.  The  four  generic-drug  makers  in  thej 
trial — Andrx;  two  German  firms,  Schwari  | 
Pharma  and  Merck  KGaA  (distant  ances- 
tor to  the  giant  U.S.  firm);  and  India-basec 
Dr.  Reddy's  Laboratories — contend  that 
they  have  developed  slighdy  different  fori 
mulations  that  don't  infringe  Astra's 
patents.  Andrx  argues  that  the  real  reason 
Astra  spent  so  much  time  developing 
those  three-layer  pellets  was  not  so  mucn 
the  complexity  of  the  science  but  because 
it  was  obsessed  with  having  perfectly  whita 
pellets  for  marketing  and  regulatory  purn 
poses.  (Were  the  innermost  and  outer 
layer  to  react,  they  would  show  some  dis-j 
coloration.) 

Andrx  may  have  the  best  shot  at  winJ 
ning  the  court  batde  because  it  claims  to  i 
have  developed  a  patented  two-layer  forj 
mulation  that  completely  avoids  Astra's 
middle  layer.  But  during  the  trial  Astra 
brought  in  a  drug-delivery  expert  from  the 
University  of  Nottingham  who  analyzem 
Andrx's  pellets  under  a  microscope  with  inl 
frared  and  ultraviolet  light  and  concluded 
they  contain  a  third  layer  after  all,  thus  inl 
fringing  Astra's  patents.  Andrx  says  it  hall 
evidence  that  there  is  no  third  layer. 

Patent  cases  are  difficult  to  predict,  I 
and  as  the  trial  winds  to  a  close,  the  betf 
ting  is  all  over  the  map  as  to  who  will  wiiu- 
There  are  all  sorts  of  split  verdicts  possi-ji 
ble,  and  both  sides  are  expected  to  appeal 
if  the  decision  goes  against  them.  One 
intriguing  possibility  is  that  the  judge 
could  rule  in  favor  of  Andrx  but  against 
the  other  three  generic  firms,  giving 
Andrx  an  extended  period  as  the  only 
generic  on  the  market.  Although  Andrx  is 
undefeated  in  patent  cases,  going  five  for 
five,  its  shares  have  sagged  as  the  trial  has 
dragged  on,  down  34%  to  $43  sind 
October.  Astra  shares  are  up  9%  to  $49  as  j 
the  copycats  remain  stuck  on  lab  shelves 

A  patent  lawyer  who  represents 
generic  firm  not  involved  in  the  case  say 
Astra  has  a  "pretty  substantial"  chance  < 
winning,  as  its  witnesses  "have  done  a  goo 
job  in  creating  the  impression  there  is 
third  layer"  in  the  Andrx  formulation.  Bu 
the  burden  is  on  Astra  to  prove  infring 
ment,  and  its  esoteric  ultraviolet  tests  ma 
not  be  enough  to  convince  the  judge. 
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A  Star  Is  Born 

Astronomy  belongs  not  only  to  the  pros  but  also  to  gifted  amateurs  with  new  equipment. 


BY  SUSAN  ADAMS 


Sll  VIWIWIM  I  ITIAINSHIS7  INUITIllM  OPEON  \ 
portion  of  the  Veil  Nebula,  a  cloud  of  gas  I  ,<•>()()  light- 
years  away.  At  first  he  sees  little  more  than  a  fuzzy 
him.  Then  Mandd  works  his  magic  Using  an  ultra- 
sensitive digital  camera  attached  to  the  hack  of  a  telescope 
and  wired  into  a  computer,  he  starts  to  pull  images  down 
from  the  heavens. 

Seven  minutes  later  the  computer  screen  in  Mandel's 
private  observatory  reveals  mi  intricate  pattern,  shot  through 


with  what  look  like  human  veins,  punctured  by  hundreds  oi 
glowing  orbs.  When  his  series  of  15  five-minute  exposures  is 
done,  he  has  a  truly  startling  image:  a  fragment  of  a  super- 
nova, a  star  that  exploded  25,000  wars  ago. 

Mandel  is  an  amateur  astronomer — an  "obsessive  ama- 
teur," in  his  own  words.  With  not  one  but  two  private 
observatories  perched  next  to  his  home  in  the  mountains 
above  Santa  Cruz,  Calif.,  Mandel,  52,  spends  upwards  of 
100  nights  a  year  either  gazing  through  one  of  his  four 


Most  nights  it's  just  him  and  the  universe:  Steven  Mandel  in  his  dome. 
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scopes  or  busily  imaging 
galaxies,  nebulae  and  the 
remnants  of  supernovae. 
So  consumed  by  his  hobby 
is  he  that  early  in  his  18- 
year  marriage  to  former 
freelance  science  writer 
Carol  Foote,  the  couple 
decided  that  Mandel 
needed  an  agreement 
restricting  his  stargazing 
time.  Nowadays  Foote  and 
the  couple's  two  sons 
sometimes  join  in. 

Mandel's    particular 
obsession     is     imaging: 
using  long  exposures  to 
make  pictures  of  celestial 
bodies — like  his  shot  of  the  Veil  Nebula 
supernova  remnant,  which  cannot  be 
seen  merely  by  gazing  through  a  tele- 
scope. Nor  is  standard  photographic 
equipment  always  sufficient,  since  urban 
light  pollution  can  wreck  an  image  of  a 
supernova.  To  mitigate  the  effects  of  such 
pollution,  Mandel  used  to  drag  his  gear, 
including  a  30-pound  telescope,  75- 
pound  mount  and  two  20-pound  marine 
batteries,  to  remote  desert  or  mountain 
locations. 

Then  in  the  early  1990s  cameras  built 

TOOLS 


Glorious  remnant:  a  fragment  of  the  Veil  Nebula  captured  by  Mandel 

on  charge-coupled  devices,  or  CCDs, 
became  available  to  amateur  astrono- 
mers. These  contain  a  silicon  chip  so  sen- 
sitive it  captures  images  up  to  30  times 
faster  than  conventional  film.  CCDs  are 
much  more  efficient  at  imaging  very  faint 
objects  and  are  far  less  likely  to  be  foiled 
by  Earth-based  light. 

Now  Mandel  does  most  of  his  imaging 
right  in  his  observatory,  a  simple  room 
with  a  movable  roof  he  designed  and  had 
built  in  1990.  The  roof  is  connected  by  an 
elongated  bicycle  chain  to  a  garage-door 


The  Eye  of  the  Beholder 

Amateurs  can  now  buy  stargazing  equipment  that 

rivals  the  gear  used  by  professionals.  Mandel's 

choices: 

16-inch  f/8.9  Ritchey-Chretien  telescope  by  C.  Brad 

Ehrhorn  of  RC  Optical  Systems  in  Flagstaff,  Ariz. 

(rcopticalsystems.com).  Designed  and  handmade 

by  Ehrhorn,  a  captain  for  America  West  Airlines 

who  is  himself  an  avid  amateur  astronomer.  Power- 
ful enough  to  capture  an  image  of  a  quasar  that  is 

I  billion  light-years  away.  Price:  $22,000. 

Paramount  ME  telescope  mount  by  Software  Bisque  of  Golden,  Colo. 

(bisque.com).  Finely  tuned,  with  a  tracking  system  that  wires 
into  a  computer  software  program.  Punch  in  your  latitude  and 
longitude;  the  software  reads  the  time  on  your  computer's  clock 
and  then  displays  a  precise  picture  of  the  heavens.  Click  on  the 
celestial  body  you  want  to  view;  the  mount  whirs  the  scope  into 
position,  and  motors  keep  it  fixed  on  a  target  as  the  Earth 
rotates.  Price,  including  software:  $8,500.  —  S.A. 
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motor  that  rolls  it  back  at 
the  flick  of  a  switch.  An  85-1 
pound  telescope  mounted! 
on  a  computerized  base 
sits  in  the  middle  of  the] 
floor.  Three  years  ago] 
Mandel  added  a  contro 
room  to  house  his  imaging 
setup,  which  includes  three 
computers  and  three  monJ 
itors.  Because  he  stargazes 
for  as  long  as  eight  hours  ai 
a  time — from  after  sun] 
down  until  sunup — ha 
also  has  installed  a  space 
heater,  a  minifridge 
stocked  with  Diet  Coke 
and  a  CD  player  that  sere' ' 
nades  him  with  Mozart  string  quartets. 

A  year  and  a  half  ago  he  decided  to 
build  a  second  observatory,  a  dome  h< 
constructed  from  a  $  1 0,000  kit  made  b) 
an  outfit  called  Technical  Innovations,  in 
Gaithersburg,  Md.  He  needed  it  to  house, 
his  second  large  telescope,  a  $15,00(f6 
model  with  the  ability  to  capture  a  wider 
field  than  his  other  scope.  Correction:  Hel  0 
didn't  need  a  dome,  exactly.  A  rectangular!  * 
box  would  have  sufficed.  But  a  domejiui 
seemed  so  classic,  so  stately.  He  bought  U '  tt> 
for  "the  romance,"  he  says. 

Most  of  Mandel's  images  come  frori  I  Si 
the  CCD  cameras  he  attaches  to  hi  '* 
scopes.  But  desire  spawns  invention,  and  ffl 
Mandel  is  seeking  a  patent  on  a  simpO  |  6C 
platelike  device  that  enables  him  to  attach 
a  conventional  35mm  Nikon  lens  to  Jill 
digital  astronomy  camera.  He  piggybacks  j " 
this  unit  directly  on  top  of  a  scope,  allow-  p 
ing  him  to  produce  never-before-cap- r 
tured  wide-field  images,  like  his  striking  JW 
ghostly  picture  of  Barnard's  Loop — l  fee. 
huge  arc  of  gas  that  covers  the  length  o:  f"; 
the  constellation  Orion. 

What's  startling  (and  perhaps  diffi- 
cult to  comprehend)  is  that  Mandel,  witi 
his  amateur  setup,  is  the  first  humai 
being  ever  to  have  seen  this  sight.  It's  no 
that  CCD  cameras  aren't  used  by  profes 
sional  astronomers;  they  are,  and  haw 
been  for  some  time.  But  professionals  (o 
the  institutions  for  which  they  work 
necessarily  have  their  own  limited  agen 
das.  They  can  focus  on  only  so  much.  Re 
suit:  an  infinite  number  of  discoverie 
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eeping  up  with  online  advertising  isn't  easy.  Not  because  there  isn't 
lough  information,  but  because  there  is  too  much  -  and  it  is  often 
>ntradictory,  or  downright  confusing.  The  e-advertising  industry  may 
»  awash  in  data,  but  it  has  been  a  desert  of  perspective,  until  now. 

what  every  advertiser  should 
know  about  e-advertising. 


Forbes.com  presents  the  definitive  overview  of  research 

data  covering  key  aspects  of  the  online  advertising 
iiustry,  developed  and  vetted  with  insights  from  eMarketer  - 
b  world's  leading  provider  of  e-business  statistics. 


Online  Advertising  Update: 
<view  of  Research  Data 
suring  the  Growth  and 
:tiveness  of  Online 
}rtising  in  the  U.S.  aggre- 
s  and  analyzes  the  latest 
bers  to  provide  an 
rtive  picture  of  the  current 
;  of  online  advertising. 

data  is  conclusive. 

internet  is  a  powerful 
ceting  tool  that  smart 
rtisers  are  using  to  their 
petitive  advantage, 
fading  the  Online 
•rtising  Update,  you  learn: 
:  e-advertising  growth 
spects  for  2002  and 
/ond 

?  four  key  reasons  driving 
ine  ad  growth 
DOk  at  who's  online  and 
n  much  time  they  spend 
n  e-advertising  gets  results 


The  data  shows  the  more 
affluent  and  more  senior  the 
manager,  the  more  valuable  the 
internet  becomes  to  marketers. 

if  you  are  faced  with  the 
challenge  of  reaching  and  influ- 
encing busy  business  profes- 
sionals, you  may  be  interested 
to  know  that: 
■  CEOs  spend  more  time 

online  than  with  any  other 

medium. 


Average  Number  of  Hours  Spent  per  Week  with 
Different  Media  among  us  Corporate  Executives,  2002 


Note:  n=262 

Source  Research. Net.  February  2002 


For  affluent  investors,  the 
internet  is  the  medium  of 
choice. 


■  The  internet  is  emerging  as 
the  "prime-time"  medium  for 
reaching  business  profession- 
als during  the  workday. 

The  Online  Advertising  Update 
reviews  many  facts  and  figures 
of  interest  to  advertisers  and 
their  agencies.  For  example, 
despite  the  economic  and 
media  downturn  in  2001, 
online  advertising  is  poised  to 

grow  1 1  %  in 

2002.  Online 
buyers  will 
number  70 
million  by 
year-end.  The 
white  paper 
also  provides 
compelling 
evidence 
that  online  advertising  is  an 
effective  tool  for  branding  as 
well  as  direct  response. 
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Free! 


Extraordinary  offer! 

The  Online  Advertising  Update 
not  only  contains  a  wealth  of 
information,  it  is  absolutely 
free,  it  is  also  online,  so  it  can 
be  on  your  desktop  in  seconds. 

Go  to:  www.emarketer. 
com/forbes.  a  pdf  file  will 
be  sent  to  your  e-mail  address 
immediately.  (For  a  paper  copy, 
call  toll-free  1-877-378-2871). 

For  a  complete  review  of 
spending  estimates,  online 
advertising  success  strategies 
and  more,  get  eMarketer's 
new  Online  Advertising  Report. 
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await  Mandel  and  every  other  ama- 
teur. It  was  two  amateurs,  for  exam- 
ple, who  discovered  the  Hale-Bopp 
comet  in  1995. 

Mandel  claims  that  the  isolation 
demanded  by  his  hobby — most 
nights,  it's  just  him  and  the  universe — 
is  one  of  the  best  things  about  astron- 
omy. "It's  my  therapy,"  he  sighs,  and  a 
welcome  escape  from  his  intensely 
people-oriented  job  as  the  owner  of  a 
corporate  speech-coaching  firm  with 
15  employees.  His  list  of  clients 
includes  IBM,  Cisco  and  Charles 
Schwab  &  Co. 

The  Internet  keeps  Mandel  in 
close  touch  with  other  stargazers  (his 
own  site:  galaxyimages.com).  Online 
he  met  Steven  Lee,  the  chief  telescope 
operator  at  a  professional  observatory 
in  Coonabarabran,  Australia.  Together 
with  an  amateur  astronomer  friend 
from  California,  Mandel  has  traveled 
to  Australia  and  set  up  a  high-powered 
telescope,  mount  and  CCD  camera  in 
Lee's  own  backyard  observatory, 
which  they've  dubbed  the  Australian- 
American  Imaging  Station.  As  soon  as 
a  high-speed  Internet  connection 
becomes  available  in  Coonabarabran, 
the  trio  plan  to  hook  their  Australian 
mount  into  Mandel's  California  com- 
puters so  they  can  control  the  obser- 
vatory remotely. 

Despite  all  the  sophistication, 
Mandel  seems  like  an  overgrown  kid 
when  pushing  buttons  and  whirring 
his  scopes  around.  Indeed,  his  original 
enchantment  with  astronomy  came  at 
age  12,  from  Tom  Swift  books  and  the 
TV  series  Science  Fiction  Theater.  He 
raised  $300  to  buy  his  first  telescope 
from  his  own  little  business  stenciling 
address  numbers  on  the  curbs  next  to 
new  tract  houses  in  his  San  Fernando 
Valley,  Calif,  neighborhood. 

Mandel's  greatest  thrill,  he  says, 
still  comes  from  the  simple  pleasure  of 
gazing  at  the  n;ght  sky,  whether  he's 
using  $80,000  wo  th  of  sophisticated 
equipment  or  jusl  lool  ing  '(the  sum- 
mer Milky  Way  throu  \h  a  par  of 
cheap  binoculars:  "The  mystery  and 
the  passion  of  it  all  is  1]  r<  foi  me.  I 
just  can't  get  enough."  F 


Her  Way 


Advertising  legend  Mary  Wells 
Lawrence  recounts  her  glory  days— 
and  the  gory  demise  of  her  agency. 

BY  MELANIE  WELLS 


ANYONE  WHO  DOUBTS— OR  HAS 
forgotten — that  advertising  used 
to  be  a  sexy,  exhilarating  business 
need  only  crack  open  Mary  Wells 
Lawrence's  memoir,  A  Big  Life  in  Advertising 
(Knopf,  $26).  For  the  benefit  of  readers  too 
young  to  have  heard  of  her,  she  was  Char- 
lotte Beers  before  there  was  Charlotte  Beers. 
Lawrence  became,  in  the  1960s,  the 
first  really  powerful  female  player  on 


1976  reportedly  made  her  one  of] 
the  highest-paid  women  in  the 
world,  became  a  trusted  adviser 
to  some  well-known  bosses.! 
Ford  Motor's  Henry  Ford  ID 
turned  to  her  when  the  earn 
maker  sought  to  shake  off  badi 
publicity  caused  by  exploding^ 
gas  tanks  in  its  Pintos.  Her  so-J 
lution?  The  immortal  "Quality^ 
Is  Job  One"  campaign.  It  was! 
nothing  for  her  to  pick  up  the] 
phone  to  sell  an  idea  directly  tof 
Procter  &  Gamble  chief  execuH 
tive  John  Smale. 

Part  of  the  problem  with 
advertising  today,  says  Lawn 
rence,  73,  is  that  ad  people  have 
lost  this  sort  of  access.  Clients 
(and  agencies  themselves)  hava 
grown  too  big  and  bureaucratic] 
She  convinced  executives  td 
take  audacious  risks.  In  1965,  foil 
example,  she  talked  Braniff  In-^ 
ternational  president  Harding 
Lawrence,  whom  she  later  mar-j 
ried,  into  painting  his  planes] 
bright  colors,  including  cobalj  I 
blue.  Three  hundred  reporters 
showed  up  for  the  unveiling  o| 
the  colored  jets.  Advertising  copy  trum 
peted:  "The  end  of  the  plain  plane." 

In  the  1980s  the  trade  press  started 
calling  Lawrence  "Garbo" — because  o] 
her  long,  unexplained  absences  from  hej 
agency.  She  was  fighting  uterine  and 
breast  cancer.  She  didn't  say  so  at  the  time 
because,  she  says,  "I  didn't  want  othej 
agencies  to  use  the  fact  as  a  way  of 
destroying  the  confidence  of  my  clients.1] 


She  created  "Plop-plop,  fizz-fizz/' 


Madison  Avenue.  It  was  a  heady  time, 
when  TV's  ability  to  sell  products  seemed 
inexhaustible.  Lawrence's  agency,  Wells 
Rich  Greene,  created  some  of  the  most 
memorable  commercials,  including 
"Plop-plop,  fizz-fizz"  (for  Alka-Seltzer). 

Deals  were  struck  over  liquid  lunches 
in  Manhattan  or  in  the  south  of  France, 
where  Lawrence  and  her  husband  owned 
a  chateau.  Their  friend  Princess  Grace  of 
Monaco  dropped  by  to  dazzle  clients. 

Lawrence,  whose  $300,000  salar)  in 


In  the  end,  Wells  Rich  Greene  wJ 
destroyed  anyway.  In  1990  Lawrence  soil 
the   privately   held   agency,   then    th 
nation's  15th-largest  with  $885  million 
worldwide  billings,  to  French  groti 
BDDP.  But  she  didn't  groom  a  success( 
who  could  fill  her  shoes  as  client  han 
holder,  and  the  agency  closed  in  1998. 
should  have  put  some  of  the  creative  ta 
ent  I  had  into  cloning  myself,"  sh 
laments.  "The  ending  might  have  bee 
different  if  I'd  worked  harder  at  that." 
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Dali  Prints 


RARE  DALI  PRINTS 

If  you  own.  <»■  arc  considering  the  purchase 
of  a  Salvador  Dali  print.... 

Our  exclusive  catalog  features  full-color 
pictures  of  more  than  500  signed  limited 
edition  Salvador  Dali  prints.  Each  print  is  fully 
documented  bv  Albert  Field,  curator  of  the 
Salvador  Dali  Archives,  and  guaranteed 
authentic.  The  catalog,  "Salvador  Dali:  A 
Retrospective  of  Master  Prints,"  is  a  must 
for  anyone  interested  in  works  signed  by 
Dali.  Call  now  and  we  will  rush  you  a  free 
copy  of  "The  SalvadorDali  Collector's 
Newsletter".  ($15  per  issue) 
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'Call  1-888-71 0-71 00  Ext  225 

or  visit  www.LimitedRisklnvestor.com 


Market  got  you  thinking? 

It's  time  to  consider 

bonds,  preferreds,  and 

convertibles. 


Forbes  columnist  Richard 

Lehmann  of  Forbes/Lehmann 

Income  Securities  Investor  will 

show  you  how  to  preserve  your 

capital  and  enjoy  rock-solid 

income.  In  2001  his  subscribers 

earned  over  28%.  Cat!  today  for 

a  FREE  trial  issue  and  receive 

50%  off  the  subscription  price. 
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It  s  an  interesting  choice:  the  coast  of  southern 
France  or  a  home  on  the  shores  of  Rarity  Bay,  a  scenic 
960-acre  peninsula  with  a  championship  golf  course, 
an  equestrian  center,  country  club,  and  homes  in 
French  Country  architecture.  Qrand  Estate  homesites 
offer  you  Chateau  elegance  and  waterfront  vistas 
with  the  ambiance  of  Provence  in  the  foothills  of 
the  beautiful  Great  Smoky  Mountains.  Call  soon. 

Rarity  Bay  •  Vonore.  Tennessee  •  Toll  Free  1-888-RArVTrBAY 
e-mail:  lnfo@rarltybay.com  •  www.raritybay.com 


Tuscany  Rentals 


Florence  and  Siena,  Italy 

The  best  apartments 

in  the  most  desirable  locations 

in  historic  landmarked  buildings. 

Rent  for  one  week  and  longer. 

www  .florencerentals  .net 
Tel:  212-932-3480 
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Visit  our  website  to  receive  a  copy 
of  our  ROI  white  paper. 
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Budget 


Report 


Analyze 


Success  today  depends  on  your  ability  to  quickly 
respond  to  change.  That  requires  accurately 
measuring  performance,  identifying  trouble 
spots,  and  having  the  flexibility  to  adjust  budgets 
and  plans  as  needed.  It's  an  ongoing  process 
calling  for  a  constant  flow  of  timely,  accurate 
data.  Is  your  current  business  information 
system  up  to  the  challenge? 

Comshare  offers  a  single  software 
application  to  help  you  implement, 
execute,  measure  and  adjust  your 
plans  and  actions  faster  and  more 
effectively.  Comshare  enables  you  to 
model  multiple  business  scenarios  with  the 
click  of  a  mouse,  use  that  information  to 
allocate  resources  in  support  of  strategic 
initiatives,  and  analyze  online  data  and  results 
immediately  for  quick  response  to  change. 
By  closing  the  gap  between  strategy  and 
performance,  Comshare  business  software 
delivers  maximum  ROI. 


800.922.7979 


COMSHARE 


Software  to  help  companies  implement  and  execute  strategy. 
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Printing 


Business  Services 


Searching  for  an  Alternative  to 
the  Equity  or  Bond  Market? 


EUR/USD      USD/JPY      GBP/USD    USD/CHF 


Currency  Traders  have  the  ability  to  profit  both  in  rising  or  falling  markets. 
Unlike  the  equity  market  where  funds  tend  to  rise  and  fall  with  the  market, 
currency  funds  generate  returns  independent  of  market  direction. 

There  is  no  correlation  between  the  performance  of  currency  funds  and  stocks, 
bonds,  or  the  economic  conditions.  Therefore,  allocating  a  portion  of  a  portfolio 
to  currency  funds  can  reduce  overall  portfolio  risk  and  increase  returns. 

FXCM  helps  match  investors  with  premier  trading  programs  or  funds, 

based  on  their  individual  financial  goals.  Additionally,  FXCM  offers  the  ability 

to  directly  participate  in  the  currency  market  through  its  online  trading  platform. 

•  www.fxcm.com  •  1-866-600-FXCM  • 

FXCM  is  registered  Futures  Commission  Merchant. 
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Sales  Leads  &  Mailing  Lists 


14  Million  Businesses  -  Select  by  geography,  sales  volume, 
business  type,  contact  name,  credit  rating,  and  more. 

250  Million  Consumer.'  •  Select  by  age,  income,  home  value, 
buying  behavior,  geography,  and  more. 

Customer  Analyser  &  Pro^eil  Builder  -  Analyze  your  current 
customers  &  find  prospects  Sal  match  Frej  analysis' &  25  Free 
prospects  at  infoUSA.com. 
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Education 


FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
for  life  and  work  experience.  Bachelor's, 
Master's,  and  Ph.D.  degrees  in  most 
fields.  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations.  Guaranteed  Student  Loans. 
1-800-951-1203  www.arrc.org 
Fax:1-707-371-2979 
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Click  or  Call  Now  -  Your  First  Report  is  FREQ 

BusinessCreditUSA.con 
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Montana  Real  Estate 


Luxury  Yachting 


Extraordinary  Montana  Lake  Living. 

issioo  Bay  Preserve  is  a  private  enclave  on  the 
argest  natural  freshwater  lake.  We  are  offering 
y  1  to  5-acre  homesites  on  over  300  acres  More 
ne-half  of  the  property  is  protected  in  a  wildlife 
retlands  preserve.  Enjoy  stunning  360-degree 
icluding  Flathead  Lake  and  the  soaring  Mission 
itains  Next  to  a  27-hole  golf  course.  Two  ski 

,       ^  "  MONTANA  LAO  COMMUNITY 

sarty  From  $245,000   Please  contact  us  today 

On,  Montana     800-375-0487  |  Email:  info@missionbayhome.com 


Rent  A  Greek 


Montana  Mountaintop  Living. 


njoy  spectacular  views  of  pristine 
ic  lakes,  Big  Muuntjtn  Ski  St 
mer  Recoct.  Glacier  NdCiorul  Park, 
the  extraordinary  Flathead  Valley, 
have  the  convenience  ol  lull-lime, 
speed  (1  5  millnwi  bps.)  Internet 
.».  Grouse  Mountain  EJjics  an  J 
Mouniain  Ranches  are  two  secunty- 
d  enclaves  that  otter  hilly  serviced 


homes  and  homesites  ranging  from  a 
comfortable  one  acre  to  an  expanse 
40  acre* 

Located  only  5  minutes  from  the 
town  ol  Whuelish  and  20  minutes  from 
an  international  airport  they  are  ideal 
for  yuur  Rocky  Mountain  retreat.  OME 
homesiies:  SlVUk  -  S65uk  LMR  parcels 
S8V5k-$l  5mm. 

BOC^MOUWIWJBEALEa^  " 

:  888-880-LAND    wTntefish.  Moatui    wwwjock vmtnrc.com    rock vmm-efiiyisw net 


And  sail 

among  the 

4,000  Greek 

islands 


ESTABLISHED  In  1969 


THEN  YOirCAN  SELECT  YOUR  OWN 
ENVIRONMENT,  YOUR  OWN  SCENERY,  YOUR  OWN  ISLAND! 

Charter  a  motor  yacht,  motor  sailer  or  sailing  yacht  (tor  6  to  50  guests, 

from  50*  to  200'  and  $700  to  $20,000  per  clay  lor  entire  yacht  with 

its  lull  crew)  from  VALEE  YACHTS,  agents  for  the  largest  fleet 

of  crewed  yachts  for  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 

Bin 

•  You  can  plan  your  own  itinerary  with  your  own  captain 

•  Your  food  with  your  own  chef 

•  Your  drinks  with  your  own  steward,  or  leave  it  up  to  them 

to... pamper  you. 

VALEF  YACHTS  LTD 

International  Headquarters:  725  \  Fir  Rcl.,  P.O.D.  385,  Ambler,  PA  19002  U.S.A. 

Tel:  (215)  641-1623  •  (21 5)  641-042 }  •  (800)  223-3845  •  Fax:  (215)  641-1746 

F-mail:  1NKX«  VALElTACHTS.com  •  Website:  VALEFYACHTS.com 
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Business  Opportunities 


e-mcorporate 


$4,500 
PER  CLIENT 


Offering  affordable  asset  protection 
to  make  clients  lawsuit  proof.  All 
the  local  appointments  you  can 
handle.  Lifetime  residuals.  24-hr. 
recorded  info.  (800)-653-4497 


WHY  DIDN'T  I  THINK  OF  THAT 


That's  the  response  we  hear  after  we 
explain  our  unique  and  exciting 
opportunity.  If  you're  looking  for  a 
simple  business  with  HIGH  INCOME 
POTENTIAL  and  absolutely  no 
downside,  let's  talk.  $12,900 
Investment  required. 


Call  1-800-675-6144 


*  Registered  agent  services 

*  U.S.  bank  accounts  opened 

*  Nominee  director  services 
Delaware  Incorporation  Handbook 

Delaware  Business  Incorporators,  Inc. 
800.423.2993 


OFFSHORE 


♦Companies  for»wlieM 

♦Banking  cli**^ 

:S:d"Cards  Capital  Asset 

♦iTTVacy  Management 

(800)710-0002       Free  Brochure 

VUa/MC/Amex    www.aMelprotecUon.com 


|arge  your  ad 


THOUSANDS 


Of  Businesses  For  Sale  By  Owners 

Nationwide.  Preview  Businesses 

For  Free. 

slGWBS 

If  Interested  In  Buying  Or 
Selling  A  Business  Call 


1  -800-999-SALE 

or  visit  www.gwbs.com 


INNOVATIVE  CONSUMER  PRODUCT 

needs  market  development.  US  and  UK 
patents.  Inventor-owned  San  Francisco 
business  seeks  expansion  via  foreign 

sourcing,  marketing,  and  retail 

distribution.  Will  sell  or  joint  venture. 

Inquiries  to 

Mr.  Vincent  at:  (415)  781-6920. 

Email:  info@bookvalet.com 


Arrange 
equipment  leases  •  Factoring  •  Business 
loans  of  ALL  types  •  No  experience  needed. 

-SSSBT 

SEE  FOR  YOURSELF! 

Visit  us  at  www.viewTLCcom  where  making 
money  is  as  easy  as  receiving  your  E-mail! 
RECEIVE  A  COLOR  INFO  KIT 
AND  FREE  VIDEO  SEMINAR 

Tne  Loan  Consultants,  Inc 
since  1963 


CALL 
800-336-3933 


Buy  Foreclosed  Property. 

Use  OUR  Money.  Split  Big  Profits. 

Complete  Training.  Call  for  Free 

Information  Package. 

800-995-0049  Ext.  7675 


THOUGHTS 

On  the  Business  of  Life 


I've  never  met  Bob  Hope,  but  I  love  him  for  all  he  is  to  all  of  us  atfiome  and  all  over  the  place.  His 
rapid-fire  humor  has  mowed  down  more  of  our  enemies  than  all  of  our  machine  guns,  and 
bowled  over  more  of  us  than  every  bowling  ball  in  every  alley  ever  did  to  the  other  sitting  ducks. 
The  good,  clean  lechery  and  leers  over  girls  and  golf  and  love;  the  not  unkind  but  devastating  cuts  at  the 
military's  sour  sergeants  and  pompous  brass — all  these  and  so  much  more  have  never  been  equaled. 
His  humor  and  he  are,  in  fact,  inimitable.  This  guy  is  for  real.  — MALCOLM  S.  FORBES  (1966) 


My  wife  and  I  have  a  perfect 
understanding.  I  don't  try  to  run 
her  life,  and  I  don't  try  to  run  mine. 

—MILTON  BERLE 


A  comedian  is  not  a  man  who  says 
funny  things.  A  comedian  is  one  who 
says  things  funny. 

—ED  WYNN 


Harpo  Marx  looks  like  a  musical 
comedy. 

—WALTER  KERR 


It's  not  that  I'm  afraid  to  die — I  just  don't 
want  to  be  there  when  it  happens. 

—WOODY  ALLEN 


It's  an  odd  job,  making  decent 
people  laugh. 


-MOLIERE 


When  God  sneezed — /  didn't  know 
what  to  say. 

— HENNY  YOUNGMAN 


A  joke's  a  very  serious  thing. 


My  idea  of  an  ideal  program  would 
be  a  show  where  I  would  have  all  the 
questions  and  some  other  bastard  would 
have  to  figure  out  the  funny  answers. 

— GROUCHO  MARX 


When  a  society  has  to  resort  to  the 
lavatory  for  its  humor,  the  writing 
is  on  the  wall. 

—ALAN  BENNETT 


In  Milwaukee  a  man  died  laughing  at 
one  of  his  own  jokes.  That's  what  makes 
it  so  tough  for  us  outsiders.  We  have  to 
fight  home  competition. 


The  reason  that  there  are  so  few  women 
comics  is  that  so  few  women  can  bear 
being  laughed  at. 

—ANNA  RUSSELL! 


Comedy  is  full  of  boys  who  didn't  go 
to  the  prom. 

—SUZANNE  O'NEILL 


\ 


An  audience  is  never  wrong.  An  individual^ 
member  of  it  may  be  an  imbecile,  but  a 
thousand  imbeciles  together  in  the  dark- 
that  is  critical  genius. 

—BILLY  WILDER  I 


—CHARLES  CHURCHILL 


-ROBERT  BENCHLEY 


A  Text... 

Call  unto  me  and  I  will  answer 
thee,  and  shew  thee  great  and 
mighty  things,  which  thou 
knowest  not. 

—JEREMIAH  33:3 

Sent  in  by  LaVerne  Bertucci,  Taylorville,  111. 
What's  your  favorite  text?  The  Forbes  Book  oji 
Quotations:  Thoughts  on  the  Business  of  Life  is 
given  to  senders  of  Bible  texts  that  are  used.' 


More  than  14,000  "Thoughts,"  arranged  alphabetically  b)  j 
subject,    are    available    in    a    900-page,    one-volume  j 
deluxe  edition,  Forbes  Book  of  Quotations:  Thoughts  on  iht 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shipping  anc 
$1  per  item  for  handling  (add  applicable  sales  tax) 
To  order,  please  call  toll-free,  1-800-876-6556. 
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When  Lexus  engineers  set  out  to  build  the 
SC  430  hardtop  convertible,  they  weren't 
just  building  a  convertible.  They 
were  building  a  Lexus.  This 
is  no  small  distinction. 
You  see,  your  traditional 
ragtop  may  offer  the  thrill 
of  an  open  sky,  but  it's  hardly 
a  bastion  of  comfort.  Ragtops  are 
noisy.  They  have  been  known  to  leak  both  air 
and  water.  Now  that's  not  very  Lexus-like,  is  it? 


NOTHING  ABOUT 

"RAGTOP" 

SEEMED    VERY 

.     LEXUS.     . 


No,  a  Lexus  convertible  would  have  to  retain 
the  requisite  luxuries  of  its  brethren.  Enter 
the  ingenious,  elegant  SC  430 
hardtop  convertible.  Simply 
press  one  button  and  the 
SC  430's  hardtop  raises 
or  lowers  itself  gracefully. 
In  25  seconds,  no  less. 
When  the  top  is  up,  the  SC  430 
is  transformed  into  a  secure,  weatherproof  sport 
coupe.  Put  the  top  down  and  it's  you,  the  open 


"Lexus  Vehicle  Skill  Control  (X'SC'i  is  .in  electronic  system  designed  to  li   Ip  the  dnscr  ni.iint.iin  vehicle  control  under  adverse  conditions-  It  is  not  a  substitute  loi  sale  driving  practices.  Factors  including 
tin    vm.it  than  conventional  tins    lire  life  ina\  he  substantially  less  than  15,000  miles    ;Rnn-flat  tire  technology  is  designed  for  limited  emergency  use  only.  If  air  pressure  is  lost,  vehicle  speed  must  r 

a  Division  of 'Toyota  Motor  Sales,  U.S.A..  Inc.  Lexus  reminds  vou  to  wear  seatbclts,  secure  children  in  rea 


sk\  and  its  potent  4.3-liter,  300-hp  V8  engine. 
To  keep  all  this  power  under  control,  the  SC  430 
is  equipped  with  Vehicle  Skid  Control  (VSC),* 
Traction  Control  (TRAC)  and  anti-lock  brakes 
(ABS).  And  huge  18-inch  alloy  wheels/  with 
available  run-flat,  low -profile  tires,*  hug  the  road 
and  further  announce  its  sport  coupe  intentions. 
Yet,  it  the  SC  430  performs  like  a  sports  car, 
the  experience  behind  the  wheel  is  remarkably 
refined.  A  windshield-high  cockpit  cowling  and 


rear-wind  deflector  reduce  wind  drafts.  Intuitive 
Climate  Control  senses  and  then  automatically 
regulates  cabin  temperature,  even  in  the  face  of 
a  changing  sun.  Hand-stitched  fine  leather  trim 
caresses  eye  and  skin  and  is  accented  by  burled 
walnut  or  bird's-eye  maple  trim.  Both  front  seats 
are  power-adjustable  and  heated. 

In  short,  the  SC  430  stands  uncompromised. 
And  while  this  might  not  be  very  common  in  a 
convertible,  it  is  quite  common  in  a  Lexus. 


-  an  automobile  delight,  comfort,  fascinate  and  energize  you?  lake 
lexus.com  for  a  test  drive  and  find  out.  The  Passionate  Pursuit  of  Perfection. 


©•■ 


d  conditions  and  driver  steering  input  can  all  affect  whether  VSC  will  be  effective  in  preventing  a  loss  of  control.  '18  x  8.0-in  wheels  with  low-profile  245/40ZR18  tires  are  expected  to  experience  greater 
aw  33  miles  per  hour;  cornering,  braking  and  accelerating  must  be  done  with  extreme  caution;  and  the  tire  should  be  replaced  within  100  miles  Sec  your  Lexus  dealer  for  details.  ©2002  Lexus, 
y  all  speed  laws  and  drive  responsibly.  For  more  information,  call  800-USA-LEXUS  (800-872-5398). 
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in  deep,  halcyon  repose  ('haelsien/haeljien  adj.  2.  Peaceful) 

Jesse  Sheidlower,  North  American  Principal  Editor,  Oxford  English  Dictionary 
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One-touch  Web  keys  on  select  models  that  take  you  directly 
to  your  favorite  pages'  A  thin  and  lightweight  construction 
for  easier  mobility.  Intelligent  design.  It's  just  one  of  the 
reasons  why  some  of  the  world's  most  successful  people 
choose  ThinkPad   notebook  computers.  Select  models 
feature  Mobile  Intel   Pentium  4  Processor-M  for  outstanding 
performance  and  mobility 

hinkpad/think 
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fad       Where  do  you  do  your  best  thinking? 


£  of  International  Business  Machines 
ififbration  or  its  subsidiaries  in  the  United' 
lies.  ©  2002  IBM  Corp.  All  rights  reserved. 


Life. 


Covered  by  Allianz  Group. 


Wherever  you  are,  whenever  you 
need  us,  the  Allianz  Group  is 
always  there  for  you. 

Life  both  precious  and  fragile  needs  to  be  protected  as  well 
as  to  be  allowed  to  flourish.  The  Allianz  Group  as  one  of 
the  world's  leading  insurers  has  always  been  the  partner 
for  a  secure  future.  With  our  experience  all  around  the 
globe  we  have  learned  how  to  turn  risks  due  to  social 
change  into  individual  opportunities.  This,  of  course,  is  only 
possible  with  the  know-how  and  financial  backing  of  a  truly 

global  leader.  Allianz.  The  Power  Beside  You. 


Allianz  (jjj) 


Allianz  Group.  Europe's  leading  global  insurer 
and  provider  of  financial  services. 
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INVEST  SO  YOU  CAN  RETIRE? 

OR  IS  IT  THE  OTHER  WAY  AROUND? 
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MUTUAL  FUNDS 


1 


RETIREMENT  SERVICES 


TRADING 


1.800. FIDELITY 


& 


etirement  is  coming.  However  you  choose  to  spend  yours,  the  time  to  prepare  is  now.  With  stocks,  bonds  and  mutual 
jnds.  With  trading  and  planning.  And  more  rollover  options.  To  start  working  with  the  company  that  helps  more  people 
ave  for  retirement*  call,  click  or  visit  Fidelity  today.  Because  you're  not  just  invested.  You're  personally  invested.SM 


-IDELITY.COM 
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RAYMOND  WEIL 

GENEVE 


Gyarstfal 


NORDSTROM 

1-800-695-8000 


www.raymondweil.com 
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THESE  TWO  GENTLEMEN  WI| 
THAT  THEIR  IDEAS  REMAIN  EV 

THE  NEW  MA'I 


Is  it  their  extraordinary  talent  that  lets  some  people  be  im- 
mortalized? Or  is  !t  the  degree  of  devotion  they  give  to  their  life's 
work?  It  would  be  true  to  say  both  of  the  Maybachs.  With  heart 
and  soul  they  pui  I  heir  vision:  to  build  the  best  car  in  the 

world.  Along  l !  ':!helm  Maybach  and  Gottlieb  Daimler  - 


whose  "motor  coach"  was  the  first  four-wheel  automobile 
created  a  legend:  the  first  Mercedes.  A  car  which  remains  tfi 
blueprint  on  which  all  modern  automobiles  are  based.  Even  as 
three-year-old,  Maybach's  son  Karl  spent  more  time  in  his  fathei 
study  than  in  the  sand  box  -  obviously  he  had  inherited  h 
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Maybach  -  a  brand  of  DaimlerChi 


OF  THEI 
\Y  PART  OF  EVERY  CAR  WE  BUILD 


S  ON  ITS  WAY. 


mm 


Karl  Maybach  (*  1879) 


ler's  skill  and  passion.  During  the  most  prolific  period  of  his 
rking  life  he  provided  material  for  some  of  the  most  important 
ipters  in  automotive  history:  the  first  semi-automatic  trans- 
sion,  the  first  Maybach  12-cylinder  car  engine  and  countless 
er  inventions  which  were  decades  ahead  of  their  time  and 


remain  among  the  technological  hallmarks  of  any  modern  auto- 
mobile up  to  the  present  day.  After  more  than  60  years  we  still 
share  the  vision  that  drove  Wilhelm  and  Karl  Maybach  to  ever 
greater  achievements:  to  build  an  automobile  that  sets  a  standard. 
The  new  Maybach.  Something  to  look  forward  to. 
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how  luxury  ho- 
tels are  using 
brand-name 
hath  products 
to  get  an  edge 
on   ivals — and 
how  you  get 
soaked  by  top 
cosmetic  firms' 
marketing. 
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Best  Places 

Find  the  best  places  to  build  a 
business  by  exploring  our  inter- 
active online  map  and  data. 

Love  Only  One  Stock 

Last  December  we  asked  1 7 
analysts  to  pick  one  stock  to 
buy  or  short  in  2002.  Check 
who's  ahead  so  far. 

Makers  and  Breakers 

Watch  clips  from  our  Forbes 
on  Fox  TV  show  and  get  the 
latest  stats  on  the  stocks 
featured  in  the  companion 
column  in  this  issue. 

Search  Our  Archive 

Instant  access  to  past  issues. 

Forbes  Global 

World's  Best  City 

Its  economy  can  reach  over  100 
million  people,  it  has  low  taxes 
and  is  a  perfect  stepping-off 
point  for  the  rest  of  China.  This 
helps  explain  why  we  call 
Shanghai  the  world's  best  city 
for  entrepreneurs.  Also:  our 
annual  country-by-country 
Tax  Misery  report. 
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What  does  product 

development 
mean  to 

EMC? 


"Driving  product  innovations 
like  a  startup,  getting  them  to  market 
like  a  global  leader." 

-Dave  Ellard,  Senior  Vice  President  and  CIO 
EMC  Corporation 


As  manufacturers  look  for  new  ways  to  stay  ahead,  more  and  more  are  returning  to  what  really  sets  them  apart— 
their  products.  That's  why  visionary  ClOs  like  Dave  Ellard  have  put  themselves  on  the  product  development  team.  PTC 
collaborative  product  development  solutions  have  allowed  EMC  to  cut  weeks  out  of  core  processes  and  deliver  the  next 
generation  of  storage  solutions  faster.  "Ultimately,  what  PTC  has  helped  us  do  is  make  our  entire  company  more  scalable," 
says  Ellard,  "so  we  extend  our  leadership."  For  more,  download  our  case  study  on  EMC  at  www.ptc.com/go/emc. 


Product  development  means  business. 


%> 


PTC 

Shaping  Innovation 


?2002  Parametric  Technology  Corporation.  PTC  and  its  logo,  Shaping  Innovation,  Create  Collaborate  and  Control,  ProductFirst,  and  Product 
Development  Means  Business  are  trademarks  or  registered  trademarks  of  Parametric  Technology  Corporation  or  its  subsidiaries  in  the  United 
States  and  in  other  countries.  EMC  is  a  registered  trademark  of  EMC  Corporation. 
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Robbing  Peter  to  Pay  Peter  mades 

perate  effort  to  keep  jobs'from  fleeing,  New  York  City  has  ladled 
out  $5  billion  in  subsidies  and  tax  rebates  to  employers  over 
the  past  decade.  The  process  is  going  on  with  a  vengeance  now, 
with  federal  assistance  added  to  the  pot.  If  you  want  to  see 
sausage  being  made,  read  Brett  Nelson  and  Tomas  Kellner  on 
how  the  politicians  are  going  to  carve  up  the  post-terrorist 
bailout  money  (see  cover  story,  p.  112). 

Job-creation  sub- 
sidies are  so  much  a 
part  of  American  life 
that  scarcely  anyone 
critiques  the  logic  be- 
hind them.  It  goes  like 
this.  A  state  or  city 
covets  the  high-pay- 
ing, nonpolluting  jobs 
of,  say,  a  software  de- 
veloper. If  a  code  writ- 
er is  going  to  make 
$100,000,  pay  $8,000 
in  income  tax  but  cost  the  government  only  $6,000  worth  of 
teachers  and  squad  cars,  then  it  makes  sense  to  pay  the  employer 
up  to  $1 ,999  per  year  per  job  stolen  from  elsewhere  in  the  coun- 
try. This  payment  could  take  the  form  of  a  new  highway  inter- 
change for  the  software  factory,  a  20-year  corporate  tax  abate- 
ment or  even  a  brazen  cash  bribe. 

Hey,  why  not  make  this  process  simpler?  Just  lower  personal 
income  taxes.  For  everybody. 

The  economic  development  people  will  tell  you  that  across- 
the-board  tax  cuts  are  no  good.  Better,  they  say,  to  target  the 
handouts.  Give  a  few  million  bucks  to  J.P.  Morgan  Chase 
because  it  is  threatening  to  move  to  New  Jersey.  Don't  give  any- 
thing to  some  big  employer  that  will  probably  stay  put.  Don't 
give  anything  to  a  hairdresser  even  if  he  threatens  to  leave  town. 
He's  a  captive  taxpayer  who  goes  where  his  customers  are,  and 
you  can  safely  soak  him. 

I  don't  buy  it.  The  big  reason  Microsoft  doesn't  move  2,000 
programmers  to  Manhattan  is  that  it  would  have  to  give  them 
raises.  The  raises  would  have  to  cover  state  and  local  taxes  not 
only  on  the  programmers  but  on  the  hairdresser,  too,  because 
his  taxes  get  built  right  into  the  price  of  haircuts.  Note  that  New 
York  City  collects  more  than  twice  as  much  from  personal  as 
from  corporate  income  taxes. 

Could  we  get  reform  of  economic  development  in  this  coun- 
try? That  is,  an  elimination  of  it?  No.  High-paying  jobs  are  at 
stake — those  of  all  the  lawyers,  middlemen,  favor  seekers,  influ- 
ence peddlers,  bribe  payers  and  political  hacks  who  like  the  sys- 
tem the  way  it  is. 
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Meet  Chen.  Globe-trotting  Dealmaker. 

Virtual  Team  Virtuoso. 

And  the  impetus  behind  the 

interactive  multimedia  movement. 


They're  everywhere.  Clicking  PDAs  to  access  vital  information. 
Dialing  cell  phones  to  download  e-mail.  Logging  on  to  laptops  to 
communicate  anywhere  on  the  planet.  It's  the  Chens  of  the  world 
who  are  turning  business  on  the  move  into  business  as  usual. 
And  it's  Nortel  Networks'"  that  develops  the  technology  to  meet 
the  challenges  of  mobility  and  helps  businesses  generate  revenue. 
For  instance,  integrated  multimedia  technology  from  Nortel 
Networks  enables  companies  such  as  Chen's  to  communicate  via 
video  calls,  voice  mail,  e-mail,  and  faxes  over  any  device  and  any 
network.  Whether  Chen  is  in  the  office  or  on  the  road, 
he's  always  in  touch.  So,  he  doesn't  have  to  find  information  to 
stay  productive  and  competitive  -  it  finds  him.  And  with  Nortel 
Networks  Optical  Ethernet-based  network  hosting  solutions, 
service  providers  can  manage  the  delivery  of  these  services 
so  Chen  can  focus  on  his  core  business.  Just  one  more  way 
Nortel  Networks  is  making  the  Internet  what  you  need  it  to  be. 
nortelnetworks.com/multimedia 

Nortel  Networks,  the  Nortel  Networks  logo  and  the  Globemark  are  trademarks  of  Nortel  Networks 
©2002  Nortel  Networks    All  rights  reserved. 


tro  &  Enterprise  Networks  |  Optical  Long  Haul  Networks  |  Wireless  Networks 


N0RTEL 

NETWORKS 

nortelnetworks.com 


ORDERS  ARE 
ON  TIM 


EVERYONE'S 

IN  THE  LOOP 


CUSTOMERS 


ARE  HA 


(AN  ADAPTIVE  SUPPLY  CHAIN 




\  business  is  a  jigsaw  puzzle  of  people,  products  and  processes.  And  because 
it's  constantly  in  flux,  it's  hard  to  predict  what,  when.  The  mySAP'"  Supply  Chain 
Management  Solution  connects  sou  with  your  customers,  partners  and  suppliers,  so 
you  can  adapt  on  the  Hv  to  shihs  in  supply  and  demand.  It  also  offers  higher  visibility 
and  covers  all  the  bases  -  from  planning  and  execution  to  networking  and 
coordination.  Which  makes  it  the  only  adaptive  SCM  solution  that  can  turn  a  supply 
chain  irtto  a  profit  center.  To  find  out  how  you  can  optimize  your  supply  chain,  go 
to  sap.com/scm 
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READERS  SAY 


Opportunity  Knocks 

As  the  former  chief  executive  of  Win- 
star Communications,  I  read  "Malone 
Clone"  (Apr.  15,  p.  82)  with  interest. 
IDT  purchased  a  portion  of  Winstar. 
Winstar's  wholesale  business,  interna- 
tional operations,  new  media  busi- 
nesses, Internet  operations  and  many 
other  investments  had  already  been 
sold  to  others  for  significant  sums.  The 
asset  that  IDT  did  buy  was  unique:  a 
completed  broadband  network.  IDT's 
great  opportunity  is  to  fill  the  network 
by  taking  market  share,  an  opportunity 
that  Winstar  never  got  to  take  advan- 
tage of  since  the  network  was  com- 
pleted just  prior  to  Winstar's  bank- 
ruptcy. IDT  should  benefit  greatly  from 
that  unique  asset. 

WILLIAM  J.  ROUHANA  JR. 
Greenwich,  Conn. 

Taking  Charge 

"The  Best  and  Worst  Bosses"  (May  13, 
p.  102)  should  rank  Cendant's  chief, 
Henry  Silverman,  as  an  A+.  From  1992 
to  1997  (which  overlaps  your  six-year 
ranking),  Silverman  was  chief  executive 
of  HFS,  one  of  Wall  Street's  best-per- 
forming stocks.  You  give  him  no  credit 
for  leading  an  incredible  turnaround  at 
Cendant.  In  2001  our  stock  price  in- 
creased by  104%.  Cendant  has  met  or 
exceeded  earnings  expectations  since  it 
was  formed  in  December  1997. 

ELLIOT  BLOOM 

Senior  Vice  President,  Cendant 

New  York,  N.Y. 

Winnick's  Winnings 

Gary  Winnick,  cochairman  of  Global 
Crossing,  still  maintains  70%  of  his  per- 
sonal holdings  in  the  company  and  was 
not  mentioned  by  the  Financial  Services 
Forum's  joint  statement  on  insider  sell- 
ing. A  year  ago,  after  receiving  all 
required  approvals  and  before  the  tele- 
com meltdown,  Winnick  entered  into  a 
long-term  hedging  contract  that 
resulted  in  the  sale  of  about  10%  of  his 
holdings,  as  did  other  senior  officers. 

LODWRICK  COOK 

Cochairman,  Global  Crossing 

Los  Angeles,  Calif. 
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Cover  Girl 

I  enjoy  a  good  double  entendre  as 
well  as  the  next  guy,  but  your  cover 
caption  "Got  a  Woodie?"  on  the 
Summer  2002  FYI  cover — that  also 
sported  a  sexy  bikini-clad  girl — was 
inappropriate.  It  was  offensive  to 
the  women  in  my  office,  it  made  it 
impossible  to  put  the  magazine  in 
my  reception  area  and  it  detracted 
from  a  good  story  on  old  woodies. 
BOB  WACKER 
San  Luis  Obispo,  Calif. 

We  will  make  sure  that  your  letter  is 
forwarded  to  Christopher  Buckley, 
the  distinguished  editor  of  our  sister 
publication.  — ED. 


Negative  Diagnosis 

I  write  in  response  to  "The  Tort  Mess" 
(May  13,  p.  91).  As  a  rural  primary  care 
physician,  I  assure  you  the  malpractice  cri- 
sis will  impact  accessibility  to  quality  care 
for  decades  to  come.  By  the  time  the  body 
politic  responds,  many  of  us  will  have 
faded  away.  While  we  are  humanists  by  na- 
ture, we  all  swim  in  the  same  capitalistic 
sea.  As  any  black  ink  turns  to  red,  will  our 
brightest  physicians-to-be  have  any  reason 
to  pursue  medicine  or  will  they  choose  a 
more  tranquil  harbor — perhaps  law? 

MARK  T  JANSEN,  M.D. 
Arkadelphia,  Ark. 
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Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 


Please  include  address  and  phone  number. 


Novartis  and  Ken  beat  back  40  tumors 
in  six  months. 


"Cancer  was  rampaging  through  me  so  fast 
I  felt  the  end  was  coming.  Now  1 

inactive,  and  I'm  Still  here."    —  Ken  Garabadian 


Sometimes  there  are  remarkable  results  in  cancer.  While  it's  never 
certain  how  patients  will  respond  to  therapy,  there  is  good  reason 
for  hope.  When  Ken  entered  the  clinic  in  July  2000,  his  cancer  had 
grown  to  the  point  where  doctors  could  actually  detect  it  without  the 
use  of  x-rays.  However,  these  tests  confirmed  how  devastating  the 
tumor  growth  actually  was.  Ken  knew  it  was  a  fight  he  couldn't  win, 
and  he  dreaded  telling  his  family  the  bad  news.  Today,  thanks  to  a 
treatment  from  Novartis,  Ken's  picture  is  decidedly  different.  His 
cancer  is  inactive,  and  he's  back  -  full  of  life  for  those  he  loves.  Novartis 
is  proud  to  be  the  innovative  force  that's  bringing  new  optimism  and 
hope  to  patients  and  their  families.  No  one  can  promise  what  the  future 
holds  for  cancer  patients,  but  today  Ken  is  winning  the  fight  against 
his  particular  form  of  cancer,  enjoying  life  and  realizing  his  dreams. 

Think  what's  possible. 
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www.novartis.com 
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.  Who  doesn't  like  to  bring  home  a  souvenir  or  two?  The  TL  Type-S  sports  taut  handlin 
leather-trimmed  interior  and  an  available  Accra  Satellite-Linked  Navigation  System.'"  All  of  which  are  quite  handy  whe 
crisscrossing  the  land  in  search  of  your  next  must-have.  Call  1-800-TOAcura  or  visit  acura.com      ®ACLJR/ 


Ifact  and  comment 

By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding" 


WOBBLY  STOCKS 


THE  STOCK  MARKET  TRIES  TO  ANTICIPATE  THE  FUTURE.  AND 
that's  what  should  give  the  White  House  pause — the  economy 
isn't  nearly  as  robust  as  those  first  quarter  GDP  numbers  indicate. 
Uncertainties  abound.  For  the  moment  we  appear  to  have  lost 
momentum  in  the  war  against  terror.  At  home,  profits  remain 
under  pressure — the  Federal  Reserve's  deflation  is  unwinding,  but 
very  slowly,  which  means  companies  will  be  looking  to  cut  costs 
more  than  usual,  more  bad  news  for  unemployment.  Greenspan  & 
Co.  may  suffocate  economic  growth  when  it  emerges.  The  cleanup 


of  corporate  balance  sheets  isn't  finished;  expect  more  nasty  big- 
company  writedowns.  The  markets  also  fear  that  trial  lawyers  may 
yet  do  to  the  corporate  boardroom  and  Wall  Street  what  they  did 
to  everyone  who  had  even  the  most  tenuous  connection  to 
asbestos:  Loot  and  destroy  them.  The  International  Monetary 
Fund  continues  to  cut  a  destructive  swath  around  the  world. 

Immediate  cures  for  the  equity  blues?  An  easy  Fed  money 
policy  (gold  should  be  allowed  to  reach  $325  an  ounce)  and  cut 
income  tax  rates,  including  capital  gains,  now. 


SOCIALIZED  MEDICINE  IN  AMERICA? 

We're  almost  there.  Governments  now  pay  45%  of  our  health  care  bills  and  that's  fast  approaching  50%. 

WE'RE  DIM  BULBS  ON  HEALTH  CARE 


INFLATION  IS  DORMANT,  YET  HEALTH  CARE  COSTS  ARE  SKYROCKET- 
ing.  Insurance  premiums  for  corporations  increased  by  double 
digits  last  year  and  will  do  so  again  this  year.  Companies  are 
responding  by  raising  co-pays  and  deductibles  and  by  cutting  back 
benefits.  Advocates  of  socialized  medicine  are  pushing  for  more 
government  intervention — even  as  Uncle  Sam  strangles  health 
care  providers  with  suffocatingly  unrealistic  reimbursement  rates. 
If  we  applied  free  enterprise,  we  could  get  better  health  care  at 
more  affordable  prices.  Why  the  current  crisis?  Because  of  the  dis- 
connect between  providers  and  consumers.  Most  health  care  costs 
are  paid  via  third 


insurance  companies  would  make  no  effort  to  market  them.  In 
case  insurers  did  not  get  this  hint,  Congress  also  imposed  an  expi- 
ration date  on  these  policies.  Other  limitations:  No  employer  with 
more  than  50  people  is  allowed  to  offer  MSAs,  and  deductibles 
were  mandated  at  very  high  levels  to  discourage  buyers.  (Why 
shouldn't  consumers  choose  what  their  deductibles  should  be?) 
And  on  it  goes.  The  solution  is  obvious — get  rid  of  the  restrictions. 
Another  reform:  Correct  the  equally  imbecilic  shortcomings 
of  Flexible  Spending  Accounts  (FSAs).  With  FSAs,  employees  can 
have  a  certain  amount  of  money  deducted  from  their  paychecks, 


—  -  tax-free,  for  medical 

parties-employ    Insurance  Costs  Loom  as  aj   Hard  Decisions  For  Employers  ±    expenses.  Sounds 

ers,  the  govern      Cloud  Over  the  Economy^    As  Costs  Soar  In  Health  Caref    great,  but  FSAs  are 

ment  or  insurers.  S^~  tt~     m      ^t      _jfr  n     jf        ><*1"1^ pwaKW"*»*i^^hobbled  by  two  flaws. 
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Business  executives  should  understand  that 
bad  (read  expensive)  things  happen  when  cus- 
tomers don't  control  the  purse  strings.  Patients  would  get  better 
value  for  the  dough  spent  on  their  health  care  than  third  parties  do. 

How  do  we  get  more  free  enterprise  in  the  medical  marketplace? 

Medical  Savings  Accounts  (MSAs)  are  one  approach.  Each  year 
employers  and  consumers  put  money  into  individual  accounts  that 
workers  can  use  for  medical  expenses.  What  they  do  not  use  stays 
in  the  accounts  and  grows,  tax-free,  just  like  an  IRA.  Individuals 
would  have  comprehensive  insurance  policies  for  major  medical 
expenses,  and  the  cost  would  be  cheap  because  the  deductibles  are 
high.  (Most  of  the  deductible  is  covered  by  the  money  in  the  MSA.) 

Congress  authorized  MSAs  in  1996,  but  they  have  been  stran- 
gled by  idiotic  restrictions.  Lawmakers  put  a  low  ceiling  on  the  total 
number  of  policies  that  could  be  sold,  thus  guaranteeing  that  most 


usa  Today  can't  be  used  for  future  medical  ex- 

penses. The  other  shortcoming:  If  an  employee 
leaves  a  company  at  the  beginning  of  the  year,  he  or  she  can  get  a 
windfall.  Say  you  have  agreed  to  have  $400  deducted  each  month; 
leave  the  company  Ian.  3 1 ,  and  you  can  demand  a  "refund"  of  up  to 
$4,800  for  unreimbursed  expenses  incurred  by  Jan.  31,  even  though 
you've  only  kicked  in  $400.  Not  surprisingly,  employers  put  caps  on 
FSAs.  The  solutions  are  self-evident.  Washington  should  let  employ- 
ees roll  over  unused  money  into  the  next  year,  and  Congress  should 
remove  the  windfall  provision  so  employers  can  remove  their  caps. 
Doing  away  with  inhibiting  restrictions  on  MSAs  and  FSAs 
would  go  a  long  way  toward  solving  our  health  care  problems. 
The  top-down,  third-party,  semisocialistic  approach  we  now 
have  is  costing  companies,  their  shareholders  and  employees 
unnecessary  grief  and  unnecessarily  high  costs. 
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FACT  AND  COMMENT 


POWER  TO  THE  PATIENTS 


THERE  ARE  OTHER  POSITIVE  CHANGES  WASHINGTON  COULD 
enact.  One  would  be  to  permit  unfettered  MSAs  for  Medicare. 
Another  would  be  to  let  people  on  Medicaid  use  vouchers  or 
coupons  to  shop  for  health  care;  too  many  of  these  folks  now  get 
"back-of-the-bus"  care,  in  part  because  reimbursements  are  low. 

The  uninsured?  Give  people  generous  tax  credits  of,  say, 
$1,000  per  person  or  $3,000  per  family.  Since  most  of  the  unin- 


sured earn  less  than  $25,000  a  year,  make  the  credit  "refund- 
able"— that  is,  if  your  tax  bill  is  less  than  the  credit,  you  get  the  dif- 
ference. Folks  could  use  the  money  either  to  buy  a  comprehensive 
basic  policy  or  to  deposit  it  in  an  MSA  that  would  grow,  tax-free. 
One  reason  health  insurance  policies  are  so  expensive  is  that 
states  mandate  what  must  be  included  in  them.  Let  the  con- 
sumer choose  how  extensive  his  coverage  is. 


PATIENT-FRIENDLY  PHYSICIANS 


INTRODUCING  MORE  FREE  ENTERPRISE  INTO  MEDICAL  CARE 
would  fabulously  encourage  already  impressive  examples  of  Amer- 
ican ingenuity  in  the  delivery  of  health  care.  If  you  haven't  done  so, 
read  the  cover  story  in  the  Apr.  22  issue  of  U.S.  News  &  World  Report. 

•  The  article  mentions  SimpleCare,  a  Seattle-based  network  of 
doctors  that  gives  patients  a  discount  of  up  to  50% 
if  they  pay  for  their  visits  on  the  spot  and  don't 
bother  the  docs  with  insurance  claims. 

•  A  number  of  physicians  practice  group  medicine,  in 
which  10  to  12  patients  meet  with  a  doctor  for  90  min- 
utes or  so.  In  front  of  the  others,  each  person  discusses 
his  maladies,  and  the  doctor  makes  and  explains  his 
diagnosis.  Others  around  the  table  may  chime  in  with 
their  opinions  or  experiences  with  the  problem  at 
hand.  These  patients  find  the  long  face-to-face  time 
with  the  physician  and  the  unhurried  and  relaxed 
atmosphere  appealing.  People  have  common  health  problems,  and 
shared  information  can  be  helpful,  as  well  as  uplifting. 

•  Other  doctors  are  utilizing  e-mail  to  the  max  at  their  clinics. 
Patients  can  send  as  many  questions  as  they  want  by  e-mail  and 
will  receive  extensive  replies  quickly  from  physicians.  Docs  can  tap 


out  e-mail  answers  at  midnight,  a  time  when  they  certainly  won't 
call  you  on  the  phone.  Patients  find  that  in  a  traditional  clinic  or 
hospital,  when  they  finally  get  an  appointment  with  a  doctor,  they 
get  to  ask  only  a  handful  of  their  questions  and  then  are  rushed 
out.  With  e-mail  there  can  be  an  ongoing  dialogue. 

•  There  are  other  physicians  who  have  decided  to  take 
on  a  small  number  of  patients  who  can  call  him  or  her 
at  any  time.  The  patients  and  their  family  members 
spend  as  much  time  with  the  doc  as  they  wish.  These 
doctors  are  solo  practitioners  and  run  their  own 
offices.  They  do  not  make  a  lot  of  money — the  one 
highlighted  in  the  U.S.  News  story  sees  five  patients  a 
day  and  takes  in  about  $80,000  a  year — but  they  feel 
they  are  genuinely  practicing  medicine  and  not  treat- 
ing patients  as  if  they  were  on  an  assembly  line. 

These  various  approaches  are  all  aimed  at  mid- 
dle-class America.  The  one-size-fits-all  concept  does  not  work 
for  most  goods  and  services,  and,  as  we  are  starting  to  see,  it  is 
not  the  approach  to  take  with  medicine,  either. 

Putting  patients  in  charge  of  health  care  dollars  would  gen- 
erate a  proliferation  of  these  affordable,  innovative  approaches. 


OUTSIZE  INDIVIDUAL 


Lindbergh — by  A.  Scott  Berg  (Berkley  Books,  $16).  Brilliant  biogra- 
phy of  one  of  the  most  extraordinary  icons  of  20th-century  Amer- 
ica. Thanks  to  newsreels,  radio  and  mass-circulation  newspapers, 
Charles  A.  Lindbergh,  75  years  ago  this  month,  became  the  first 
modern  media  superstar,  following  his  truly  heroic  transatlantic 
flight  from  the  U.S.  to  Paris.  Central  casting  couldn't  have  chosen 
a  more  impressive-looking  young  man.  The  only  child  of  utterly 
incompatible  parents — a  self-absorbed  mother  and  an  oft-remote, 
frequendy  absent  father — Lindbergh  learned  early  on  to  fend  for 
himself.  His  family  was  always  on  the  move  when  Lindbergh  was  a 
youngster;  he  never  spent  more  than  a  year  at  anyone 
school.  He  ultimately  ft  und  his  home  in  the  air. 

Lindbergh's  post-Atlantic-crossing  life  was  a 
combination  of  impressive  achievement,  tragedy 
(the  kidnap/murder  of  his  1 1  and  serious 

self-inflicted  wounds  to  his  reputation.  I  ie  advanced 
aviation  technology  enormously;  almost  single- 
handedly  aided  Robert  Goddard  in  his  development 
of  American  rocketry;  was  instrumental  in  signifi- 
cant medical  breakthroughs;  and  successfully  flew 


50  combat  missions  in  the  Pacific  during  WWII.  He  was  also  a 
first-rate  writer  (as  was  his  wife,  Anne  Morrow  Lindbergh). 

Lindbergh,  however,  never  recovered  from  his  political  forays  in 
the  late  1930s,  when  he  became  chief  spokesman  for  those  Ameri- 
cans who  wanted  the  U.S.  to  stay  out  of  WWII.  He  blindly  refused  to 
comprehend  the  basic  evil  of  Nazi  Germany.  By  the  time  Japan 
attacked  Pearl  Harbor,  many  Americans  considered  Lindbergh  an 
anti-Semite,  if  not  an  actual  traitor.  His  war  record  and  postwar 
achievements,  including  his  farsighted,  pioneering  efforts  in  conser- 
vation, could  never  erase  the  stigma  of  his  prewar  political  activities. 
Excerpt:  [Lindbergh's]  acumen  regarding  rockets  had  long 
proved  prescient.  It  frustrated  him  to  discover  that  the  Ger- 
man V-2  design  of  1943  was  virtually  identical  to  Robert 
Goddard 's  rocket  of  1939,  and  that  even  after  the  bombing 
of  Pearl  Harbor,  the  government  did  not  appreciate  the 
value  ofGoddard's  work  Ironically,  the  enemy  had  taken 
greater  interest  in  Goddard  s  accomplishments  than  had 
his  own  countrymen.  Indeed  when  one  German  technical 
officer  was  being  debriefed  in  May  1945,  he  blurted  out, 
"Why  don 't  you  ask  your  own  Dr.  Goddard?"  F 
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Dependable  technology  builds  confidence. 


When  you  set  out  to  conquer  e-business  challenges,  success  or  failure  often 
hinges  on  your  technology  partner.  Consider  the  partner  that  4  out  of  5  Fortune  500 
companies  already  trust:  Sterling  Commerce.  With  a  25-year  track  record  of  helping 
businesses  successfully  improve  performance  and  operating  metrics,  no  partner  is 
more  dependable  or  more  knowledgeable. 

Integrating  existing  processes?  Developing  new  ones?  Building  entire  electronic 
trading  communities?  Look  to  us  for  dependable  software  and  services. 
It's  all  a  matter  of  confidence. 


B2B  done  dependably 


. 


OTHER  COMMENTS 


Only  the  educated  are  free. 

— EPICTETUS 


Oil  Notice  In  1927  German  jurist  Carl  Schmitt  developed 
a  concept  called  the  "friend-enemy  distinction,"  a  principle  by 
which  he  believed  all  political  action  should  be  reduced.  If  in  the 
"realm  of  morality  the  final  distinctions  are  between  good  and 
evil,  in  aesthetics  beautiful  and  ugly,  in  economics  profitable 
and  unprofitable,"  then  in  politics  the  defining  characteristics 
should  be  those  between  friend  and  enemy.  Thus,  a  regime 
should  identify  other  regimes  as  friends  or  foes,  and  then 
develop  policy  toward  those  countries  accordingly. 

This  is  what  President  Bush  did  in  January.  He  put  [the  new 
"axis"  powers]  on  notice  that  there  will  no  longer  be  ambiva- 
lence in  Washington's  policy  toward  regimes  that  threaten  the 
security  of  America's  friends  and  U.S.  interests.  As  regards 
North  Korea,  nothing  was  clearer  than  that  Bill  Clinton's  failure 
at  clarity  resulted  in  imprudent  policies  that  put  security  in  Asia 
in  peril.  Pyongyang  was  no  friend,  [and]  gifts  of  fuel  oil  and  the 
promise  to  partly  underwrite  the  cost  of  nuclear  reactors  aren't 
what  nations  extend  to  enemies.  Know  who  you're  talking  to: 
That's  what  it  means  to  put  Pyongyang  in  the  "axis  of  evil." 

— Far  Eastern  Economic  Review 

Healthy  jtiirt  Linking  health  insurance  to  the  workplace 
is  a  relic  of  World  War  II,  when  employers  needed  to  boost  work- 
ers' pay  without  running  afoul  of  wage  controls.  In  1943  the  IRS 
ruled  that  an  employer's  contribution  to  health  policies  would  not 
be  counted  as  taxable  income  to  employees.  This  worked  tolerably 
well  for  an  Industrial  Age  economy  when  workers  stayed  with  the 
same  company  for  years  or  even  decades.  But  workers  now  are 
highly  mobile;  1 3  million  Americans  typically  change  their  job  sta- 
tus every  month,  and  millions  lose  their  health  insurance  as  they 
move  from  job  to  job,  go  back  to  school  and  start  new  businesses. 
Providing  health  care  tax  credits  to  individuals  and  families 
would  help  to  equalize  the  current  system  so  millions  who  are 


'Our  voice  mail  is  down.  This  is  Al  Crenshaw,  live." 


shut  out  would  have  access  to  coverage.  The  credits  would  be 
refundable  if  taxpayers  owed  few  or  no  taxes,  and  they  could  be 
advanceable — meaning  people  wouldn't  have  to  wait  until  they 
file  their  taxes  to  get  coverage.  Giving  individuals  control  over 
their  health  spending  through  private  insurance  is  not  just  the 
right  answer  for  the  uninsured,  but  also  for  Medicaid  recipients 
and  Medicare  beneficiaries.  Tax  credits  could  be  the  beginning 
of  important  consumer-driven  changes  in  the  health  sector. 

—GRACE-MARIE  TURNER,  president,  Galen  Institute 

Recession  Woes 

I  am  lounging  on  the 

Piques  of  Frustration, 
Poised  precariously  between 

Implosion  and  Explosion. 
I  am  paying  endless  homage 

to  the  Law  of  Inertia. 
Perhaps  I  should  be  selling  options 

in  my  own  VTX  (volatility  index)! 

—LOIS  ZWEBEN 

American— And  Proud  of  It  ive  got  great  respect 

for  the  "just  the  facts"  approach  that  some  journalists  contend  is  the 
craft's  standard.  But  I  do  more  than  just  the  facts.  In  my  opinion, 
objectivity  is  too  often  purchased  by  the  pose,  if  not  the  fact,  of  neu- 
trality. There's  little  I'm  neutral  about.  I  wear  an  American  flag  pin 
on  my  lapel.  I'm  not  neutral  about  this  country.  The  New  York  Times 
has  criticized  me  for  that,  and  also  suggested  I  lacked  neutrality  and 
objectivity  when  I  reported  on  the  reopening  of  the  stock  markets 
after  Sept  11.  From  the  floor  of  the  exchange  I  said,  "The  United 
States  has  a  very  strong  economy  and  is  the  greatest  democracy 
in  the  world."  I  still  believe  that,  passionately  (and,  yes,  objectively). 
—LOU  DOBBS,  anchor,  CNN's  Lou  Dobbs  Moneyline, 

Wall  Street  journal 

Ahead  Of  His  Time  Whales  were  the  first  animals 
[Charles]  Lindbergh  helped  save.  Upon  learning  in  1964  that  only 
a  few  hundred  great  blue  whales  remained  in  the  earth's  oceans, 
and  that  there  were  not  many  more  great  finbacks,  Lindbergh 
began  fighting  this  "depressing  example  of  man's  destructiveness." 

— A.  SCOTT  BERG,  Lindbergh 

Spin,  Spin,  Twirl,  Twirl  Why  will  discipline  make 
you  stand  out  from  everyone  else  on  the  job?  Because  the  sad 
truth  is  that  we  live  in  an  undisciplined  age.  The  art  of  the 
excuse  has  been  raised  to  Olympic  caliber.  In  fact,  there  ought  to 
be  a  new  event  in  the  Olympics  called  excuse-making,  right  after 
synchronized  swimming  and  those  ridiculous  ribbon  twirlers. 
—BILL  O'REILLY,  The  O'Reilly  Factor    F 
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One  of  the 

top  five  automotive 

companies  doesn't 

use  Autonomy 


Will  it  make  pole  position  ? 


^4 


Now  more  than  ever,  companies  must  reduce 
costs  and  operate  more  efficiently.  Autonomy's 
technology  automates  the  applications  - 
portals,  business  intelligence,  CRM, 
e-business  -  that  empower  companies  to  use 
their  core  resources  more  effectively.  With 
Autonomy's  power,  computers  can  understand 
the  24/7  deluge  of  digital  information.  E-mails, 
Web  pages,  documents,  voice  mails,  pictures, 
audio  files  and  XML  pages  are  categorized, 


prioritized  and  delivered  without  any  manual 
intervention.  No  wonder  that  four  out  of  the  five 
top  FORTUNE  500s  automotive  companies 
rely  on  Autonomy  to  increase  productivity  and 
deliver  return  on  investment. 

To  find  out  what  ROI  Autonomy 
can  bring  to  your  business,  call  us 
at  1-877-MYAUTONOMY  or  visit  us  at 
www.autonomy.com 
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Autonomy'. 


6-SPEED? 


WARP     SPEED? 
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audiUS3.COm    'Available  only  on  FroniTrak  FWD  cars  "MSRPot  ?00?  A4  1  8T  sedan  excluding  dlr  prep.,  dest  chrg.  taxes,  license  and  options.  Actual  dlr  price  may  vary  Model  shown  is  $33,290  including  quattro,  sport  pkg  and 
metallic  paint.  See  your  dealer  or  call  1  800  FOR  AUDI  for  intorm.nion  ragw  id."  "quattro."  "VfontTrak/  "A4"  end  the  four  rings  emblem  are  registered  trademarks  and  "Never  Follow"  and  "multitronic"  are  trademarks  of  AUDI  AG. 


Audi 


While  our  all-new  A4  may  have  the  same  name  as  its  previous  generation,  it  is  nothing  less  than  an  extraordinary 
transformation  of  a  benchmark.  With  a  new  3.0  liter,  220  hp  engine,  available  multitronic™  Continuously  Variable  Transmission* 
or  optional  quattro8  all-wheel  drive,  it's  the  new  standard  in  its  class.  Quicker,  more  agile,  roomier  and  infinitely  more  fun  barely 
hint  at  its  multiple  virtues.  And  it's  just  one  more  example  of  our  approach  toward  building  cars.  Starting  at  $24,900.** 
Never  quit.  Never  do  the  expected.  Never  rest  on  your  laurels.  Never  think  great  is  good  enough.  NEVER  FOLLOW™. 


Cancer  vaccine. 

She's  putting  those 
words  together— to  keep 
families  together. 


* 


■m 


Dr.  Marian  Nakada, 

pharmaceutics'        m      a)  n    e archer 


Marian  Nakada  is  searching  to  find  a  cancer  vaccine.  She  knows  that  developin 

such  a  vaccine  would  bring  hope  to  millions  of  patients  and  their  families. 

More  than  §0,000  researchers  at  America's  pharmaceutical  companies 

are  dedicating  their  lives  to  making  our  lives  better. 

AMERICA'S   PHARMACEUTICAL  COMPANIES 

NEW   MEDICINES.   NEW   HOPE. 

www.newmedicines.org 


CURRENT  EVENTS 


By^Ernesto  Zedillo,  Former  president  of  Mexico 


THE  MONTERREY  CONSENSUS 


THE  PEACE  AND  PROGRESS  ACHIEVED  IN  VAST  REGIONS  OF  THE 
world  during  the  second  half  of  the  20th  century  could  not  have 
occurred  without  the  international  cooperation  for  development 
that  was  put  in  place  following  World  War  II.  Foreign  assistance 
helped  many  countries  overcome  war-caused  devastation  and  gain 
access  to  international  markets,  achieve  economic  growth  and  fight 
poverty.  Unfortunately,  some  time  ago  international  cooperation 
began  to  lose  its  impetus  and  then  shrank  significantly  Now,  how- 
ever, for  the  wrong  and  very  sad  reason — the  Sept.  1 1  tragedy — 
international  cooperation  seems  to  be  making  a  comeback.  Evi- 
dence of  this  was  seen  in  the  outcome  of  last  year's  WTO  meeting  in 
Qatar  (see  Current  Events,  Dec.  24,  2001).  Further  momentum  was 
provided  by  the  U.N.'s  International  Conference  on  Financing 
for  Development  that  took  place  in  Monterrey,  Mexico  in  March. 

Departing  from  the  Traditional 

The  conference — attended  by  more  than  50  heads  of  state,  includ- 
ing President  Bush — was  successful  in  producing  a  number  of 
important  agreements,  known  as  the  Monterrey  Consensus.  The 
Consensus  stresses  that  developing  countries  bear  the  main  respon- 
sibility for  their  own  development  and  commits  them  to  imple- 
menting policies  for  this  purpose.  Acknowledging  this  in  a  forum 
promoted  by  the  U.N.,  which  traditionally  has  downplayed  poor 
countries'  responsibility  for  their  own  takeoff,  was  unprecedented. 

In  other  significant  departures  from  old  UN.  positions,  the 
Consensus  highlights  the  importance  of  foreign  direct  investment 
for  sustained  growth  in  developing  countries  and  approves  mean- 
ingful trade  liberalization  as  an  engine  for  development.  But  con- 
ducting good  domestic  policy  and  engaging  in  foreign  trade  and 
investment  are  not  enough.  The  Consensus  therefore  calls  for  strong 
international  cooperation  to  achieve  the  Millennium  Development 
Goals  (MDGs)  for  2015,  which  aim  to  significantly  reduce  poverty, 
improve  access  to  education  and  health  care,  stop  the  spread  of  con- 
tagious diseases  and  improve  living  conditions  in  the  less-developed 
countries.  To  achieve  these  goals,  aid  from  rich  countries  must 
increase  gready  Accordingly,  both  the  U.S.  and  the  EU  pledged  to 
raise  their  foreign  aid  substantially,  thus  marking  a  turning  point  in 
the  dismal  international-cooperation  trend  of  recent  years. 

An  arduous  road  still  lies  ahead;  a  huge  shortfall  in  aid 
remains.  The  additional  annual  commitment  by  the  U.S.  and 
the  EU  by  2006  provides  less  than  one-fourth  of  the  estimated 
extra  $50  billion  a  year  needed  to  achieve  the  MDGs.  Greater 
and  increasing  contributions  will  soon  be  required.  But  for  this 
to  happen  there  needs  to  be  a  significant  change  in  public  opin- 


ion in  rich  countries  regarding  foreign  aid.  By  dint  of  repetition, 
some  misconceptions  concerning  aid  have  come  to  be  accepted 
as  established  fact — to  the  point  that  it's  become  politically  cor- 
rect to  bash  foreign  aid  and  the  institutions  channeling  it. 

Damaging  Misconceptions 

The  most  damaging  is  that  even  quite  large  flows  of  aid  have  failed 
to  reduce  poverty  and  foster  growth,  and  in  many  cases  have  been 
counterproductive.  There  are  serious  problems  with  this  judgment. 

•  Development  aid  has  never  been  large,  relative  to  any  perti- 
nent variable.  There  has  always  been  a  big  gap  between  what  the 
international  community  set  in  the  late  1960s  as  reasonable  aid 
targets  and  the  amounts  actually  given. 

•  Donors  have  often  used  aid  labeled  for  development  to  advance 
their  own  foreign  policy  goals  or  to  promote  their  own  exports 
rather  than  to  achieve  the  biggest  impact  on  poverty  or  growth  in  a 
recipient  country.  Blundy  put,  one  could  say  that  wherever  and 
whenever  aid  has  failed  as  a  development  tool  it  has  done  so  because 
donors  did  not  intend  the  aid  for  development  in  the  first  place. 

Take  the  U.S.,  for  example.  In  2000  it  provided  official  devel- 
opment assistance  of  only  0.1%  of  its  gross  national  income — the 
lowest  proportion  among  all  donors.  And  its  biggest  aid  recipients 
were  countries  such  as  Russia,  Israel,  Egypt,  Ukraine  and  Colom- 
bia, countries  in  which  hardly  any  part  of  the  aid  was  used  stricdy 
for  development  purposes.  Now  Afghanistan  and  Pakistan  will  be 
added  to  the  mix.  Don't  be  surprised  if  this  aid  fails  to  meet  sound 
development  conditionality,  though  it  may  be  more  than  justified 
on  security  and  foreign  policy  grounds.  It  therefore  cannot  be 
counted  as  aid  for  development — at  least  not  most  of  it. 

•  Even  aid  truly  intended  for  development  has  often  been — through 
the  fault  of  the  donors—  too  uncoordinated,  too  conditional  and  too 
thinly  dispersed  to  have  had  any  real  impact  on  poverty.  Contrary  to 
popular  belief,  aid  works  well,  provided  it  follows  reasonable  princi- 
ples: It  is  available  in  sufficient  amounts,  is  precisely  targeted  to 
reduce  poverty  in  countries  with  sound  policies  and  is  administered 
with  the  full  input  of  local  decision  makers.  In  some  cases,  before 
specific  development  projects  or  programs  can  succeed,  aid  is 
needed  to  help  countries  build  the  institutions  that  are  indispens- 
able for  the  functioning  of  nation-states.  Aid  is  easily  wasted  when 
donors  ignore  the  need  to  ensure  that  these  institutions  are  in  place. 

Politicians  and  the  public  in  industrial  countries  must  be  per- 
suaded that  aid  is  both  morally  compelling  and  a  vital  investment  in 
building  a  more  secure  and  prosperous  world,  a  world  in  which  the 
poor  are  released  from  misery  and  the  privileged  from  fear.         F 


Forbes 


Ernesto  Zedillo,  former  president  of  Mexico;  Lee  Kuan  Yew,  senior  minister  of  Singapore;  and  Paul  Johnson,  eminent  British  historian  and 
author,  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger,  are  now  periodically  writing  this  column.  To  see  past  Current  Events  columns, 
visit  our  Web  site  afwww.forbes.com/currentevents. 
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IblGITAL  RULES 

By  Rich  Karlgaard,  publisher 


CFOs  TALK  ABOUT  TECH 


SNOW  MELTS,  TREES  BUD  AND  EVERY  CLICHE  GETS  DUSTED  OFF 
for  spring.  Seasons  change  in  the  world  of  corporate  technology, 
too.  Some  40  years  ago  the  fashion  inside  companies  was  the 
centralized  purchasing  of  technology.  This  made  sense.  Most 
corporate  computing  tasks  ran  on  "big  iron"  beasts  from  IBM, 
Sperry  or  Burroughs  and  later,  beginning  in  the  1970s,  on  mini- 
computers from  Digital  Equipment,  Data  General  and  Hewlett- 
Packard.  These  were  carnivorous  machines.  They  generated 
huge  multiplier  costs  of  service  and  software.  You  can  see  why 
purchase  sign-off  authority  for  computers  in  those  days  rarely 
left  the  corporate  C-suite. 

Seasons  changed  abruptly  with  the  arrival  of  the  personal 
computer.  Apple  set  fire  to  the  "micro"  revolution  in  1977.  To 
everyone's  surprise  IBM  marched  along,  offering  its  own  PC  in 
1981.  IBM  mainstreamed  the  PC,  making  it  safe  for  corporations 
to  buy.  Safe,  yes,  but  . . .  financial  officers  were  not  exactly  thrilled 
to  write  checks  for  those  early  PCs,  whether  blue-colored  or  not. 
No.  that  took  a  buyer  revolution  equal  to  the  silicon-chip  and 
spreadsheet  miracles  that  had  made  the  PC  a  fact  in  the  first  place. 

Once  you  saw  how  the  PC  worked,  the  scales  fell  from  your 
eyes;  you  could  never  go  back.  But  not  everybody  was  gifted 
with  this  vision.  The  young  saw  it;  the  old  did  not.  White-collar 
foot  soldiers  hooked  into  the  idea  instantly;  not  so  their  gener- 
als and  captains,  who  remained  conceptually  blind.  Big  shots  in 
the  corporate  C-suite  who  dictated  thank-you  letters  or  com- 
manded lieutenants  to  tally  up  spreadsheets  with  HP  calculators 
were  the  very  last  to  see  the  PC  coming.  And  why  wpuld  they? 
You  had  to  have  gotten  sick  on  Wite-Out  vapors  to  see  the  value 
of  the  PC.  To  cubicle-dwellers  the  PC  was  the  Second  Coming. 

Bottoms  Up 

The  PC's  entry  into  corporate  life  was  thus  a  bottoms-up  phe- 
nomenon. Converts  brought  in  their  computers  from  home  and 
made  other  converts.  Copywriters  showed  PCs  to  creative  direc- 
tors, who  ran  agog  into  the  office  of  the  VP  of  Sales,  who  later 
talked  feverishly  about  the  new  machine  to  the  CFO  over  drinks. 
That's  more  or  less  how  the  PC  stormed  corporate  America.  A 
subindustry  of  PC  trade  magazines  and  conferences  spotted  this 
trend  and  cleverly  identified  these  PC  apostles — who  might 
reside  anywhere  inside  the  company,  holding  God-knows-what 
job  title — and  bestowed  on  them  the  new  and  important-sound- 
ing moniker  of  Brand  Specifiers.  Translation:  Little  people  with 
thick  glasses  and  bad  haircuts  were  now  calling  the  shots. 

We've  come  full  circle — twice,  in  fact.  During  the  recession 
and  downsizing  period  of  1990-94,  new  software  vendors,  such 
as  Germany's  SAP,  stepped  up  with  applications  that  got  the 
computers  on  the  factory  floor  gabbing  to  their  silicon  cousins 


in  inventory,  purchasing,  accounting  and  so  on.  Presto,  the 
reengineering  movement  was  born!  Linked  and  interdepartmen- 
tal corporate  computers  did  the  grunt  work  of  reengineering. 
They  necessarily  had  to  be  very,  very  coordinated.  Random  rev- 
olutions from  below  could  no  longer  be  tolerated. 

Funny  how  it  goes.  Just  as  the  reengineering  movement  began 
to  reinstitute  top-down  purchase  control,  the  seasons  abruptly 
changed  again.  The  emergence  of  the  Web  in  the  mid-1990s 
instantly  threw  specification  and  purchase  authority  back  down 
to  . . .  well,  this  time  nobody  seemed  to  know  to  whom.  It  was  a 
guessing  game.  To  anyone  with  spiky  hair.  To  groovy  geeks  in  cargo 
pants.  To  the  nearest  dude  with  a  'tude  and  a  Java  coding  book. 
Anyway,  there  was  so  much  loose  capital  around  for  technology 
purchases  between  1995  and  2000  that  it  didn't  much  matter  who 
spent  it.  CEOs,  terrified  of  being  "Amazoned" — in  fact  or  in  market 
cap — would  run  into  the  office  of  the  CFO,  COO  and  CIO  and  tell 
them  to  stop  fussing  around  and  give  the  kids  what  they  needed. 

Hard  Returns  Only,  Please 

And  now  the  seasons  have  morphed  yet  again.  Last  week  I  flew 
to  Cincinnati  to  moderate  (on  behalf  of  Broadwing  and  Cincin- 
nati Bell)  a  panel  of  CFOs  and  to  ferret  out  their  role  in  tech- 
nology purchases.  Keep  in  mind  these  were  big-league  CFOs — 
from  Procter  &  Gamble,  GE  Aircraft  Engines,  Kroger  and  other 
Cincy  heavyweights.  These  guys  swing  36-inch  tech-budget  bats. 
So  if  your  name  happens  to  be  Steve  Ballmer,  Larry  Ellison, 
Carly  Fiorina,  Scott  McNealy  or  Sam  Palmisano,  you'd  better 
pay  attention.  Your  customers  are  speaking.  Here  is  what  the 
CFOs  said: 

•  Today's  CFO,  to  the  greatest  extent  since  the  mainframe  era, 
wields  veto  power  over  corporate  technology  purchases.  Over 
hardware,  software,  telecom — you  name  it.  Over  everything. 

•  CFOs  help  choose  vendors — especially  for  software. 

•  Today,  only  quantifiable  "hard  returns"  on  technology  invest- 
ment cut  ice  with  CFOs.  You  must  convince  the  CFO  that  your 
tech  gear  will  reduce  costs  quickly — very  quickly. 

•  CFOs  fall  on  the  floor  laughing  at  the  idea  of  "soft  returns," 
i.e.,  claims  that  your  spiffy  software  or  your  totalsolutionswhat- 
evertheheck  can  provably — proof  being  the  key — create  sales  or 
retain  customers.  Say  again?  Tech  boosts  my  top  line?  Righhhht! 

Today's  CFOs  know  plenty  about  technology — more,  I 
would  guess,  than  most  CIOs  know  about  finance.  I'd  also  spec- 
ulate that  the  CFOs'  sudden  interest  in  technology  comes  as 
sobering  news,  especially  if  your  name  happens  to  be  Steve, 
Larry,  Scott,  Carly  or  Sam F 
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Flats 
Fixed 

Thought  Firestone  was  as  good 
as  dead?  Look  who's  rolling. 

BY  JONATHAN  FAHEY 


HEN  GENERAL  MOTORS 

unveiled  its  new  Saturn 

Ion  at  the  New  York 

Auto  Show  this  spring, 

the  zippy  car  sported 

an  unlikely  brand  of 

tires:  Firestone.  Unlikely  because  GM  is 

determined  that  Saturn,  among  other 

things,  represents  safety. 

Safety?  That's  something  Firestone 
hasn't  been  associated  with  since  a  string 
of  sport  utility  accidents  ending  in  the 
summer  of  2000  nearly  doomed  the  102- 
year-old  tire  brand.  There  was  talk  that 
Bridgestone,  its  Tokyo-based  owner, 


would  pull  the  plug  on  Firestone,  since 
the  parent  company  was  pushing  its 
higher-end,  higher-margin  Bridgestone- 
brand  business  before  the  tragedies. 

But  Bridgestone  didn't  do  the 
expected.  Instead,  it  orchestrated  what 
may  be  the  most  unlikely  brand  resurrec- 
tion in  marketing  history  by  leveraging  its 
powerful  dealer  network,  rolling  out 
splashy  new  tires  and  repositioning  the 
brand  slightly  down-market. 

This  month  the  company  intro- 
duced the  Firehawk  Indy  500,  a  midprice 
($54  to  $111)  piece  of  rubber  that 
should  be  a  hit  among  racing  fans — 
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wh9  probably  care  more  about  the  Indy 
500  logo  on  the  tires  than  the  Firestone 
moniker.  Meanwhile,  the  Firestone 
Affinity  LH — the  first  mass-market  tire 
rated  for  high  performance — hit  stoics 
in  March  and  is  selling  well. 

Much  of  Firestone's  survival  is  thanks 
to  its  fiercely  loyal  dealers  and  to  the  exec- 
utive who  kept  them  loyal,  John  Lampe. 
Upgraded  from  marketing  chief  to  chief 
executive  at  Bridgestone/Firestone,  the  U.S. 
subsidiary,  Lampe  replaced  diffident  Japan- 
ese executives  who  proved  inept  at  dealing 
with  the  postrollover  backlash.  (Former 
chief  Masatoshi  Ono  was  slow  to  respond 
to  the  crisis  and,  when  he  finally  apolo- 
gized, audaciously  suggested  the  accidents 
were  caused  by  inadequate  tire  pressure, 
in  effect  placing  the  blame  on  drivers.) 

Lampe,  by  contrast,  acknowledged  the 
company's  responsibility  to  fix  the  prob- 
lem but  at  the  same  time  stood  behind  the 
tires.  He  never  backed  down  from  his 
stance  that  the  design  of  Ford's  Explorer 
was  a  big  part  of  the  rollover  accidents. 
When  Ford  pushed  back,  blaming  Fire- 
stone and  demanding  the  company  recall 
13  million  more  tires  on  top  of  the  6.5 
million  the  two  companies  had  recalled  in 
August  2000,  Lampe  stunned  Wall  Street 
by  severing  ties  with  Ford,  Firestone's 
then-biggest  customer.  It  was  a  move  that 
seemed  like  pure  suicide  for  the  brand.  But 
now  Steven  Usher,  analyst  at  J.P.  Morgan 
Chase,  opines  that  Lampe's  move  "was 
hugely  important  for  image  and  ultimately 
for  sales  and  market  share." 

Lampe  hit  the  airwaves  in  TV  com- 
mercials themed  "Making  it  Right."  With 
an  energy-and-schmooze  quotient  more 
common  among  political  candidates,  the 
54-year-old  crisscrossed  the  country, 
dropping  in  on  hundreds  of  Firestone's 
10,000  dealers  to  give  pep  talks.  A  little 
attention  went  a  long  way:  Dealers  these 
days  are  almost  evangelical  when  they  talk 
about  Lampe  and  Firestone.  No  small 
thing,  especially  when  you  consider  that 
trade  publication  Modern  Tire  Dealer  esti- 
mates that  75%  of  tire  buyers  are  influ- 
enced by  dealers'  recommendations.  "I 
thought  [the  recall]  would  rock  them  up 
for  years,"  says  John  D.  McCarthy,  head 
of  McCarthy  Tire  &  Automotive,  a  large 
retail  and  commercial  tire  chain  based  in 


By  the  Numbers 

Thanks  to  its  loyal  legion  of  tire  dealers, 
Firestone  is  on  the  road  to  recovery. 


10.000 


r,wvw  Independent  and  company- 
owned  Bridgestone/Firestone  dealers 
in  the  U  S. 

U  Number  of  major  dealers  (those  with  at 
least  half  of  sales  from  Bridgestone/ 
Firestone)  who  fled  Firestone  after  recall. 


2005 


Year  Bridgestone/Firestone  pre- 
dicts it  will  return  to  prerecall  market  share. 

Source:  Bridgestone/Firestone. 

Wilkes-Barre,  Pa.  "But  people  are 
absolutely  past  it.  We  are  selling  as  many 
Firestone  tires  as  we've  ever  sold." 

Firestone  is  surviving,  but  Bridge- 
stone/Firestone still  isn't  back  in  the  fast 
lane.  The  rollover  crisis  sent  the  U.S.  oper- 
ation to  a  $1.7  billion  loss  last  year,  on  top 
of  a  $510  million  loss  in  2000.  And  while 
Firestone  remains  the  third-largest  brand 
behind  Goodyear  and  Michelin  in  the  U.S. 


replacement-tire  market,  the  crisis  leaves 
it  with  a  7.5%  market  share,  down  from  a 
high  of  10.5%  in  1999.  The  three-point 
difference  equals  6  million  tires.  Fire- 
stone's share  of  the  new-car  market  has 
sunk  in  two  years  from  25%  to  22%. 

It  could  have  been  worse.  Lampe  pre- 
dicts a  profit  this  year  for  the  U.S.  opera- 
tions on  sales  of  $7.7  billion,  a  4%  boost 
over  last  year.  Bridgestone's  Tokyo-traded 
shares  jumped  31%  this  year  to  a  recent 
$14.50,  although  that's  still  half  of  their 
1999  peak. 

Things  could  pick  up  even  more  if 
Bridgestone/Firestone  mends  its  rift  with 
Ford.  Lampe  says  he  has  communicated 
with  Ford's  chief  operating  officer, 
Nicholas  Scheele.  A  further  hope  for  rap- 
prochement comes  from  the  fact  that 
Ford  Chief  William  Clay  Ford  mentions 
his  great-grandfather  Harvey  Firestone  in 
a  Ford  commercial.  "It  was  a  very  honest 
thing  to  do,"  Lampe  gushes.  "He  didn't 
have  to  do  that."  F 


Who  Wants  to  Pardon  a  Millionaire?" 


Bill  Clinton  flirted  with  the 
idea  of  hosting  his  own  TV 
show— for  $50  million  a  year. 
What  other  ideas  could  the 
networks  be  considering? 

BY  DANIEL  LYONS 


Touched  by  an  Intern." 

'Spin  City."  Is  Bill  sexier  than  Charlie  Sheen? 
Depends  what  your  definition  of  "is"  is! 
Special  guest:  Paul  Begala. 

"Fawlty  Towers."  Mayhem  ensues  after  Basil  (Bill 
Clinton)  accidentally  rents  the  Lincoln  Bedroom  to 
two  wealthy  couples— on  the  same  night! 

"Antiques  Roadshow."  Surprise!  Turns  out 
those  old  china  plates  from  the  White  House  are 
worth  even  more  than  Hillary  imagined. 

"Sex  and  the  City." 

"Jackass."  Bill  sets  himself  on  fire,  then  hurls 
himself  over  Niagara  Falls.  Is  there  nothing  this 
guy  won't  do  for  attention? 

"Temptation  Island."  Bill  is  totally  playing 
around.  Hillary  is  totally  pretending  not  to 
notice.  Do  they  have  some  "special 
arrangement"? 

"The  Clintonos."  Bill's  mistress  is  shooting  her  mouth 
off  to  the  Russian  mob.  Bill's  got  no  choice  but  to  whack 
her.  Afterward,  he  feels  guilty. 

"Law  and  Order:  Special  Victims  Unit."  A  White 
House  lawyer  is  found  dead  in  a  park.  Billing  records  are 
missing.  Is  there  a  connection?  No.  But  it's  the  only  lead 
they've  got. 

"WWF  Smackdown."  Bill  takes  on  Paula  Jones, 
Ken  Starr  and  Dick  Morris  (a.k.a.  "The  Weasel"). 
Better  run  for  the  hills!  F 
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Uplifting 


Frederick's  of  Hollywood  doesn't 
want  to  be  your  mother's  lingerie 
store  anymore,  by  seth  lubove 


NRON  ISN'T  THE  ONLY 
company  to  supposedly 
go  bust  on  a  faulty 
Arthur  Andersen  audit, 
i  Frederick's  of  Holly- 
wood, the  lingerie  outfit  famed 
for  busts  of  another  sort,  says  in 
a  lawsuit  filed  last  December  that 
it  was  driven  into  bankruptcy  in 
July  2000  after  Andersen 
wickedly  refused  to  sign  off  on 
Frederick's  books. 

"Vendors,  factors  and  banks 
were  spooked,"  says  Michael 
Tuchin,  Frederick's  bankruptcy 
attorney.  "The  company  was  out 
of  money  and  on  the  verge  of  a 
massive  ramp-up  for  the  holiday 
season." 

Gee,  if  Andersen  got  tough,  wasn't  it 
just  doing  its  job?  But  Frederick's  says 
Andersen  missed  $22  million  of  inventory, 
causing  grievous  damage.  In  a  testy  reply, 
Andersen  denies  the  charges. 

By  the  retailer's  own  admission,  Freder- 
ick \  assets  were  a  bit  skimpy  in  relation  to 
its  $70  million  in  debt,  even  before  the  in- 
ventory contretemps.  Long  overshadowed 
by  the  Anglophile  $5  billion  12001  sales)  In- 
timate Brands,  parent  of  Victoria's  Secret, 
Frederick's  was  still  trying  to  distance  itself 
from  the  days  when  it  peddled  not  just  ap- 
parel but  vibrators  and  other  kinky  acces- 
sories. Until  recently  the  company  never  ad- 
vertised outside  of  its  racy  catalog.  A  chain 
of  230  or  so  mall-based  Frederick's  hadn't 
been  updated  in  a  decade. 

The  stores  looked  like  a  "bad  closet," 
sniffs  Linda  LoRe,  Frederick's  chiel  executive 
since  2000.  At  first  glance,  not  much  ap] 
to  have  changed  at  the  flagship  Art  Deco 
store  on  Hollywood  Boulevard.  There  are 


Purple  pose: 
Frederick's  new  look. 


the  usual  racks  of  clothing  in 
myriad  colors  and  varying  de- 
grees of  cheekiness  ("edible 
undies"?).  In  the  rear  is  the  Lin- 
gerie Museum,  a  creepy  collec- 
tion of  fraying  foundation  gar- 
ments previously  worn  by  such 
notables  as  Greta  Garbo,  Judy 
Garland  and  Cyd  Charisse. 

Upstairs  in  the  executive  of- 
fices, LoRe  has  a  more  uplifting 
story:  The  bankruptcy  was  a 
blessing  in  disguise  that  allowed 
Frederick's  to  reinvent  itself  for  a 
younger  generation  of  women, 
many  of  whom  have  embraced 
the  inexplicably  popular  thong 
panties  that  Frederick's  pio- 
neered. With  an  injection  of  new 
financing,  the  company  expects  to  soon 
emerge  from  bankruptcy  as  strong  as  ever, 
with  sales  of  $  1 50  million  and  earnings  be- 
fore interest,  taxes,  depreciation  and  amor- 
tization of  $6  million  to  $7  million. 
i  In  addition  to  overhauling  Frederick's 
image  with  a  softer  look  in  the  30  million- 
circulation  catalog,  LoRe,  46,  has  been 
working  hard  with  limited  funds  to  update 
the  stores.  The  glass-brick  walls  and  stain- 
less steel  racks  have  been  replaced  with  faux 
cherrywood  paneling,  leopard-skin  carpets 
and  red  drapes,  while  panties,  lacy  teddies 
and  camisoles  are  arranged  artfully  on  the 
walls.  With  bras  making  up  a  third  of  Fred- 
erick's business,  LoRe  has  made  a  big  push 
in  push-up  bras  and  other  bosom  en- 
hancers, including  a  "liquid"  bra  con- 
traption that  adds  a  cup  size. 

LoRe,  who  previously  developed  the 
Giorgio  Beverlv  Hills  brand  of  perfume, 
seems  to  be  on  a  crusade  of  sorts.  "Cleavage 
is  the  Holy  Grail,"  .she  exi  lains.  F 


The  Big  Nasty 

Just  when  things  started 
going  well  at  Harrah's 
scandal-plagued  New 
Orleans  casino,  another 
controversy  erupts. 

BY  DOROTHY  P0MERANTZ 

It  was  quite  a  melee  at  Harrah's 

Laughlin,  Nev.  casino  in  late  April,  when 
rival  biker  gangs  got  into  a  violent  brawl 
that  left  three  dead. 

But  that  fight  was  short-lived  com- 
pared with  the  battle  that's  been  going 
on  in  the  boardroom  of  Harrah's  New  Or- 
leans casino.  The  war  of  words  has  left 
plenty  of  bruised  egos  as  $4  billion 
(2001  sales)  Harrah's,  which  owns  49% 
of  the  casino,  fights  for  control  against 
an  entrenched  set  of  former  creditors 
who  control  the  rest  of  the  casino.  Ten- 
sions blew  open  in  April,  when  Harrah's 
issued  a  statement  that  called  its  oppo- 
nents "desperate  people"  for  filing  a 
"ludicrous,"  "suspicious"  and  "frivolous" 
lawsuit. 

At  stake  is  a  100,000-square-foot 
casino  near  the  French  Quarter  that  has 


Money  pit:  Harrah's  New  Orleans  casi 


stumbled  into  bankruptcy  twice  in  the 
past  seven  years  and  lost  $15.5  million 
last  year.  Seemingly  not  a  prize  worth 
fighting  over,  but  after  years  of  spilling 
red  ink  the  casino  may  finally  turn 
around.  Bear  Stearns  expects  the  casin  | 
to  produce  earnings  before  interest, 
taxes,  depreciation  and  amortization  of 
$49  million  this  year  on  revenue  of  $29 1 
million.  "New  Orleans  has  been  a  long^ 
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and  painful  process,"  says  Jan  Jones,  the 
former  mayor  of  Las  Vegas  who  now 
serves  as  Harrah's  mouthpiece.  "For  the 
first  time  it's  doing  well,  making  money 
and  meeting  all  of  our  obligations  to  the 
state." 

While  that  comes  as  a  relief  to  the 
long-suffering  locals,  who've  endured 
years  of  political  and  financial  turmoil,  the 
casino  continues  to  be  a  magnet  for  con- 
troversy. The  latest  dispute  started  in 
March,  when  Harrah's  attempted  to  nomi- 
nate an  independent  director  to  the  board 
of  the  separate  publicly  traded  company, 
JCC  Holding,  that  owns  the  casino  as  a  re- 
sult of  the  bankruptcy  filings.  Though  for- 
mer creditors  control  51%  of  the  firm  and 
four  out  of  seven  board  seats,  Harrah's 
operates  the  casino. 

Fearing  the  nomination  would  give  Har- 
rah's a  majority  on  the  board,  the  creditors 
dropped  Harrah's  nomination  from  the  proxy. 
Harrah's  sued.  Returning  the  favor,  the  op- 

"New  Orleans  has 
been  a  long  and 
painful  process. 
For  the  first  time 
it's  doing  well." 

position  directors  ousted  Harrah's  boss 
Philip  Satre  as  chairman  of  the  JCC  board. 
JCC  then  filed  a  lawsuit  accusing  Harrah's  of 
failing  to  promote  the  New  Orleans  casino 
nationally.  Harrah's  countersued  and  ac- 
cused the  other  directors  of  taking  advan- 
tage of  their  position  to  grant  two  members 
generous  stock  options. 

"They  want  to  get  rid  of  me  because 
I'm  an  oversight  executive,"  complains 
Paul  Debban,  president  of  JCC  and  the 
new  chairman  of  the  board.  "If  they  were 
watching  over  themselves,  it  would  be  the 
fox  watching  over  the  henhouse." 

There's  nothing  stopping  Harrah's 
from  simply  buying  the  stock  it  doesn't 
own.  At  a  recent  $4.50  a  share,  it  would 
cost  the  company  just  $28  million. 

Nothing,  that  is,  except  acrimony. 
"The  company's  not  for  sale,"  asserts 
Debban.  F 
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Brushback 


Goldman  Sachs  takes  one  for  the  team  in  the  Yankees/ 
Cablevision  brawl,  by  peter  kafka 


EW  YORKERS  LOVE  BASEBALL 

N  almost  as  much  as  they  love  a 
good  fight.  This  spring  Yan- 
kees owner  George  Steinbren- 
ner  and  Cablevision  boss 
Charles  Dolan  obliged  with  a  double- 
header.  Their  spat  about  whether  Cable- 
vision's  3  million  subscribers  can  see 
most  Yankees  games  (right  now  they 
can't,  because  Dolan  won't  pay  the 


it  sank  some  $300  million — money  that 
came  out  of  a  $5.3  billion  investment  fund 
it  raised  two  years  ago — for  a  one-third 
stake  in  Steinbrenner's  YES  Network, 
which  is  trying  to  collect  fees  of  up  to  $2 
per  subscriber  per  month  from  cable  sys- 
tems that  want  to  broadcast  Bronx 
Bombers  games. 

Dolan's  refusal  to  pony  up  deprives 
the  network  of  38%  of  its  potential  rev- 


Thanks  to  a 
spat  between 
Leo  Hindery 
(below)  and 
Cablevision, 
the  only  way 
its  3  million 
subscribers 
can  watch 
Yankees  games 
is  by  getting  a 
satellite  dish 
or  going  to  the 
ballpark.  The 
fight  has  left 
Goldman  Sachs 
with  even  less 
cheer  about, 


carriage  fees  Steinbrenner  is  asking)  has 
played  out  in  countless  news  stories,  an 
obstreperous  ad  campaign  and  an 
antitrust  suit.  Most  recently,  Team 
George  challenged  Cablevision's  ac- 
counting, claiming  the  cable  company 
was  underreporting  subscriber  defec- 
tions in  its  first-quarter  results. 

But  some  of  the  roughest  play  has 
been  out  of  the  public  eye.  Ask  the  folks 
at  Goldman  Sachs,  who  have  been  joust- 
ing with  Cablevision  behind  the  scenes. 
Goldman  bankers  canceled  an  Apr.  9 
lunch  date  with  Dolan  on  a  few  hours' 
notice,  and  Cablevision  executives 
replied  by  telling  Goldman  they  were 
"cutting  off'  the  bank's  equity  analysts 
who  covered  the  company. 

Goldman  doesn't  generate  as  much  at- 
tention as  the  other  characters  in  this  fight, 
but  it  has  at  least  as  much  to  lose.  Last  fall 


enue,  or  perhaps  $65  million  a  yeat 
Depending  on  which  side  is  spinning,  th 
shortfall  means  YES  is  either  struggling  t< 
break  even  or  making  less  than  it  woul< 
like.  But  YES  Chief  Executive  Leo  Hin 
dery  Jr.,  who  sank  his  own  money  in  th 
company  along  with  Goldman,  concede 
that  without  Dolan's  subscribers,  "W 
will  not  have  justified  our  investment." 
Maybe  they  should  try  to  set  u 
another  lunch  date  with  Dolan.  I 


EXCHANGE 

YOUR  COMPANY'S 

COPIERS 

FOR  10,000  OF  OURS 


INTRODUCING       THE       KINKO 


NETWORK 


Rigid  equipment  contracts.  Outdated  technology. 
Wasted  hours  spent  fixing  paper  jams.  These  are 
all  things  your  company  never  has  to  worry  about 
ever  again.  Introducing  Kinko's  outsourcing. 
We  can  take  on  all  your  document  needs.  We  can 
even  put  a  Kinko's  right  in  your  office.  So  no  matter 
how  big  your  company  is,  no  matter  where  you 
do  business,  we  can  handle  it  all  —  from  huge 
presentations  and  binding  to  a  million  copies  of  a 
single  document.  Now  that  we're  a  huge,  connected, 
seamless  network  of  over  1,100  locations  and 
20,000  professionals,  we  have  the  infrastructure 
and  technology  to  work  seamlessly  between 
locations,  helping  your  company  get  things 
done  anytime  and  anywhere.  We  have  a  separate 


team  of  experts  who  caters  specifically  to  the 
needs  of  big  businesses.  The  network  also 
gives  us  instant  scalability,  which  means  if  your 
outsourcing  needs  suddenly  double  tomorrow,  we 
have  the  connected  locations  and  machines  to 
take  on  the  additional  load  at  a  moment's  notice. 
Find  out  why  FORTUNE  500'5'  companies  have 
chosen  Kinko's  as  their  complete  outsourcing 
partner  to  help  lower  costs,  minimize  capital 
investment  and  increase  productivity.  Kinko's: 
on-site,  off-site  and  everywhere  in-between.  Call 
1-888-KINKOS-1 .  Our  10,000  copiers  are  standing  by. 

kinko's 

TAP  INTO  THE  NETWORK:" 


kinkos.com    America  Online®  Keyword:  Kinko's    1-888-KINK0S-1 


*roflucts  services  and  hours  vary  by  location.  See  store  for  details.  America  Online  is  a  registered  service  mark  of  America  Online,  Inc.  Kinko's  and  tap  into  the  network  are  proprietary  marks  of 
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Kowtowed? 

A  cable  veteran  finds  his 
once-mighty  fortune  fleeting. 

BY  DAVID  ARMSTRONG 

EONARD  TOW  HAS  CREDEN- 
tials  most  people  would  kill  for: 
Broadway  producer,  economics 
professor  at  Columbia  Univer- 
sity, member  of  The  Forbes 
I  400.  His  latest  title-disgruntled 
shareholder — elicits  less  envy. 

Three  years  ago  Tow  sold  his  1 .6-mil- 
lion-subscriber  cable  outfit,  Century 
Communications,  to  Adelphia  Commu- 
nications for  $5.2  billion,  a  mosdy  stock 
deal  that  made  him  Adelphia's  largest 
individual  shareholder  behind  the  Rigas 
family  of  Pennsylvania.  At  the  time  Adel- 
phia's founder,  John  Rigas,  gushed  about 
his  20-year  friendship  with  Tow — a  cou- 
ple of  working-class  kids  who  made  a 
killing  in  the  cable  business. 

But  the  hugfest  unraveled  in  March, 
when  the  Rigas  family  disclosed  it  had 


Leonard  Tow:  What's  $1.5  billion  between  friends? 

kept  $2.3  billion  in  personal  loans  off 
Adelphia's  books.  Since  the  announce- 
ment, Adelphia  stock  has  plunged  70%  to 
a  recent  $6.43.  Tow's  Adelphia  shares, 
once  valued  at  $1.7  billion,  today  are 
worth  only  $185  million. 

Tow,  73,  also  must  be  riled  by  the  fact 
that  the  Rigases  used  much  of  the  loan  to 
add  cable  systems  to  the  business  the 
family  operates  independently  of  Adel- 


phia. Now,  with  Adelphia 
shares  in  the  dumps  and  the 
Rigases  unable  to  cover  the 
loans,  the  company  is  actively 
shopping  many  of  the  systems 
it  bought  from  Tow,  including 
those  in  the  prime  Los  Angeles 
market. 

"The  company  is  bailing 
the  Rigases  out,"  says  Campbell 
Gibson,  an  analyst  with  TGT 
Capital,  a  hedge  fund  that  owns 
a  small  stake  in  Adelphia.  Gib- 
son says  the  family  should 
clean  up  its  mess  by  selling 
their  own  cable  operations 
first.  Some  estimates  suggest 
the  family  could  fetch  $1.3  billion  for 
their  systems,  a  number  that  could  reduce 
the  family's  debt  by  half  and  give  Adel- 
phia some  wiggle  room  with  its  lenders. 

The  Rigases  have  been  reluctant  to 
sell  any  of  their  properties.  But  with  the 
SEC  investigating  its  off-balance-sheet 
loans  and  a  wave  of  shareholder  lawsuits 
in  the  works,  the  family  may  not  have  a 
choice.  F 


Cure  for  the  Common  Ego 


BY  MATTHEW  SWIBEL 


Celebrities  used  to  go  to 

great  extremes  to  conceal 
health  problems.  These  days 
they  flaunt  them.  For  this  we 
can  thank  marketing  agen- 
cies like  Spotlight  Health. 
Drug  and  ni3dical-device 
companies  hire  Spotlight  to 
find  stars  who  are  at  risk  for 
or  suffer  from  a  particular 
disease  or  affliction  and  per- 
suade them  to  publicize  the 
condition  and  encourage  con- 
sumers to  take  preventive 
treatments. 

With  Spotlight  sc'.  nts 
happy  to  pay  upwards  of 
$1  million  for  the  star-studded 
confessionals,  the  work  is 
nothing  to  sneeze  at. 
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Health  Condition: 
ABDOMINAL  AORTIC 
ANEURYSMS 
Devicemaker:  Guidant 
Pitchmen:  Senator  Bob  Dole, 
baseball's  Bob  Uecker 

Health  Condition: 
HEART  FAILURE 
Devicemaker:  Guidant 
Pitchman:  Football  great 
Calvin  Hill 


Health  Condition: 
MORBID  OBESITY 
Devicemaker:  Vista  Medical 
Technologies 
Pitchman:  Pop  singer 
Carrffwlson 


Health  Condition: 
MULTIPLE  SCLEROSIS 
Drug  company:  Teva 
Neuroscience 
Pitchman:  TV  host 
Montel  Williams 

Health  Condition: 
CORONARY  ARTERY 
DISEASE 

Devicemaker:  Vasomedical 
Pitchman:  Talk-show  host 
Larry  King 


Health  Condition: 
DEEP  VEIN  THROMBOSIS 
Drugmaker:  Aventis 
Pharmaceuticals 
Pitchmen:  Dan  Duayle, 
skater  Tara  Lipinski 
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THE    STRAIGHT    GOODS    ON    e-BUSINESS    PLATFORMS 


> 


THE  WHOLE  e-BUSINESS 
THING   IS  A  FAD. 

Nothing  could  be  further  from 
the  truth.  In  times  of  economic 
downturn,  it  may  seem  prudent  to 
put  the  whole  e-Business  issue  on  the 
backburner.  But  it's  not.  Tough  times 
call  for  nimbleness  and  agility  more 
than  ever.  The  time  to  get  smart  and 
implement  e-Business  solutions  for  your 
customers  is  today. 


THE   INTERNET 

CHANGES 
EVERYTHING. 

The  Internet  does  not 
change  everything. 
It  doesn't  change  the 
business  rules  that 
run  your  company. 
Or  the  infrastructure 
you've  spent  years 
building.  The  Internet 
is  obviously  a 
critical  part  of  any 
e-Business.  But  it's 
how  well  you  manage 
the  information 
traveling  over  the 
Net  that  determines 
the  success  of 
your  business. 

IT'S  A 

ONE-BRAND 

WORLD. 

This  myth  surrounds 
just  about  every 
significant  e-Business 
platform  discussion. 
Virtually  every 
purveyor  of  e-Business 
platforms  touts  their 
version  of  this 
"one-brand"  world. 
Their  brand,  of  course. 
Big  surprise. 


At  Sybase,  we  know  it's  just  not  true. 
Countless  brands  compete,  cooperate 
and  commingle  inside  your  company. 

It's  laughable  to  pretend  that  any  one 
external  organization  can  "standardize" 
all  the  various  protocols,  systems, 
components,  new  technologies, 
languages,  databases  and  vendor 
relationships  that  your  business 
depends  on  to  succeed. 


Our  open  e-Business  platform  embraces 
diversity.  Making  all  of  this  stuff  work 
together  is  what  our  stuff  is  all  about. 

A  WEBSITE  IS  A  PORTAL. 
A  PORTAL  IS  AN  e-BUSINESS. 

Unless  your  data  has  the  ability  to 
travel  from  a  customer's  pager  to 
your  trusty  OS/390  mainframe  and 
then  back  to  your  customer  via  cell 
phone,  you  may  very  well  have  a 


IF  AT  FIRST  YOU   DON'T 

SUCCEED,  THROW  SOME  MORE 

MONEY  AT  IT. 

Hah.  Very  funny.  But  a  popular  belief 
for  a  long  time.  Listen:  That's  pure 
poppycock.  Real  e-Business  solutions 
deliver  real  business  results.  That 
means  increased  revenues,  reduced 
costs  and  profits  to  your  bottom  line. 


At  Sybase,  we 
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website,  but  you  really  don't  have  an 

e-Business.  Our  proven  e-Business 

platform  totally  delivers  end-to-end 

functionality.  It  integrates 

every  single  aspect  of  your 

business.  What's  more, 

it  has  the  scalability 

to  constantly 

integrate  your 

new  components 

into  the  mix.  Like 

say,  10,000  brand  new 

customers,  for  example. 


SYBASE    e-BUSINESS    SOFTWARE 
CAUSE     EVERYTHING     WORKS     BETTER    WHEN 


deliver  e-Business 
solutions  to  the 
FORTUNE  500,8  the 
largest  firms  on  Wall 
Street,  the  biggest 
names  in  healthcare, 
the  world's  largest 
computer  and 
networking  companies, 
the  biggest  players  in 
Europe  and  Asia. 

We  lead  in  enterprise 
portal  technology. 
We  dominate  in 
enterprise  wireless 
solutions.  And  we 
have  some  of  the 
best  middleware 
integration  solutions 
found  on  our  planet. 

We  can  deliver  ROI 
with  a  sense  of 
immediacy. 

IT'S  ALL  OR 
NOTHING. 

The  Big  Bang  Theory: 
You  need  to  do  all  of 
this  at  once.  Not  at  all. 


Implement  in  the 
way  that's  right  for 
your  firm.  From  the 
bottom  up.  Or  the 

top  down.  Component  by  component. 

It's  your  choice. 

Call  1-800-8-SYBASE  or  visit 
www.sybase.com/myths  and  we'll  show 
you  how.  Fact,  not  myth. 


I  Sybase 

Information   Anywhere" 


EVERYTHING    WORKS    TOGETHER: 


®2001  Sybase,  Inc.  All  rights  reserved.  All  trademarks  are  the  property  of  their  respective  owners. 
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Corporate 
Confidential 

Weird  economic  effect 
from  the  Enron  prosecution: 
Demand  is  up  for  one  very 
specialized  kind  of 
bureaucrat. 

BY  MONTE  BURKE 

If  s  too  late  for  Enron  and  Global  Cross- 
ing, but  the  lowly  corporate  ombudsman 
may  yet  become  a  hot  hire. 

That's  because  having  such  a  charac- 
ter on  the  payroll— someone  to  hear  out 
whistle-blowing  gripes  from  employees- 
can  save  a  company  a  lot  of  money  if  it 
lands  on  the  shady  side  of  the  law.  Merely 
having  and  letting  employees  know  there  is 
such  a  reporting  system,  even  if  it's  used 
primarily  for  discrimination  and  harass- 
ment issues,  enables  a  company  to  knock 
off  up  to  three  points  on  the  ten-point  "cul- 
pability score"  the  feds  use  to  determine 
the  severity  of  the  sentence. 

Some  major  companies— including 
Coca-Cola,  Eastman  Kodak  and  United 
Technologies— have  an  ombudsman  on 
staff,  says  Mary  Rowe,  who  has  that  job  at 
MIT  and  is  cofounder  of  the  Ombudsman 
Association.  Rowe  expects  more  compa- 
nies to  create  a  confidential  reporting 
office  in  the  wake  of  recent  corporate 
scandals.  An  advisory  group  to  the  U.S. 
sentencing  commission  may  recommend 
that  these  offices  be  given  more  muscle. 

Can  paper-pushers  alter  human  nature 
in  favor  of  more  honesty?  That  remains  to 
be  seen.  F 


No  more  fiesta  bisque: 
Starwood's  Barry  Stemlichti 


Ouch.  Just  when  business  travel  is  down,  you  have  to  cough  up 
money  to  update  a  hotel,  by  rishawn  biddle 


ARD    TIMES    MAKE    TOUGH 
negotiations.  Hence  the  squab- 
bles breaking  out  all  over 
between  hotel  chains  and  their 
franchisees.  Hilton,  Marriott 
and  the  Holiday  Inn  chain  of  Britain's  Six 
Continents  Pic.  are  in  various  states  of 
cold  war  with  hotel  property  owners  who 
franchise  their  names. 

Add  to  the  list  of  pillow  fights  the 
altercation  between  Starwood  Hotels 
and  franchisees  of  its  Sheraton  and  Four 
Points  chains.  Sternly  presiding  over  this 
empire  is  Barry  Sternlicht,  41,  chairman 
and  chief  stickler.  He  wants  every  room 
to  look  like  a  Ralph  Lauren  boutique. 
The  property  owners  are  not  thrilled 
with  the  idea. 

"In  this  economy,  I  want  to  know 
how  it  will  pay  for  itself,"  grumbles  Eric 


Friden,  a  Santa  Barbara,  Calif.-bas« 
franchisee  who  owns  two  Sheratons  ai 
three  Four  Points  in  Colorado,  Old 
homa  and  Arizona.  Renovation  cos 
start  at  $4,800  for  a  single  room  in  a  Fo 
Points  and  $5,300  in  a  Sheraton,  exclu 
ing  construction  costs  and  lost  revenv 
while  all  the  hammering  is  going  on. 

"Barry  really  revels  in  this  stuff,"  sj 
Theodore  (Ted)  Darnall,  president 
Starwood's  North  American  operatioi 
over  dinner  at  the  company's  newest 
boutique  hotel  in  New  York's  Tin 
Square.  "He  thinks  design  is  what  se 
hotel  rooms  and  service  is  what  ket ' 
them.  This  is  why  Westin  and  W  fu 
done  so  well  for  us." 

But  the  529  Sheratons  and  Fc 
Points,  not  quite  half  of  them  owned 
franchisees,  aren't  doing  so  well.  Sh  ! 
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ision  of  Katherine  Ellis,  U.S.  Trust  Portfolio  Manager 


When  it  comes  to  wealth  management, 
one  company  has  unparalleled  focus. 

To  serve  the  affluent  investor  with  a  maximum  level  of  attention,  without  the  distractions 
of  other  business,  such  as  investment  banking.  At  U.S.  Trust,  we  call  it  true  wealth  management  - 
the  kind  that  dedicates  the  time  and  the  right  people  to  deliver  personalized  solutions  for 
every  client. 

Of  course,  focus  is  valuable  only  when  accompanied  by  expertise.  Every  day,  our  leading 
experts  in  tax  planning,  estate  planning,  and  private  banking  work  in  concert  with  our  portfolio 
managers,  as  well  as  your  personal  advisors,  exploring  alternatives.  Because  wealth  management 
is  much  more  than  textbook  solutions  -  it's  about  finding  appropriate  and  tax-intelligent  solutions. 

Our  focus  helps  clients  achieve  their  objectives.  Objectives  as  unique  as  our  clients  themselves, 
who  include  heads  of  some  of  America's  largest  corporations  and  owners  of  successful  businesses. 
Now,  we'd  like  to  focus  on  you,  and  your  unique  needs.  Let's  talk  -  at  1  800  US  TRUST  -  ask  for 
Richard  Foley,  Managing  Director.  Or  visit  us  at  www.ustrust.com. 


U.S.Trust 

The  expert  in  wealth  management1.' 


OUTFRQNT 


Starwood  bought  Sheraton  as  part  of  its 
acquisition  of  ITT  in  1998,  revenues  per 
available  room  have  fallen  7.4%  to  $91, 
compared  with  a  mere  2%  drop  for  a 
group  of  rivals  that  includes  Hilton  and 
Marriott.  Four  Points'  revpar  barely 


ers  of  Sheraton  and  Four  Points  hotels 
have  put  $550  million  into  renovations 
since  1998. 

The  franchisees  have  hired  a  lawyer  to 
press  their  case.  They  are  complaining 
that  last  September  Starwood  pushed  out. 


"Barry  really  revels  in  this  stuff.  He  thinks  design 

is  what  sells  hotels  and  service  is  what  keeps  them. 
This  is  why  Westin  and  W  have  done  so  well  for  us." 


budged  at  $45,  while  Hilton's  comparable 
Hampton  Inns  outdid  it  with  a  7.5%  rise 
to  $51. 

To  reverse  the  slide,  Sternlicht  has 
ordered  Sheraton  has  to  spruce  up.  At 
least  he  has  set  an  example.  Starwood  has 
poured  $450  million  into  overhauling  35 
of  the  company's  74  company-owned 
Sheratons  and  Four  Points — spending  an 
average  of  $40,000  per  room.  Other  own- 


a  much-beloved  Sheraton  executive  who 
acted  as  franchisee  liaison.  They  fret  that 
Starwood  is  plotting  to  grab  management 
contracts,  worth  as  much  as  a  14%  cut  of 
revenues,  against  a  mere  5%  royalty  on 
rooms  that  Starwood  gets  when  a  prop- 
erty is  neither  owned  nor  managed  by 
Starwood. 

Nonsense,  says  Robert  Cotter,  Star- 
wood's  blunt-spoken  chief  operating  offi- 


cer. "What  was  happening  before  was 
when  a  seat  wore  out  or  the  curtains 
faded  or  the  carpet  got  holes  in  it,  those 
three  events  would  happen  at  different 
periods  of  time,"  says  Cotter.  "So  people 
would  change  seat  covers,  carpets  and 
curtains  without  a  holistic  view 
of  what  the  customer  saw.  What 
you  would  have  is  what  I  call 
'fiesta  bisque.'" 

Now  Starwood  is  demand- 
ing that  its  franchisees  change 
hair  dryers  every  three  to  five 
years,  even  if  they're  still  working.  "We- 
have  men  who  own  the  real  estate  and 
50%  of  our  travelers  are  women,  and  they 
hated  the  blow  dryers,"  Cotter  says.  "The, 
guys  who  own  the  real  estate  don't  get  it 
because  they  don't  have  girls'  hair." 

Don't  have  girls'  hair?  This  fight 
could  get  personal.  But  it  will  probably  be 
forgotten  as  soon  as  the  next  travel  boom 
arrives.  F- 


The  $70,000  Smile 


Forget  Botox,  say  chief  execs.  They're  keeping 
their  wrinkles  but  paying  top  dollar  to  brighten 
their  not-so-pearly  whites,  by  leigh  Gallagher 


^ 


If  s  no  secret  that  lots  of  men  are  getting  cosmetic  touch- 

ups,  but  wrinkles  aren't  the  worry  in  the  corner  office:  a  less-than- 
dazzling  smile  is  hated  most.  That's  why  a  number  of  high-profile 
chief  executives  are  paying  up  to  $70,000  for  custom-crafted 
porcelain  veneers  for  teeth  that  have  chomped  too  many  cigars. 
The  overlays,  which  are  customized  to  fit  each  tooth,  are  perma- 
nently affixed  for  about  $2,000  each. 

Dr.  Lawrence  Rosenthal,  a  cosmetic  dentist  in  Manhattan,  is  so 
busy  that  he  keeps  an  in-office  concierge  so  execs  can  go  from  the 
dentist's  chair  to  the  theater  oi  dinner  at  the  Carlyle— where  better  to 
flash  their  new  chopoers?  Rosenthal  started  treating  glitterati  in  the 
early  1990s  and  counts  Denise  Rich  and  Bruce  Springsteen  as  clients, 


but  he  now  spends  most  of  his  time  brightening  the  smiles  of  high- 
profile  chief  executives.  Among  them:  Donald  Trump,  designer  Tommy 
Hilfiger,  Miramax's  Harvey  Weinstein,  Jones  Apparel  Chief  Sidney 
Kimmel,  oil  baron  David  Koch  and  Viacom  Chief  Sumner  Redstone. 

Indulging  their  vanity  is  big  business:  Rosenthal's  revenues  are 
$10  million,  up  150%  from  $4  million  in  1995.  And  it's  recession- 
proof.  On  a  recent  Monday  morning  Cendant's  Henry  Silverman 
reclined  in  a  chair  in  Rosenthal's  Upper  East  Side  office.  "I  was 
going  on  TV  a  lot,  and  I  didn't  like  the  way  my  teeth  looked,"  he 
explains,  sitting  up  to  flash  a  blindingly  white  smile.  Having  it,  he 
confides,  "gives  you  a  sense  of  self-confidence,  which  never  hurts." 

Now  if  he  can  only  keep  Cendant's  share  price  as  bright.        F 
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Introducing  Zaurus,  the  smart  new  mobile  tool  from  Sharp.  Wireless  enabled,*  with  powerful  PC 
computing  and  multimedia  capabilities.  A  unique  integrated  keyboard  and  the  added  freedom  of 
the  Linux  operating  system.  Zaurus  by  Sharp.  It's  everything  you  need  to  be  mobile,  sharpusa.com 


•Internet  applications  require  purchase  of  a  modem  and  available  service.  Screen  image  simulated. 
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Any  limits  to  his  appeal? 
Michael  Jordan. 


- 


Error  Jordan 


Electronics  marketer  PTN  Media  inked  a  three-year  deal  to  pay 
$40-million-a-year  basketball  star  Michael  Jordan  a  $1.25  mil- 
lion annual  minimum  for  his  name  on  a  line  of  Palm  handhelds. 
But  last  year  the  Ann  Arbor,  Mich,  firm  sold  only  $277,725  of 
Jordan  Palms,  contributing  to  a  $4  million  loss  and  a  qualified 
auditor's  opinion.  Not  surprisingly,  PTN  has  been  a  bit  slow 
coughing  up  the  full  first  half  of  this  year's  fee,  saying  in  a  recent 
filing  it's  "in  default"  but  hopes  to  pay  up  soon. — Kiri  Blakeley 

Con  Air 

"On  a  corporate  level  we  at  Conair  believe  the  American  tax  sys- 
tem is  important  to  maintain  the  American  economy  and  its  val- 


ues." So  wrote  John  M.ay°rek,  senior  vice  president  of  the  East 
Windsor,  NJ.-based  hair-dryer  maker,  on  Mar.  25  to  the  U.S. 
Treasury  Department,  backing  a  crackdown  on  American 
firms  that  use  foreign  havens  to  cut  U.S.  taxes.  But  just  eight 
days  later,  Conair  founder,  owner  and  ex-head  Leandro  P. 
Rizzuto  pleaded  guilty  to  tax  fraud  charges  that,  using  Conair 
and  foreign  banks,  he  ducked  U.S.  taxes  on  $3  million  of  kick- 
backs. Mayorek  now  says  Rizzuto's  woes  are  his  own  and  not 
the  firm's.  — Janet  Novack 

But  a  Whole  Lot  of  Dialogue 

Although  it  still  has  a  public  relations  staff,  albeit  shrunken 
from  its  prebankruptcy  days,  Enron  Corp.  has  just  hired  p.r. 
giant  Hill  &  ICnowlton  for  $100,000  a  month.  Why?  H&K  filed 
a  lobbying  registration  statement  with  Congress.  But  H&K, 
which  has  worked  before  for  new  Enron  boss  Stephen  Cooper, 
swears  it  will  do  "no  direct  lobbying"  other  than  "opening  di- 
alogue with  specific  people  on  the  Hill."        — Lynn  J.  Cook 

Easy  Riders  or  Easy  Losers? 

In  1998  founder  Joseph  Teresi  sold  his  flesh-peddling 
Easyriders  magazine  group,  aimed  at  the  biker  crowd,  for  $22 
million  in  cash  plus  some  stock.  But  despite  a  celebrated  name, 
Easyriders  Inc.  shares  became  worthless  after  the  new  boss,  ex- 
Taco  Bell  president  John  Martin,  lost  $79  million.  Now  Teresi, 
61,  has  just  won  a  Los  Angeles  bankruptcy  court  bidding  war  to 
reclaim  his  empire.  Price:  $12  million.  — RiShawn  Biddle 

Now  Wire  Me  a  $1  Million  Refund 

Posing  as  computer  help-desk  employees,  U.S.  Treasury  inspec- 
tors telephoned  100  Internal  Revenue  Service  workers  at  ran- 
dom, asking  them  to  change  their  password  to  one  the  callers 
specified.  According  to  recent  congressional  testimony,  an 
astounding  71%  complied,  meaning  total  strangers  could  gain 
access  to  the  supposedly  secure  IRS  computer  system.       — J.N. 
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Here  is  a  list  of  the  biggest  recent  debacles  involving  venture  capitalists  and  their  fundraising. 

NAME                                     LINE  OF  BUSINESS                          EQUITY  RAISED  ($MIL)               STATUS 

—Luisa  Kroll 

PROMINENT  BACKER 

Yipes  Communications 

Ethernet  services 

$291 

Chapter  II 

New  Enterprise  Associates 

Kozmo.com 

B2C  online  delivery  service 

250 

shut  down 

Flatiron  Partners 

Colo.com 

telecom/colocation  provider 

215 

Chapter  II 

Menlo  Ventures 

OnSite  Access 

telecom  to  commercial  tenants 

205 

Chapter  II 

Microsoft 

Sigma  Networks 

telecom  to  carrier  hotels 

150 

liquidating 

Benchmark  Capital 

BuildNct 

B2B  building  materials 

140 

shut  down 

BancBoston  Capital 

Asia  Online 

Internet  service  pro\  ider 

135 

liquidating 

Softbank  Technology  Ventures 

i   AIIAdvantage.com 

B2C  online  incentive-to-surf  site 

133 

shut  down 

Softbank  Capital  Partners 

lmotors.com 

B2C  online  seller  of  used  car 

128 

shut  down 

Trinity  Ventures 

AtLink  Networks 

telecom/pro^  ider  of  VPNs 

120 

shut  down 

Columbia  Capital 

Sources:  VmUureWire;  company  interviews. 
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How  can  you  increase 
customer  profitability? 

Identify  (and  keep)  your 
most  valuable  customers? 

And  get  greater  ROI  froi 
your  marketing  campaigns? 


SAS@  is  all  you  need  to  know. 


Only  SAS  provides  you  with  a  complete  vk 
your  customers.  So  you'll  understand  their  needs, 
enhance  their  lifetime  value  and  achieve  greater 
competitive  advantage.  To  find  out  how  leading 
companies  are  reaping  the  rewards  of  SAS 
customer  intelligence  software,  call  1  866  270  5723 
or  visit  us  at  www.sas„com/customer 


The  Power  to  Know,. 
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Qn  My  Mind 


Nukes  for  Sale 

It  was  lunacy  to  privatize  the  U.S.  agency  that  processes  uranium  for  bombs. 


SEPT.  1 1  BROUGHT  HOME  THE  DANGERS  OF  TERRORISM.  BUT  YEARS 
before  that,  during  the  mid-1990s,  a  decision  was  made  that  wors- 
ened the  risk  of  nuclear  terrorism  today:  The  government  priva- 
tized the  U.S.  Enrichment  Corp.,  commonly  known  as  USEC. 

A  division  of  the  Energy  Department,  USEC  had  been  the 
government  entity  charged  with  enriching  natural  uranium 
metal.  Low-enriched  uranium 
fuels  nuclear  power  plants;  highly 
enriched  uranium  fuels  nuclear 
weapons.  The  two  products  are 
made  by  the  same  process. 

In  1993  USEC  was  also  en- 
trusted with  implementing  a 
swords-to-plows  deal  with  the 
Russians.  It  would  dilute  highly 
enriched  uranium  from  deacti- 
vated Soviet  nuclear  warheads 
and  sell  it  to  utility  companies  for 
power.  We  had  no  desire  to  see 
some  underpaid  apparatchik  sell 
nuclear  material  to  an  Osama  bin 
Laden  or  Saddam  Hussein. 

To  most  people  the  idea  of 
privatizing  the  agency  making 
ingredients  for  nuclear  bombs 
made  as  much  sense  as  selling 
shares  in  the  Defense  Depart- 
ment. But  forces  were  arrayed  to 
push  a  USEC  sale.  Clinton  was 
desperate  to  balance  his  budget. 
To  budget  bureaucrats  every  dollar  counted — although  I  believe 
that  sound  accounting  would  not  allow  receipts  from  privatiza- 
tion to  be  counted.  Treasury  was  blinded  by  ideology — the 
notion  that  privatization  was  always  and  everywhere  a  good 
thing.  And  Wall  Street  hungrily  eyed  the  underwriting  fees. 

As  chairman  of  the  Council  of  Economic  Advisers,  I  saw  the 
proposal  as  bad  economics  and,  worse,  bad  national  security.  Over 
the  CEA's  objections,  the  agency  went  public  in  July  1998,  raising 
$1.5  billion  at  $14.25  a  share.  Morgan  Stanley  and  Merrill  Lynch 
led  the  underwriting,  reaping  $43  million  in  lees,  an  amount  that 
seems  out  of  proportion  to  the  government's  take,  especially  tak- 
ing account  of  the  hundreds  of  millions  of  dollars'  worth  of  ura- 
nium stockpiles  thai  the  government  threw  in  to  the  deal. 

We  worried  that  a  profit-motivated  US!  ( :  would  put  obstacles 
in  the  way  of  getting  more  uranium  out  oi  Russia,  and  this  is  just 
what  happened.  USE(   lias  no  desire  to  see  the  U.S.  market  flooded 
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During  the  mid-1990s,  a  decision  was 

made  that  worsened  the  risk  of 

nuclear  terrorism  today." 


with  uranium  from  abroad.  So  USEC  has  pushed  for  unrealisti- 
cally  low  prices  from  the  Russians  and  asked  for  U.S.  government 
subsidies.  So  far  it  has  bought  only  141  metric  tons  of  the  500 
tons  of  bomb-grade  uranium  to  which  it  is  committed  to  pur- 
chasing. By  some  estimates  the  amount  of  highly  enriched  ura- 
nium still  in  Russia  is  equivalent  to  26,000  warheads. 

Consider:  A  terrorist  or  state 
need  buy  (or  steal)  only  55 
pounds  of  the  high-grade  ura- 
nium to  make  a  bomb.  And  the 
engineering  prowess  required  to 
turn  that  U-235  into  a  weapon  is 
not  great.  It  would  be  accessible 
to  a  rogue  state,  probably  to  a 
very  well  financed  terrorist. 
Those  55  pounds  would  be 
enough  to  flatten  everything  in  a 
half-mile  diameter.  If  USEC 
bought  more  uranium  we  could 
rest  easier  about  it  not  ending  up 
in  a  terrorist's  hands. 

As  a  business  proposition 
USEC  is  a  loser,  too.  Its  technology 
is  antiquated.  One  argument  for 
the  sale — that  it  would  enable  the 
company  to  proceed  with  the 
development  of  a  new  laser-based 
technology — has  evaporated:  As 
the  CEA  predicted,  USEC  aban- 
doned the  laser  effort.  Net  income 
fell  to  $16.6  million  in  the  last  year  from  $250  million  before  pri- 
vatization. The  stock  is  trading  at  around  $7.  But  USEC  officials 
aren't  regretting  the  stock  sale.  Last  year  Chief  Executive  William 
Timbers  made  $990,000  in  salary  and  bonus,  more  than  triple 
what  he  could  have  made  as  a  government  official. 

Privatization  was  a  mistake.  What  should  we  do  now?  Rena- 
tionalization  is  one  option.  Another  idea  comes  from  USEC's 
customers,  the  utilities.  They  want  to  form  a  new  company  that 
would  buy  uranium  directly  from  Russia  and  sell  it  to  the  utili- 
ties at  a  price  lower  than  USEC  offers,  cutting  out  the  middle- 
man. This  would  benefit  American  consumers  while  speeding 
up  the  removal  of  uranium  from  Russian  depositories. 

In  the  post-9/1 1  world  it  has  become  even  more  necessary 
to  find  a  way  to  prevent  nuclear  proliferation.  F 

Research  assistance  by  Christopher  Hchnan. 
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YOU'RE  PROTECTED  AGAINST  HACKERS,  VIRUSES  AND  WORMS. 
BUT  WHAT  ABOUT  ROSE  IN  BENEFITS? 


sTrusf"  Security  Solutions 

Complete  protection  for  your  entire  enterprise. 

Vhen  it  comes  to  protecting  your  business,  you  need  security  that  can  protect  your 
fnterprise  from  potential  threats,  no  matter  where  they  may  come  from.  That's  exactly 
vhat  eTrust  does.  Our  family  of  products  allows  you  to  not  only  safeguard  your  entire 
fnterprise,  but  also  view  and  manage  that  security  either  centrally  or  from  multiple 
lelegated  locations.  So  you  can  continue  to  grow  and  maximize  new  opportunities 
vhile  minimizing  your  risk.  And  that's  security  you  can  feel  secure  about. 
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HELLO  TOMORROW™      WE  ARE  COMPUTER  ASSOCIATES     THE  SOFTWARE  THAT  MANAGES  eBUSINESS™ 


ca.com/etrust 


(2001  Computer  Associates  International,  Inc.  (CA).  All  trademarks,  trade  names,  service  marks,  and  logos  referenced  herein  belong  to  their  respective  companies. 
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•Available  on  select  Town  &  Country  models 
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TOWN  &  COUNTRY 

Comfortable,  luxurious  seating  for  seven.  The  industry's  only 
remote  power  dual  sliding  doors  and  liftgate,*  Three-Zone 

CHRYSLER 
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Automatic  Temperature  Control  System,  and  a  movable,  pow- 
ered center  console.  It  elevates  the  art  of  the  piggyback  to  a 
whole  new  level.  Call  1.800. CHRYSLER  or  visit  chrysler.com. 

Drive  =  Love 
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JOHN  ZEGLIS,  THE  HEAD  OF  AT&T  WIRE- 
less,  describes  his  job  in  grandiose 
terms.  "It's  wonderful  to  be  doing 
something  profound,"  he  says,  painting 
a  picture  of  a  world  where  "most  per- 
sonal communication  and  information 
exchanges  will  be  wireless  and  accessible 
anywhere."  Afraid  this  might  sound  un- 
derwhelming, he  adds:  "This  is  big!  This  is  huge!  This  is 
unstoppable!" 

Taking  a  gauzy  gaze  at  the  un- 
tethered  future  is  a  pleasant  escape 
from  the  present,  in  which  AT&T, 
and  the  entire  industry,  has  strug- 
gled to  complete  a  simple  phone 
call.  The  AT&T  Wireless  network, 


AT&T  Wireless  Chief 
JOHN  ZEGLIS  envisions 

a  brilliant  future  for  his 
beleaguered  industry. 
■sto  Will  he  and  his  company 

keep  the  number  of  blocked  calls  .  ..q 

under  6  million  a  day  or  180  mil-  SUI"VIVe  tO  See  It. 

lion  a  month.  Add  calls  that  are  pv  SCOTT  WQOLLEY 

connected  but  then  dropped  and 

the  botch  rate  is  even  higher.  This,  despite  AT&T's  having 

spent  $8.7  billion  in  two  years  on  its  network. 

The  spotty  coverage  frustrates  many  and  fuels  high 
quit  rates  among  AI&T's  19.5  million  cell  phone  cus- 
tomers. Richard  Saul  Wurman,  who  founded  the  TED 
conference,  a  famed  Silicon  Valley  schmoozefest,  lugs 
around  both  an  AT&T  handset  and  a  VoiceStream  phone 
to  better  his  chances  of  getting  a  call  through.  "It's  like 
having  an  address  where  you  can  only  receive  certain 
tj  pes  of  mail.  It's  absurd,"  he  says. 


At  the  current  pace  a  full  31%  of  AT&T  Wireless 
subscribers  will  quit  this  year,  looking  for  a  better  car- 
rier. That's  an  improvement  from  35%  in  2000  and, 
though  dismal,  ties  it  for  second-best  with  Verizon. 

But  Zeglis  the  Zealot  insists  he  can  fix  the  flaws  and 
open  the  way  for  futuristic  features.  He  is  borrowing 
like  mad  to  fund  a  massive  build-out.  Last  year  AT&T 
Wireless  spent  $5  billion  on  new  towers  and  other  gear, 
a  greater  percentage  of  revenue  than  any  other  national 
carrier.  It  will  up  that  to  $5.3  bil- 
lion this  year.  AT&T  just  issued 
$3  billion  in  bonds  in  April,  rais- 
ing total  debt  to  $11.2  billion. 
Zeglis  keeps  borrowing  because 
his  spending  binge  exceeds  annual 
cash  flow  by  some  $2.3  billion. 

If  the  gamble  works,  AT&T 
Wireless  could  be  well  prepared 
for  the  golden  age  he  sees  ahead.  If 
it  fails,  Zeglis  and  the  spinoff  he 
inherited  will  likely  end  up  like 
many  telecom  visionaries  and  their  dream  projects: 
drowning  in  debt  and  waiting  to  be  acquired. 

The  industry's  finances  are  a  mess.  Price  wars 
among  the  six  (purportedly)  nationwide  carriers  have 
driven  rates  down  to  14  cents  a  minute,  a  50%  drop  in 
three  years,  just  as  subscriber  growth  has  fallen  by  al- 
most half  (see  chart,  p.  60).  AT&T's  customers  gabbed  for 
an  average  of  seven  hours  a  month  last  quarter  and 
paid  $59;  that  is  22%  more  time  for  6%  less  money 
than  a  year  ago. 
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AT&T  WIRELESS 


Even  as  the  cell  phone 
industry  matures ... 

^  (annual  rate) 

Slowing  growth  in  total 
cell  phone  subscribers 


AT&T  continues  a  massive 
investment  spree ... 

Cl($bii) 

Capital  expenditures 


By  spending  lavishly  while  timid  competitors  scrimp,  Zeglis 
says  he  can  fix  AT&T's  nagging  quality  problems  and  adopt  better 
technical  standards.  By  year-end  he  plans  to  have  built  a  network 
compatible  with  European  and  Asian  phones.  At  the  same  time  he 
promises  to  start  rolling  out  a  full-blown  3G,  or  third-generation, 
system  capable  of  zapping  color  video  to  cell  phones  and  letting 
laptop  computers  surf  the  Web  at  cable-modem  speeds.  Fancy  3G 
features  might  help,  but  so  far  rollouts  have  been  slow,  expensive 
and  lackluster. 

It  is  a  bracing  challenge  for  a  guy  who  spent  most  of  his  career 
at  AT&T  not  as  a  corporate  operator  but  as  a  lawyer.  The  son  of  a 
lawyer  in  Momence,  111.,  Zeglis  attended  the  University  of  Illinois 
and  graduated  from  Harvard  Law  in  1972.  He 
worked  first  as  outside  counsel  to  AT&T  before 
joining  full  time  in  1984. 

By  1986  Zeglis  had  risen  to  general  counsel, 
a  job  he  held  for  a  decade  until  the  board  named 
him  president  in  1997.  Zeglis,  with  no  experi- 
ence running  a  business,  got  his  first  hands-on 
operating  job  running  the  wireless  division.  That 
left  him  sitting  pretty  when  chief  executive  C. 
Michael  Armstrong  succumbed  to  investors  in 
2000  and  set  plans  to  spin  off  AT&T  Wireless. 

"It  was  the  third  time  I've  been  involved  in 
breaking  up  AT&T,"  says  Zeglis,  who  was  around 
for  the  1984  court-ordered  bust-up  and  1996 
carve-out  of  Lucent  and  NCR.  "What  happens  is 
the  energy  goes  first  to  the  spunoff  parts,  so  I 
thought,  this  time  I'm  going  to  go  with  one." 

He  landed  there  just  in  time  to  see  the  boom 
years  end.  His  stock  price  is  down  72%  in  two 
years.  Shares  of  AT&T's  publicly  traded  peers  have 
fared  slightly  worse. 

One  of  Zeglis'  first  tasks  as  chief  executive 
was  to  deal  with  the  mess  created  by  Digital  One 
Rate,  the  groundbreaking  plan  that  let  callers  use 
their  phones  nationwide  at  no  extra  charge.  The 
plan  debuted  in  1998  and  lured  high-spending 
customers  but  overwhelmed  its  network.  One 
rough  measure  of  the  underinvestment:  The  year 
One  Rate  was  introduced,  AT&T  added  only  350 
cell  sites,  a  6%  increase,  even  as  subscribers  grew 
by  over  50%.  Zeglis  vows  not  to  repeat  the  One  Rate  debacle  by  in- 
vesting whatever  it  takes,  stingy  capital  markets  be  damned.  This 
year  he'll  build  3,300  new  towers,  an  18%  increase. 

It  is  a  constant  battle  just  to  keep  pace  with  total  network  usage. 
As  24%  more  callers  each  make  22%  more  calls,  total  usage  grows 
at  a  51%  annual  rate.  But  the  new  towers,  improved  voice-com- 
pression and  other  technologies  are  now  adding  capacity  at  an 
even  faster  rate,  the  company  says.  Its  current  goal  is  to  hold  down 
blocked  calls  to  under  6%  of  total  traffic — although  that  could 
still  mean  1 80  million  screwups  a  month.  Early  last  year  &T&T  was 
hitting  the  under-6%  mark  in  just  halt'  ol  its  cities.  Today  all  its 
markets  meet  that  goal,  says  network  chief  Gregory  Slemons. 


funded  by  ballooning 
long-term  debt. 
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Sources:  AT&T  Wireless;  Cellular  Telecommu 
nications  &  Internet  Association. 


standards,  whereby  a  0.001%  failure  rate  has  long  been  the  bench- 
mark. In  some  markets  AT&T's  blocked-call  problem  exceeds  the 
6%  mark  during  business  hours,  Slemons  admits.  Fixing  that  is  the 
company's  next  major  goal.  But,  he  argues  legitimately,  rivals  often 
fare  even  worse. 

Unfortunately -for  Zeglis,  about  half  of  his  $5.3  billion  in 
spending  must  be  devoted  to  costly  retrofits  for  new  technology 
rather  than  to  improvements  in  quality  for  the  existing  network. 
As  one  of  cellular's  pioneers,  AT&T  made  a  bad  bet  on  a  second- 
generation  standard  known  as  TDMA.  Now  it  must  shore  up  TDMA 
even  as  it  installs  new  gear  based  on  the  global  GSM  standard. 
Switching  to  GSM  will  lower  AT&T's  equipment  costs  and  allow 
subscribers  to  use  their  phones  worldwide.  In 
April  AT&T  introduced  mMode,  meant  to  du-' 
plicate  the  wild  success  of  Docomo's  iMode 
phones  in  Japan.  (See  Stephen  Manes'  review, 
p.  140).  And  AT&T  is  planning  yet  another  up- 
grade, to  two  other  high-speed  standards. 

Complicating  these  plans  further  is  the 
much-needed  consolidation  about  to  hit  the  in- 
dustry. The  feds  plan  to  lift  spectrum  caps  by 
year-end,  letting  providers  buy  up  one  another. 
Rivals  are  already  looking  to  pair  up  with  com- 
patible networks,  thus  expanding  capacity  and. 
improving  coverage  in  one  easy  step. 

AT&T,  Cingular  and  VoiceStream  have  all 
converged  on  GSM,  making  them  obvious 
merger  mates.  But  love  triangles  have  losers,  and 
each  is  suspicious  that  the  other  two  will  pair 
up  and  leave  it  partnerless.  Cingular,  with  22 
million  customers,  or  AT&T,  with  19.5  million 
could  strike  first  with  a  bid  for  VoiceStream'.' 
7.5  million  subscribers. 

But  an  AT&T-Cingular  megadeal  has  tht 
most  obvious  merits,  says  Blair  Levin,  an  analys' 
at  Legg  Mason.  In  January  the  two  companie: 
took  a  step  toward  a  merger  by  agreeing  to  buili 
a  shared  network  along  U.S.  highways.  The  ben 
efits  of  a  merger  could  be  massive,  according  tc 
a  study  by  Raul  Katz  of  Booz,  Allen  &  Hamilton 
Together,  AT&T  and  VoiceStream  could  improvi 
cash  flow  by  some  $2  billion  a  year  by  reducinj 
the  need  for  redundant  towers,  stores  and  other  overhead. 

Zeglis  himself  seems  relatively  uninterested  in  talk  of  merg 
ers  and  the  nitty-gritty  of  dropped  calls,  which  he  views  as  tran 
sitory  issues.  "We  can  lead  this  change  from  conquering  merel 
distance — wires  that  go  from  place  to  place — to  conquering  plac 
itself,"  he  says,  slipping  back  into  his  evangelist  mode. 

It's  been  a  lousy  year  for  telecom  titans  with  big  dreams,  sue! 
as  Global  Crossing's  Gary  Winnick,  WorldCom's  Bernie  J.  Ebber 
and  Qwest's  Joseph  Nacchio.  John  Zeglis  says  AT&T  Wireless  is  dil 
ferent,  investing  in  a  growth  industry  when  capital  is  scarce  and  ri 
vals  are  scared.  Good  returns  will  flow  naturally  to  the  gutsy  fev 
he  insists.  "We're  part  of  something  very  large,"  he  says,  with 


/ 


k 

: 


Progress,  to  be  sure,  but  6%  is  still  pathetic  by  regular  phone      look  of  supreme  confidence.  Maybe  too  much  confidence. 
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Our  color  printer  is  faster  than  90%  of 

today's  office  printers.  And  any  business  can  afford  it. 

There's  a  new  way  to  look  at  it. 
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K  Xerox  Phaser  860  network  color  printer  gives 
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Iking  about  vibrant  color  up  to  1200  dpi  from 
printer  starting  at  $1999  including  Black  Ink 
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for  Life!  Imagine  the  savings.  But  then  again, 
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full  line  of  network  color  printers  is  all  about. 
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racing  to,  call  1-877-362-6567  ext.  1848  or  visit 
xerox.com/officeprinting /zebra  1848 
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Introducing  Fujitsu  Consulting— a  partner  who  shares  your  vision 

In  times  like  these,  you  can't  afford  to  work  with  a  consultant  who's  single-minded. 
You  need  a  company  that  understands  the  true  meaning  of  collaboration.  At  Fujitsu 
Consulting,  we  share  your  vision  right  from  the  start,  and  we  never  lose  sight  of  your 
business  goals  throughout  the  process.  This  has  always  been  our  approach,  one  that 
further  benefits  from  the  expertise  and  resources  of  the  entire  Fujitsu  group,  which 
has  long  provided  world-class  IT  products  and  platforms  all  over  the  globe. 

Unique  ROI-focused  methodology 

As  a  forward-thinking  global  consulting  organization,  we  utilize  a  unique,  proven 
methodology  that  delivers  a  rapid  and  measurable  return  on  your  IT  investment. 
It  starts  by  focusing  on  the  results  the  client  expects  to  achieve.  It  then  provides 
a  road  map  through  the  design,  implementation  and  operation  of  the  solution  to 
achieve  the  desired  results. 

Industry  and  business-process  knowledge 

Fujitsu  Consulting  creates  tailored  solutions  for  a  variety  of  industries— in  particular, 
communications,  financial  services,  and  government.  Whether  it's  core  back  office, 
front  office  or  extended  functions,  we  enable  companies  to  better  serve  their  customers 
and  collaborate  with  their  extended  supply  chain  of  employees,  vendors  and  partners. 

Fujitsu  Consulting— the  new  alternative 

In  creating  powerful  IT  solutions,  we  live  and  breathe  three  simple  ideas:  deep 
collaboration  with  our  clients,  an  eye-to-eye  approach,  and  a  passion  for  getting  the 
job  done.  It  is  the  unique  combination  of  global  scope  and  human  scale  that  sets  us 
distinctly  apart  from  our  competitors.  And,  perhaps,  earns  us  a  spot  on  your  short  list 
of  consulting  partners. 
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QUALCOMM'S  PAUL  JACOBS 
doesn't  look  like  your  aver- 
age professional  wrestling 
goon.  Urbane  and  conserva- 
tively dressed  in  a  gray  shirt 
and  tie,  the  39-year-old 
Berkeley-educated  Ph.D.  and  electrical 
engineer  is  better  known  for  having  been 
a  Star  Trek  geek  when  he  was  younger  and 
for  his  current  passion  for  contemporary 
art  collecting. 

But  there  he  was  last  August,  attend- 
ing a  World  Wrestling  Federation  Smack- 
Down  event  in  Los  Angeles.  Soon  after  he 
met  with  230-pound  Shane  McMahon, 
son  of  trash-talking  WWF  bos's  Vincent 
McMahon,  McMahon  climbed  into  the 
ring  and  was  slammed  nto  the  announc- 
ers' table  by  WWF  superstar  the  Rock 

"A  different  kind  of  person  than 
we've  been  dealing  with,"  deadpans 
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Jacobs,  president  of  Qualcomm's  wireless 
and  Internet  group  and  the  third  son  (of 
four)  of  Chief  Executive  Irwin  Jacobs. 

These  days,  less  different  than  you 
might  think.  As  the  point  man  for  Qual- 
comm's recent  push  into  wireless  applica- 
tions, Jacobs  is  taking  a  lot  of  meetings 
with  some  odd  characters.  More  recently, 
Jacobs  met  with  squinty-eyed  Hollywood 
action  star  Steven  Seagal  to  discuss  a 
wireless  game  based  on  Seagal's  high-fly- 
ing kicks  and  karate  chops.  He's  also  had 
meetings  with  Philadelphia  76ers  legend 
Julius  (Dr.  J)  Erving,  Nascar,  Walt  Disney 
and  others  developing  applications  and 
games  for  cell  phones  using  Qualcomm's 
technology. 

If  meeting  someone  like  McMahon, 
whose  resume  describes  his  "finishing 
move"  as  "clobbering  his  opponent  with 
a  foreign  object,"  seems  out  of  character, 


it  isn't  to  Jacobs.  By  some  accounts,  noth 
ing  less  than  the  future  of  Qualcomn 
depends  on  how  much  success  th< 
younger  Jacobs  has  convincing  softwan 
developers  to  design  applications  fo 
phones  based  on  Qualcomm's  core  "cod< 
division  multiple  access"  (CDMA)  tech 
nology.  Though  licenses  on  its  73 1  CDMj 
patents  provide  just  30%  of  the  com 
pany's  $2.7  billion  in  revenues,  they  mak 
up  60%  of  its  $942  million  in  pro  form 
operating  income. 

"Applications  are  the  future  for  th 
wireless  industry,"  Jacobs  asserts. 

Until  last  year  the  company  wa 
mostly  consumed  with  winning  the  bat 
tie  against  GSM,  GPRS  and  the  alphabf 
soup  of  other  cell  phone  standards.  Bt  1 
now  Qualcomm  has  stepped  up  the  figr  I 
to  a  different  level.  By  promoting  applies 
tions  for  new  generations  of  cell  phone 


QUALCOMM 


the  tompany  makes  money  not  just  by 
getting  carriers  and  manufacturers  to 
adopt  its  CDMA  standard  and  its  chips  for 
phones  that  cost  as  much  as  $400,  but  it 
also  gains  an  incremental  royalty  stream 
from  applications  based  on  a  Qualcomm 
format  called  Binary  Runtime  Environ- 
ment for  Wireless — Brew,  for  short.  Just 
as  Microsoft's  Windows  became  the  lin- 
gua franca  by  which  all  other  PC  pro- 
grams are  designed,  Qualcomm  is  hoping 
that  Brew  will  become  the  Windows  of 
new  cell  phone  applications. 

Brew  solves  a  problem  that  has  con- 
founded the  industry  since  its  inception. 
Imagine  that  every  time  you  want  to  load 
a  new  piece  of  software  onto  your  desk- 


moting  the  CDMA  standard,  Brew  works 
best  on  CDMA  phones.  A  cell  phone  ver- 
sion of  Sun  Microsystems'  Java,  in  con- 
trast, is  more  agnostic.  And  because  it's 
already  widely  used  by  software  develop- 
ers, Java  has  a  built-in  community  of 
supporters,  giving  Sun  a  substantial  head 
start  over  Qualcomm.  As  of  now  Java 
ranks  number  one  in  the  wireless  mar- 
ket, while  Brew  is  number  five  (behind 
Palm  OS,  Windows  CE  and  Symbian), 
according  to  IDC. 

But  Qualcomm  says  that  with  some 
minor  tweaking  most  Java-written  pro- 
grams can  easily  be  adapted  to  take  full 
advantage  of  Brew.  Qualcomm  further 
sets  Brew  apart  from  the  competition  by 


vices  offered  by  Nokia  and  its  partly 
owned  software  partner,  Symbian. 

"The  problem  is  some  of  the  most 
popular  handset  vendors  are  infrastruc- 
ture competitors  to  CDMA,  and  so  they'll 
never  support  Brew,"  says  Ronald  Jasper, 
vice  president  of  strategic  relationships 
for  Infowave,  which  develops  software  for 
corporate  wireless  networks. 

Qualcomm  plans  to  get  around  that 
challenge  by  pitching  Brew  as  a  competi- 
tive advantage.  At  a  recent  trade  show 
Qualcomm  demonstrated  Brew  working 
on  General  Packet  Radio  Service  (GPRS), 
which  is  used  by  AT&T  and  Cingular. 
Donald  Schrock,  head  of  Qualcomm's 
chip  division,  calls  it  the  "dam-breaker 


Jacobs  is  taking  a  lot  of  meetings  with  some  odd  characters. 


top  computer  you  have  to  toss  out  the 
machine  and  buy  a  new  one  pre- installed 
with  the  application.  That's  the  way  it 
works  with  cell  phones.  If  an  application 
isn't  loaded  at  the  factory,  tough  luck. 
Even  if  an  application  exists,  it  has  to  be 
redesigned  for  the  myriad  cell  phone 
operating  systems  and  standards.  Brew 
allows  a  consumer  to  download  applica- 
tions on  the  fly — if,  of  course,  Brew  was 
loaded  when  the  phone  was  bought. 

"Applications  are  the  key.  People 
don't  buy  technology,"  says  James 
Straight,  vice  president  of  wireless  data 
and  Internet  services  for  Verizon  Wireless, 
the  first  and  so  far  only  U.S.  carrier  to 
adopt  Brew.  "The  beauty  of  Brew  is  we 
didn't  have  to  go  out  and  design  a  whole 
new  device  strategy." 

Say  you  want  to  download  a  wireless 
version  of  a  Tiger  Woods  video  golf 
game.  Using  a  new  cell  phone  from  Ver- 
izon, you  click  on  a  menu  and  select  the 
game.  Within  moments  the  game  is 
downloaded  onto  your  phone  for  $3  a 
month.  A  Sony  PlayStation  it's  not,  or 
even  a  Game  Boy,  but  it's  a  big  improve- 
ment over  the  eyeball-glazing,  text-only 
offerings  of  most  existing  cell  phones. 
And  unlike  a  PlayStation,  it  can  be 
played  under  the  table  during  one  of 
your  colleague's  interminably  windy 
presentations. 

Of  course,  having  been  designed  by 
the  company  that  has  an  interest  in  pro- 


offering  a  soup-to-nuts  service.  Brew  not 
only  delivers  the  application  to  a  cell 
phone,  it  also  comes  up  with  a  bill  for  the 
users  and  returns  a  cut  back  to  the  appli- 
cation developer. 

In  return  Qualcomm  collects  a  toll  of 
as  much  as  10%  of  the  revenue  from  each 
purchase  of  a  Brew  application,  a  lucra- 
tive deal  that  raises  eyebrows  in  the 
industry.  Microsoft  does  not  collect  a 
10%  royalty  on  applications  that  work 
with  Windows. 

For  that  reason  Qualcomm  has  had  a 
tough  time  convincing  even  its  loyal 
CDMA  carriers  to  adopt  Brew.  Sprint  is 
developing  its  own  software  delivery  sys- 
tem, based  on  Java.  Brew  will  also  have  to 
compete  with  an  expanding  list  of  ser- 


strategy."  If  Verizon  offers  its  customers 
something,  Sprint  will  eventually  feel 
compelled  to  match  it,  and  so  on. 

It  also  helps  that  Paul  Jacobs  has  made 
Brew  into  something  of  a  crusade.  The 
third-largest  individual  holder  of  Qual- 
comm stock  (behind  his  father,  who  con- 
trols 3.5%  of  the  company,  and  an  out- 
side director),  he  has  a  flair  for  marketing. 
He  came  up  with  the  catchy  acronym. 
He's  also  become  the  company's  informal 
liaison  with  Hollywood,  a  relationship 
that  goes  back  to  1997,  when  he  was  run- 
ning Qualcomm's  former  handset  divi- 
sion and  hired  Star  Trek  actors  to  pro- 
mote a  phone.  Another  ambition:  Get 
movie  theaters  to  use  Qualcomm  com- 
pression technology  when  they  abandon 
celluloid  for  digital  films.  The  huge  cost  of 
the  switch  means  it  won't  happen  soon, 
and  it  remains  to  be  seen  whether  the 
industry  will  opt  for  digital  distribution. 

What's  it  like  being  the  boss'  son? 
"There  are  pluses  and  minuses  to  it,"  says 
Jacobs,  who  probably  can't  help  thinking 
of  his  father  every  time  he  passes  the  elder 
Jacobs'  bizarre  12-foot-wide  Kenny 
Scharf  painting  of  a  woman  with  boxes 
on  her  hands  that  hangs  in  the  executive 
suite.  "I  will  not  complain  at  all  about 
having  people  question  my  abilities 
before  they  get  to  know  me.  There's  some 
benefits  to  having  people  underestimate 
you.  When  you're  going  into  a  new  area, 
that's  always  a  good  thing."  F 
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m  Jones: 


"I  wanted  to  see  how 
far  I  could  go.' 


66      F    O    K    BBS*    M.i\  27,  2002 


I 

I 


Man 


>'s  Thomas  lones 


ON  THE  STRIFE-TORN  CAMPUS  OF  CORNELL  UNTVER- 
sity  in  1969,  a  hotheaded  20-year-old  helped  lead  a 
militant  takeover  of  Willard  Straight  Hall.  The  college 
senior,  angry  and  armed  with  a  rifle  and  rhetoric, 
was  protesting  racism  and  the  war  in  Vietnam.  As  a 
Newsweek  cover  story  quoted  him  at  the  time:  "In 
the  past  it  has  been  the  black  people  who  have  done  all  the  dying. 
Now  the  time  has  come  when  the  pigs  are  going  to  die,  too.. . .  We 
are  moving  tonight.  Cornell  has  until  9  o'clock  to  live." 

Whatever  happened  to  that  angry  young  man?  He  threw  in 
with  the  Establishment,  big  time:  His  name  is  Thomas  Wade 
Jones,  and  today  he  is  the  53-year-old  chairman  of  a  Citigroup 
unit  that  manages  more  than  half  a  trillion  dollars  in  other  peo- 
ple's assets.  He  is  now  taking  on  the  biggest  challenge  of  his  career: 
imposing  account-sharing,  cross-selling  and  other  anxiety-pro- 
voking efforts  at  synergy  on  nearly  60,000  employees  in  six  au- 
tonomous business  units  at  Citigroup. 

Such  potentially  lucrative,  cross-company  cooperation  has 
been  an  elusive  but  clear  priority  at  the  financial  titan,  formed  by 
the  1998  merger  of  the  patrician  and  fabled  Citicorp  with  the 
scrappy  Travelers  Group  empire  of  Sanford  I.  Weill,  who  is  now 
chairman  and  chief  executive  of  the  whole  shebang.  Tom  Jones, 
as  much  as  anyone  at  the  company,  has  become  Weill's  point  man 
in  the  synergy  mission. 

If  he  succeeds,  he  could  become  a  strong  contender  in  the 
race  to  succeed  Weill,  69,  as  chief  executive  of  one  of  the  most 
powerful  financial  services  amalgams  in  the  world.  Even  Weill, 
who  in  January  2002  promoted  consumer  banking  chief  Robert 
Willumstad  to  president  and  de  facto  number  two,  praises  Jones 
and  pointedly  notes,  "The  race  to  succeed  me  is  wide  open,  and 
the  board  will  consider  all  contenders." 

.  It's  a  long  road  from  armed  black  radical  to  Wall  Street 
titan,  and  Jones  initially  feared  he  would  be  "a  marked  man" 
for  the  rest  of  his  life.  His  rise  to  corporate  power  was  aided  by 
amnesty  for  his  campus  protest,  a  later  rapprochement  with 
Cornell  and  its  then-president,  and  professional  success  early  in 
his  career  that  built  his  faith  in  the  system  he  had  once  decried. 
After  graduating  from  Cornell  in  1969,  Jones  stayed  at  Cornell 
for  two  more  years  to  complete  a  graduate  degree  in  regional 
planning  and  make  sure  that  Cornell's  Black  Studies  program 
got  up  and  running. 

"You're  a  prisoner  of  history  if  you  have  anger  and  resent- 
ment," he  says.  "At  a  certain  point  I  believed  the  country  was 
making  a  commitment  to  live  up  to  the  highest  ideals  expressed 
in  the  Constitution.  My  feeling  was  the  country  wanted  to  move 
beyond  racism.  I  wanted  to  see  how  far  I  could  go." 

Here's  how  far:  He  became  a  principal  in  the  former  Arthur 


How  a  rifle- 
toting  campus 
radical  in  the 
Sixties  became 


point  man 
on  synergy  at 
Citigroup. 

BY  ROBERT  LENZNER 


Young  accounting  firm  in 
1978,  then  senior  vice  presi- 
dent and  treasurer  of  John 
Hancock  Mutual  Life  Insur- 
ance in  1987  and  two  years 
later  won  the  job  of  execu- 
tive vice  president  and  chief 
financial  officer  of  TIAA- 
CREF,  the  $276  billion  retire- 
ment fund  for  teachers  and 
administrators.  He  jumped 
to  Travelers  in  1997,  a  year 
before  it  merged  with  Citi- 
corp. Now,  as  chairman  of 
the  Global  Investment  Man- 
agement &  Private  Banking 
Group,  he  oversees  $677  bil- 
lion in  assets.  His  panoply  of 
products,  including  Smith 
Barney  mutual  funds,  Travelers  annuities  and  Salomon  Brothers 
mutual  funds,  is  hawked  by  an  army  of  nearly  60,000  financial 
consultants,  bankers  and  insurance  agents,  far  larger  than  the 
sales  forces  of  Merrill  Lynch,  UBS  and  Prudential — combined. 

By  its  own  estimation,  Jones'  operation  combined  with  other 
wealth  management  divisions  outperforms  those  of  CS  First 
Boston,  UBS  Securities,  Morgan  Stanley  and  Merrill  Lynch  in  rev- 
enue and  pretax  income.  Jones'  operation  netted  $1.5  billion  after 
taxes  in  2001,  or  11%  of  Citigroup's  overall  net.  That  beats  Fi- 
delity Management,  which  netted  only  $1.3  billion  on  a  larger 
$883  billion  asset  base. 

Jones'  boss  and  mentor,  Sandy  Weill,  decreed  in  1998  that 
the  group's  earnings  must  keep  growing  at  15%  to  20%  a  year, 
which  would  more  than  double  total  assets  under  Jones'  watch 
to  well  over  $  1  trillion  by  year-end  2005.  Jones  fell  short  last  year, 
with  profits  up  only  7%.  Hitting  Weill's  tough  goal  will  rely  in 
part  on  delivering  on  the  promise  of  offering  so  many  different 
financial  services  under  a  single  umbrella. 

When  he  took  over  wealth  management  in  1998  after  the 
Travelers-Citicorp  merger  (moving  from  vice  chairman  and 
director  of  Travelers,  as  well  as  chief  executive  officer  of  Smith 
Barney  Asset  Management),  Jones  faced  a  bewildering  array  of 
mutual  funds,  investment  management  accounts  and  distribu- 
tion teams.  The  challenge  was  to  turn  a  complex  collection  of 
asset-management  operations — each  with  its  own  business 
model,  compensation  structure  and  distinct  personality — into 
one  global  wealth-management  firm. 

Jones  controlled  Smith  Barney  Asset  Management,  Salomon 
Brothers  Asset  Management  and  Citibank  Global  Asset  Manage- 
ment, all  under  the  overarching  Citigroup  Asset  Management  unit. 
He  also  had  responsibility  for  building  the  Citigroup  Private  Bank, 
meant  to  handle  the  assets  of  wealthy  clients.  But  he  didn't  have 
day-to-day  control  over  the  financial  consultants  at  Salomon  Smith 
Barney  (and  still  doesn't),  or  over  the  sales  forces  of  the  Primerica 
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insurance  unit  (still  doesn't)  and  the  Travelers 
life  insurance  and  annuity  operation.  (Weill 
granted  him  full  control  of  those  Travelers 
businesses  late  last  year. )  So  Jones  had  to  rely 
on  persuasion  and  sweet-talking  in  his  bid  for 
cross-selling. 

Jones  had  one  powerful  force  on  his  side. 
Chairman  Sandy  Weill  insisted  that  cross- 
selling  by  all  divisions  of  Citigroup  become 
the  overriding  operating  theme  for  the  future. 
Making  it  happen  is  another  matter,  and  one 
of  Jones'  first  obstacles  was  reconciling  rival 
units'  commission  plans  to  divvy  up  the  re- 
wards among  ordinarily  selfish  revenue  pro- 
ducers. "There  was  a  huge  potential  if  we 


lower-middle-income  investors  and  were 
sold  by  25,000  agents  at  sibling  Primerica 
Financial  Services.  Concert  was  the  weakest 
brand  name.  Meanwhile,  Salomon  Broth 
ers,  lacking  a  retail  sales  force,  sold  its  fund 
through  third  parties  like  Merrill  Lynch 
And  Citibank  marketed  a  hodgepodge  ol 
700  CitiFunds  through  its  3,000  offices. 

Jones  consolidated  that  mishmash  intc 
just  three  major  brands,  including  Smith 
Barney,  Salomon  Bros,  and  CitiFunds  out 
side  the  U.S.  Market  research  showed  hig 
consumer  recall  of  the  old  TV  campaign  fea 
turing  actor  John  Houseman  proclaiming 
"Smith  Barney.  They  make  monev  the  old 


cWe  can  lure  a  ton  of  money  from  underperforming  fund 
groups  and  banks  that  have  little  contact  with  their  clients.' 


could  get  the  leaders  of  each  division  and  each  geographic  area  to 
cooperate,"  he  says. 

It  required  intense  negotiations  and  constant  travel  to  cor- 
porate outposts  around  the  world.  Jones,  in  effect,  had  to  nego- 
tiate a  myriad  of  treaties  among  retail  brokerage  units,  tradi- 
tional bankers  at  Citibank  both  here  and  abroad,  private  bankers 
catering  to  high-net-worth  clients,  Primerica  insurance  sales- 
men serving  middle  and  lower  income  households  and  Travelers 
life  insurance  operations  worldwide. 

Getting  everyone  to  work  together  yielded  broader  distribu- 
tion for  various  products.  It  also  let  the  firm  create  entirely  new 
investment  wares  by  melding  elements  of  different  divisions — a 
Travelers  insurance  policy  with  a  Smith  Barney  mutual  fund 
tagged  to  it — and  pushing  them  out  to  the  market  fast  and  wide. 

The  problem:  The  deals  Jones  cut  had  to  be  as  good  as  rival 
offers  from  outside  providers  of  financial  products,  such  as 
Fidelity.  Each  Citigroup  distribution  center  is  allowed  to  sell 
funds  and  other  products  from  competitors  and  hold  out  to 
get  the  best  deal  it  can  obtain.  "They  made  me  match  the  fee 
splits,  and  !  Jid,"  says  Jones. 

Jones  began  his  treaty  approach  in  1997  and  forged  dozens 
of  partnership  deals  by  the  end  of  2001.  This  negotiating  process 
is  still  ongoing  around  the  world.  One  big  holdout:  the  Euro- 
pean division  of  the  Citicorp  consumer  bank.  Its  boss,  Kenneth 
L.  Dowd,  Jr.,  was  getting  "attractive  marketing  support  fees  from 
Fidelity  for  selling  their  mutual  funds,"  says  Jones.  That  unit 
reports  higher  profits  with  the  Fidelity  marketing  subsidies.  "I 
was  not  able  to  match  those  fees  and  still  have  good  earnings  in 
Europe,"  Jones  explains.  He  gave  up  trying  to  convince  Dowd  to 
go  along,  giving  Fidelity  a  leg  up  in  Europe. 

Another  major  obstacle  Jones  faced  was  the  untangling  of 
the  confusing  number  of  mutual  fund  brands  he  inherited  in 
1998.  Smith  Barney  funds  m  .  1 2,000  Salomon  Smith 

Barney  financial  consultants  to  mostly  high-net-worth 
investors.  Yet  Smith  Barney's  Concert  funds  were  aimed  at 


fashioned  way:  They  earn  it."  In  the  U.S.  Jones  retired  the  Citi 
Funds  brand,  with  its  mediocre  products,  and  Primerica's  Con 
cert  funds  brand,  rolling  their  assets  into  the  Smith  Barne 
family.  Few  squawked,  says  Jones,  because  "the  Primerica  sales 
men  were  happy  to  sell  a  better  brand  name." 

Now  Jones  could  have  12,900  stockbrokers,  25,000  insuranc 
salesmen  and  530  private  bankers  concentrate  on  one  family  c 
funds.  "Confusion  is  not  a  good  thing,"  Jones  says. 

Citigroup's  200 1  annual  report  crows  about  "record  gains  i 
cross-marketing."  In  a  bear  market  year,  when  many  fun 
groups  lost  assets,  Jones'  took  in  S65  billion  in  new  money.  Tr 
lion's  share  of  that  was  due  to  the  cross-sell.  In  1997  only  27%  ( 
all  funds  sold  by  the  Salomon  Smith  Barney  retail  sales  fore 
were  Citigroup  products.  Now  the  share  is  up  to  47%.  Primerk 
increased  its  proprietary  fund  sales  to  67%  of  gross  U.S.  sale 
up  from  50%  in  2000. 

Jones  believes  he  can  "lure  a  ton  of  money  away  from  oth> 
underperforming  mutual  fund  groups,  banks  that  have  little  pe 
sonal  contact  with  their  clients  and  individuals  who  mistaken 
tried  to  manage  their  own  money  during  the  past  few  years." 

For  wealthier  clients  Jones  is  pushing  managed  portfolic 
customized  to  investors'  preferences,  at  times  overweightii 
some  S&P  500  stocks  and  underweighting  others.  "Mutual  fun 
can't  accomplish  this  kind  of  face-to-face  contact,"  Jones  sa) 
In  five  years  his  forces  have  increased  the  managed-accqu 
business  to  $67  billion,  the  largest  sum  in  the  industry.  Citigroi 
charges  a  handsome  average  fee  of  2.1%  on  the  managed  stoc 
portfolio  accounts  under  $1  million. 

If  he  meets  Weill's  targets,  Jones  believes  he  has  a  shot  at  su 
ceeding  the  famous  chief  executive,  the  recent  promotion 
Willumstad  notwithstanding.  "Bob  Willumstad  is  very  deser 
ing  and  an  excellent  choice  for  president.  He  has  my  full  su 
port,"  says  Jones,  now  the  statesman  rather  than  the  rabb 
rouser.  And  if  he  loses  out  to  someone  else,  watch  this  spa> 
Tom  Jones  looks  like  a  shoo-in  to  run  a  major  rival. 
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Bye-Bye,  American  Car 


Detroit  is  waving 
the  white  flag 
and  handing  over 
engineering  to 
foreign  partners. 

BY  JOHN  TURRETTINI 


Skin-deep:  Ford's  new  Volvo-based  sedan,  the  500  (top).  GM's  Euro-engineered  Opel 
Vectra  (left)  will  come  to  U.S.  with  new  names— and  looking  a  bit  like  the  Pontiac  concept. 


BY  THE  TIME  THE  MODEL  T 
celebrates  its  centenary  in 
2008,  Ford  Motor  will  have 
mostly  given  up  on  the 
American  car.  Oh,  it  will  still 
design  their  bodies  and 
assemble  and  sell  them.  But  it  will  be 
foreign  engineers  who  will  design  the 
guts  of  the  machines — the  suspension, 
underbody  and  mechanical  gear  that 
determine  how  a  car  handles.  For 
instance,  Ford's  new  high-end  family  car 
that  debuts  in  two  years,  called  the  500, 
will  be,  beneath  the  metal,  in  large  part 
a  modified  Swedish  Volvo  S80. 

The  same  goes  for  Chrysler.  Nearly 
all  its  lineup  will  consist  ol  >reign  vehi- 
cles with  American  skins  attached.  At 
General  Motors  about  half  the  cars  will 


be  engineered  abroad.  By  comparison, 
foreign-engineered  cars  make  up  less 
than  20%  of  the  models  the  Big  Three 
have  on  sale  today. 

Why  is  Detroit  throwing  in  the 
towel?  Because  its  engineers  have  gotten 
killed  in  the  past  two  decades  by  their 
overseas  competitors.  And  because  it's 
one  more  way  to  cut  costs.  Thanks  to 
the  many  foreign  auto  alliances  they 
have  made  over  the  last  decade,  the 
domestics  now  can  tap  the  very  engi- 
neering expertise  that  laid  them  low. 
The  idea:  Reduce  enormous  U.S.  devel- 
opment costs  and  create  a  generation  of 
American-badged  cars  that  are  engi- 
neered abroad — and  drive  like  imports. 
The  shells,  what  you  "see,  feel  and 
touch,"  in  the  words  of  Chrysler  vice 


president  Richard  Schaum,  will 
American-designed. 

The  savings  should  be  huge — may!: 
enough  to  finally  start  justifying  tho: 
costly  foreign  acquisitions.  Christopln 
Cedergren,  head  of  Los  Angeles  aul 
consultancy  Nextrend,  estimates  it  cos 
a  U.S.  automaker  $1.2  billion  to  develc 
a  new  midsize  car.  But  if  the  automak 
builds  it  off  of  somebody  else's  unde 
body,  the  development  cost  is  halved, 
an  estimated  $600  million.  So  Ford 
new  500  line  by  itself  could  eventual 
recoup  10%  of  the  $6  billion  Ford  pa 
to  acquire  Volvo's  passenger  car  Hi 
in  2000. 

Chrysler  says  the  sharing  plan  is  hel 
ing  cut  its  five-year  capital  budget  fro 
$42  billion  to  $30  billion  even  as  it  ad 
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five  new  models  of  cars  and  trucks.  GM 
expects  to  save  $500  million  in  engineer- 
ing costs  by  building  the  Chevy  Malibu 
atop  a  rejiggered  European  underbody. 

Imports  like  the  Honda  Accord  and 
Toyota  Camry  have  been  clobbering 
Detroit  in  cars  for  years.  This  year  for 
the    first    time    Detroit's    American 
brands,  like  Chevrolet  and  Ford,  are  sell- 
ing fewer  cars  than  the  import  name- 
plates.  That  49%  market  share  is  down 
from  75%  20  years  ago,  an 
annual  loss  to  Detroit  of  more 
than  2  million  cars,  or  $50  bil- 
lion in  revenue.  The  last  Amer- 
ican hit  was  the  1986  Ford 
Taurus,  and  before  that  you 
have  to  go  back  to   1978  to 
find  another,  the  Oldsmobile 
Cutlass. 

Of  course  we're  only  talking 
about  half  of  Detroit's  business, 
the  vehicles  called  "cars."  The 
other  half  of  passenger  vehicles 
is  "light  trucks,"  or  sport  utility 
vehicles,  minivans  and  pickups. 
Trucks  are  still  very  American. 
The  distinction  is  somewhat 
arbitrary;  all  these  are  primar- 
ily used  as  passenger  vehicles. 
Last  year  Detroit  rolled  out 
exactly  one  new  car,  Ford's 
niche-market  Thunderbird, 
while  unveiling  seven  new  SUVs. 
Light  trucks  make  up  75%  of 
Chrysler's  unit  sales,  56%  of 
Ford's  and  50%  of  GM's. 

In  the  car-half  of  the  vehicle 
market,  American  offerings  have 
only  two  strong  selling  points:  price  and 
patriotism.  So  the  Big  Three  have  decided 
that  if  you  can't  beat  them,  you  should 
join  them.  The  next  generation  of  Ameri- 
can cars  should  boast  the  tight-and-sharp 
handling  that  now  characterizes  Japanese 
and  European  c 

Chrysler  (German-owned  since 
1998)  will  give  its  (  rossfire  coupe  a  40% 
parts  overlap  rcedes  and  will 

even  build  the  any.  It  will 

also  borrow  hea  edes  lor 

its  Concorde  a  uxury-car 

replacements,  dn  mid-d<  de.  Among 
other  components,  the  .  irs  will  use  a 
Mercedes  transmission. 


DaimlerChrysler  acquired  a  34% 
stake  in  Mitsubishi  for  $2  billion  in 
2000.  Here's  the  payoff:  Chrysler's  2004 
and  2005  small  and  midsize  Neon  and 
Stratus  successors  will  roll  on  the  same 
Mitsubishi  underbodies  that  will  he 
used  for  Mitsubishi's  next  generation  of 
Lancers  and  Galants.  The  Neon  and 
Stratus  replacements  will  share  as  much 
as  65%  of  their  parts  with  the  equiva- 
lent Mitsubishis — engines,  suspensions, 

Motown's  Last  Hits 

From  the  golden  days,  some  of  the  cars  that  Detroit  itself 
designed  and  engineered— and  were  big  successes. 


Chevy  Impala 
1977 

A  first  attempt 
to  beat  imports, 
with  angular 
styling,  tighter 
handling. 


Olds  Cutlass 
1978 

Elegant,  practical, 
this  old-style  car 
was  GM's  last 
mainstream  family 
car  before  down- 
sizing and  front 
wheel  drive. 


Ford  Taurus 
1986 

Brilliant,  radical 
family  car  that 
saved  Ford— and 
made  competitors 
look  immediately 
obsolete. 


transmissions  and  underbodies. 

Similarly,  Ford  plans  to  base  its 
replacement  for  the  bread-and-butter 
Taurus,  due  in  a  few  years,  on  a  varia- 
tion of  a  Mazda  underbody,  according 
to  industry  gossip.  Ford  owns  33%  of 
the  Japanese  firm.  Already,  Ford's  sub- 
compact  Focus  is  completely  designed 
and  engineered  in  Europe.  Once  the 
Focus,  new  Taurus  and  500  are  all  out, 
only  relatively  low-volume  Ford  models 
like  the  Mustang,  Crown  Victoria  and 
Lincoln  will  stay  American-engineered. 

At  GM,  which  remains  more  reliant 
on  cars  mu\  has  many  more  models  and 
brands,  the  exporting  of  engineering  is 


only  somewhat  less  extreme.  The  com 
pany's  Saturn  midsize  sedan  is  engineere 
by  GM's  German  affiliate  Opel,  its  Pontia 
Vibe  compact  by  Toyota,  and  next  year 
Pontiac  GTO  by  Australian  affiliat 
Holden.  GM  has  also  announced  plans 
replace  its  family  cars,  the  Chevy  Malib 
and  Pontiac  Grand  Am,  with  cars  eng 
neered  in  large  part  by  European  affiliate 
Opel  and  Saab. 

GM  will  keep  some  of  its  larger  car 
on  American  underbodies,  sue 
as  the  Pontiac  Grand  Prix  an 
Buick  Park  Avenue.  Its  foreig 
partners  just  don't  build  thin 
that  big. 

Detroit  is  being  careful 
avoid  a  mistake  it  made  one 
before.  These  new  cross-eng 
neered  cars  won't  be  "worl 
cars" — a  single  model  with  ider 
tical  styling  for  all  markets, 
the  early  1990s  Ford  came  to  ri 
its  $6  billion  gamble  on  that  idti 
with     its     Mondeo/Conto 
lookalike  car  for  all  markets, 
high-tech  compact,  it  sold  we 
in  Europe  but  flopped  in  tl 
U.S.  because  of  its  small  size  ar 
high  price. 

The  thinking  now  is  to  ke 
the  styling  of  each  model  diffe 
ent.  The  Ford  500  won't  look 
all  like  its  Volvo  counterpart  ar 
will  have  a  different  engine 

Still,  there's  a  danger  to  ca 
makers  of  blurring  brands 
their  cars  share  too  many  cor 
ponents.  Would  you  be  so  qui 
to  buy  a  Volvo,  for  instance,  knowing  t 
new  Ford  500  contains  many  of  the  sar 
features?  The  risk  of  cheapening  tl 
Mercedes  brand  by  having  its  comp 
nents  in  Chryslers  is  also  real.  Ford  m 
have  taken  a  misstep  with  its  lowe 
priced  Jaguar  S-Type,  the  first  all-n< 
Jaguar  sedan  under  Ford  ownershi 
Going  in  reverse,  Ford  engineered  t 
S-Type  off  a  Lincoln  underbody,  and  t 
car  has  received  a  lukewarm  receptio 
Will  any  of  this  get  Americans  to  b 
Big  Three  cars?  It  would  certainly  help 
styling  got  better,  too.  But  until  that  qu< 
tion  is  answered,  Detroit  will  at  least 
saving  a  bundle. 
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For  most  people  the  horizon  is  as  far  as  they  can  see.  But  for  us  it  represents  the  threshold  to 
an  unseen  world  of  new  opportunities.  As  one  of  the  world's  foremost  managers  of  capital  and 
risk,  we  are  constantly  searching  for  solutions  that  lie  beyond  the  obvious.  With  financial  and 
intellectual  reservoirs  of  great  depth  and  breadth  to  draw  from,  we  combine  insight,  knowledge 
and  original  thinking  to  create  new  opportunities.  We  do  it  for  ourselves.  We  can  do  it  for  you. 


Solutions  beyond  the  obvious.         Swiss  Re 
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DAVID  STOCKMAN 

spent  $7  billion  in 

two  years  buying 

old  industrial 

companies  like 

auto-parts 

suppliers.  Makes 

sense.  No  one 

else  wants  them. 

BY  BERNARD  CONDON 


f  HAT  A  COMEDOWN  FOR 
David  Stockman,  the 
famed  budgeteer  and 
supply-sider  of  the 
Reagan  Administra- 
tion's early  days.  Try- 
ing to  scare  up  capital  for  his  leveraged 
buyout  firm  in  2000,  he  came  to  Cam- 
bridge Associates  in  Palo  Alto,  Calif.  The 
big  boss  never  showed  up  and  the  two 
youngsters  across  the  table  had  never 
heard  of  him.  When  Stockman  men- 
tioned that  he  had  once  been  active  in 
politics,  one  of  them  looked  puzzled. 
"What  kind  of  politics?" 
One  thing  Stockman  got  out  of  his 
days  in  Washington,  fust  as  a  congress- 
man from  Michigan,  then  as  a  Cabinet 
member  who  famously  said  Reagan  had 


taken  him  "to  the  woodshed"  for  publicly 
criticizing  deficit  spending,  was  a  thick 
skin.  Overcoming  lots  of  rejections,  he 
has  encountered  enough  people  who 
either  know  who  he  is  or  are  impressed 
with  his  record  to  contribute  $1.3  billion 
of  equity  to  his  two-year-old  buyout  vehi- 
cle, Heartland  Industrial  Partners.  The 
fund  specializes  in  home  textiles  and 
auto-parts  suppliers  at  a  time  when 
investors  are  fleeing  those  businesses. 
Heartland  was  responsible  for  three  out 
of  the  seven  buyouts  last  year  that  were 
valued  over  $1  billion.  He  often  finds 
himself  the  sole  bidder  on  businesses.  He 
views  this  as  good.  Others  think  it's  scary. 

"We  have  the  pick  of  the  litter,"  he  says. 

An  owlish  55-year-old,  Stockman  is 
not  naive  about  the  dangers  of  investing  in 


beaten-down  cyclical  companies.  H] 
spent  1 1  years  doing  just  that,  mosdy  wit  j 
success,  at  private  equity  shop  Blackstor  I 
Group.  He  says  the  trick  is  to  get  big  fa.  j 
through  acquisitions.  With  shares  of  h  | 
car-interior  supplier  up  recently  and  cas ! 
flow  rising  again  at  his  textiles  firm  and 
transmission  maker,  he  vows  to  doub  ' 
the  combined  sales  of  his  companies  1 
$20  billion  before  selling  pieces  to  tl 
public  in  five  years. 

Stockman  stumbled  upon  his  texti  [ 
business  in  the  summer  of  2000  at  a  dii 
ner  party.  A  guest,  Crandall  Bowles,  chi 
executive  of  Springs  Industries,  was  con 
plaining  about  the  sheet-  and  towe 
maker's  lackluster  stock.  Stockman  sa 
he  thought  the  troubles  of  rivals,  such 
bankrupt  Pillowtex,  made  it  an  ideal  tin 


74      F   o   K    H    l:   S  ■   May  27, 2002 


90 


fESTYOUR  MARKET  IQ 


rHE  S&P  500  IS  A  CAR  RACE, 
fRUEOR  FALSE? 


brain  wa 


If  you  chose  false,  congratulations! 
You're  savvy  enough  to  think  about 
investing  in  Spiders. 

you're  looking  at  ways  to  invest  in  the  S&P  500  Index™  compare  and  contrast 
em  to  Spiders.  Spiders  are  the  best  parts  of  a  stock  and  a  mutual  fund  all 
essed  into  one  neat  little  package.  Each  share  you  buy  is  a  portion  of  the  whole 
asket  of  S&P  500"  stocks,  just  like  a  traditional  index  fund.  And  with  Spiders,  the 
anagement  fees  and  taxes  are  very  low.  (One  capital  gain  of  nine  cents  in  1996. 
lat's  if)  You  buy  and  sell  Spiders  the  same  way  you  buy  stocks,  and  pay  your 
;ual  commission.  And  they're  easy-in-easy-out,  allowing  you  to  sell  anytime 
ithout  a  penalty.  Spiders  (SPY)  are  one  of  over  100  different  Exchange  Traded 
inds  listed  on  the  American  Stock  Exchange,  making  it  possible  for  you  to  spread 
e  genius  all  over  your  portfolio.  Talk  to  your  broker  or  financial  advisor.  Or  to  get 
ore  details  call  1-800-THE  AMEX  or  visit  www.amex.com/SPY. 


ince  inception  in  1993.  the  SPDR  trust  has  distributed  only  one  capital  gain  of  $.09  in  1996.  For 
ire  complete  information  and  a  prospectus,  including  potential  risks,  on  SPDRs,  call 
100-THE  AMEX  or  visit  www.amex.com/SPY.  Read  the  prospectus  carefully  before  you  invest. 
DRs  are  subject  to  risks  similar  to  those  of  stocks,  investment  returns  will  fluctuate  and  are 
bject  to  market  volatility,  so  that  an  investor's  shares,  when  redeemed  or  sold,  may  be  worth 
ire  or  less  than  their  original  cost.  Past  performance  is  no  guarantee  of  future  results. 
PS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  SPDR  Trust,  a  unit  investment  trust. 
andarti  &  Poors  S&P"'  "S&P  500.'"  "Standard  &  Poor's  Depositary  Receipts2"  and  "SPDRs""  are  trademarks  of  The 
Graw-Hill  Companies.  Inc..  and  have  been  licensed  for  use  by  PDR  Sen/ices  LLC  and  American  Stock  Exchange  LLC.  SPDRs 
not  sponsored  endorsed,  sold  or  promoted  by  S&P  a  division  of  The  McGraw-Hill  Companies.  Inc.,  and  S&P  makes  no 
resentation  regarding  the  advisability  of  investing  in  SPDRs.  ©  2002  American  Stock  Exchange  LLC 
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►  BY  THE  NUMBERS 


for  Springs  to  expand  through  acquisi- 
tions. Soon  after,  he  agreed  to  take  the 
South  Carolina  company  private  for  $1.2 
billion,  or  4.7  times  trailing  operating 
income,  in  the  sense  of  earnings  before 
interest,  taxes  and  depreciation. 

Springs  stock  fell  another  40%  before 
Heartland  agreed  to  buy  it  in  February 
2001,  and  operating  income  would  fall 
26%  for  the  year.  Stockman,  who  recendy 
folded  two  smaller  textiles 
makers  into  Springs, 
claims  he  isn't  worried. 
Retailers  are  done  liqui- 
dating inventory,  he  says, 
and  operating  income  has 
jumped  35%  in  the  first 
quarter  from  a  year  earlier. 

As  director  of  the  Of- 
fice of  Management  & 
Budget,  Stockman  drew 
praise  for  his  mastery  of 
budget  details.  He's  still 
neck  deep  in  minutiae. 
Colleagues  at  Heardand  in 
Greenwich,  Conn,  joke  that 
he  can  name  the  square 
footage  of  most  of  the  63 
factories  where  a  Heartland 
company  makes  car  interi- 
ors, a  claim  he  doesn't 
deny.  He's  faulted  for 
sometimes  getting  bogged 
down  in  the  numbers,  but 
he's  admired  for  his  tenac- 
ity and  a  midwestern  mod- 
esty that  goes  down  well 
with  executives  at  his 
mosdy  midwestern  targets. 

"These  people  are  like 
my  constituents  when  I 
was  a  congressman,"  he 
says.  "They're  not  the  fast- 
talking  types  on  Wall  Street." 

You  can  forgive  Stockman  for  the  fact 
that  wallpaper  maker  Imperial  Home 
Decor — which  Blackstone  invested  in  five 
years  ago  as  Stockman  promised  it  would 
"revitalize  the  entire  industry" — recently 
filed  for  bankruptcy.  This  is  a  rare  blem- 
ish on  a  good  record.  Stockman  tripled 
Blackstone'  nillion  investment  in 

graphite  electrode  maker  I  car  Interna- 
t  ional  in  less  tha  I  he  $1 13  million 

of  Blackstone  money  lie  put  into  Ameri- 


Detroit  Doldrums 

Auto-parts  makers, 
such  as  the  17  big  ones 
whose  financials  are 
reflected  in  the  num- 
bers below,  have  been 
buying  each  other  in 
the  hope  that  bigger  is 
better.  But  profitability 
keeps  falling  anyway. 


Profit  margin  in  1997. 


Profit  margin  in  2001 


Source:  Value  Line. 


can  Axle  &  Manufacturing  four  years  ago 
has  turned  into  $300  million  of  cash  plus 
$380  million  in  stock. 

American  Axle  had  looked  into  buy- 
ing a  metal  forger  called  MascoTech — so 
when  its  controlling  shareholder,  Michi- 
gan industrialist  Richard  Manoogian, 
wanted  to  try  to  sell  again,  he  phoned 
Stockman.  MascoTech  stock  had  fallen 
31%  in  a  year,  but  Stockman  thought  he 
could  make  big  money  if  he 
could  offer  preassembled 
modules,  like  a  whole  trans- 
mission, instead  of  just  pieces 
of  them.  One  source  of  opti- 
mism: With  40%  of  union 
workers  at  the  Big  Three 
retiring  in  the  next  five  years, 
automakers  may  want  to 
outsource  this  work.  Heart- 
land agreed  to  buy  the  Ply- 
mouth, Mich,  company  in 
August  2000  for  $1.9  billion, 
65%  financed  with  debt. 
Stockman  went  on  to  sign 
deals  to  buy  a  parts  assem- 
bler and  an  aluminum  cast- 
ings outfit  before  completing 
the  purchase  of  MascoTech. 

Stockman  never  claimed 
his  timing  was  perfect.  As  the 
three  deals  were  closing  in  the 
weeks  straddling  the  new  year, 
Chrysler  shut  down  factories 
for  two  weeks.  Throughout 
2001  North  American  auto 
production  would  fall  10%. 
Operating  income  at  Mas- 
coTech, renamed  Metaldyne, 
would  fall  15%.  Yet  the  com- 
pany managed  to  pay  off  $  1 50 
;    million  in  debt — double  the 
amount  planned — by  laying 
off  workers,  cutting  the  number  of  check- 
processing  offices  from  78  to  2,  and  making 
other  moves  to  slash  working  capital. 

"I  enjoy  the  nitty-gritty,"  says  Stock- 
man. "You  can't  do  this  sitting  in  your 
office  on  Park  Avenue." 

Heartland  finances  deals  with  more 
equity  than  most  LBO  funds,  but  instead 
ot  putting  up  the  additional  money  itself, 
it  gets  the  sellers  to  take  a  stake  in  the  new 
outfits.  This  is  a  necessary  strategy,  given 
the  reluctance  of  banks  and  junk  bond 


buyers  to  provide  debt  capital.  Stockrnar 
says  he  benefits  by  having  owners  whe 
understand  the  business  weighing  in  or 
future  moves.  Manoogian  and  the  Pritz 
kers,  the  Chicago  billionaires  who  sold  th< 
aluminum  casting  firm  to  Stockman,  hole 
10%  of  Metaldyne,  for  instance. 

The  fund's  limited  partners  also  car 
buy  pieces  of  Heartland's  targets — am 
without  having  to  pay  Heardand  a  fee.  In 
vestment  from  sellers  and  limited  partner 
so  far:  $1.8  billion  versus  $1  billion  fron 
the  fund  itself.  The  rest  of  the  costs — $4. 
billion — was  debt  borrowed  or  assumed 

In  February  last  year  Stockma: 
agreed  to  buy  60%  of  Collins  &  Aikmar 
the  car-interior  maker,  for  $260  millior 
He  then  sought  to  quickly  fold  a  bigge 
business,  an  instrument-panel  maker  tht 
parent  Textron  was  selling,  into  the  corr 
pany.  Bank  lenders  hesitated.  Stockma 
proposed  replacing  some  bank  loans  wit 
junk  bonds,  but  then  the  Sept.  1 1  terroi 
ism  killed  investor  appetite  for  junk. 

Over  the  next  three  months  Stockma 
bulldogged  Textron  into  lowering  its  pri< 
from  $1.4  billion  to  $1.2  billion  and  takir 
more  Collins  8c  Aikman  stock  and  le 
cash.  A  big  help:  No  one  else  was  willing 
bid  on  the  business.  He  also  played  off  tl 
fear  at  each  of  the  fund's  four  banks  th 
they  might  be  fingered  as  the  deal  killer 
they  refused  to  sell  the  bonds.  In  Decer 
ber  they  sold  them  during  a  brief  com  I 
back  in  demand  for  junk.  It  was  one  of  t! 
only  large  issues  of  B-rated  bonds  last  ye; 

Heartland's  lenders  and  boi 
investors  may  not  be  as  optimistic 
Stockman  about  the  Rust  Belt,  but  he  sa 
they  are  confident  enough  to  finan 
more  deals.  Collins  8c  Aikman  is  nc 
negotiating  to  buy  three  companies  tr 
would  add  $1  billion  to  its  $4.2  billion 
sales.  Metaldyne,  which  just  won  a  co 
tract  from  Ford  to  provide  transmissic 
starting  next  year,  is  close  to  buyinj 
European  company  that  would  incre; 
sales  40%,  he  says.  It  has  $300  million  i: 
bank  revolver  still  untapped,  equal 
20%  of  its  debt  now.  Springs,  with  d< 
less  than  three  times  operating  income 
negotiating  to  close  a  half-dozen  deals. 

"We  haven't  hurt  our  balance  sheet 
says  Stockman,  "so  we  can  take  advant; 
of  the  opportunities  now." 
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It's  not  how  many  ideas  you  have.  It  s  how  many  you  make 
happen.  So  whether  it's  your  idea  or  Aeeenture's,  we'll  help  you 
turn  innovation  into  results.  See  how  at  accenture.com 

Consulting technology  •  Outsourcing  •  Alliances 


accenture 


Innovation  delivered. 


It's  not  how  many  ideas  you  have. 
It's  how  many  you  make  happen. 


In  1996,  after  three  years  of  explosive  growth  but  few  changes  in 
its  operations  or  business  processes,  electronics-retailing  giant  Best 
Buy's  profitability  had  evaporated  and  its  stock  price  was  plummeting. 
The  company  needed  a  major-and  immediate-transformation. 
I  am  Best  Buy's  idea,  delivered.  Best  Buy  partnered  with 
Accenture  to  engineer  one  of  the  most  dramatic  success  stories  in 
retailing  history.  In  a  two-year  program  applying  process,  methods 
and  tools  that  Accenture  calls  Scientific  Retailing,  Best  Buy 
increased  net  earnings  138%  and  drove  its  stock  price  from  $2  to 
$57,  increasing  its  market  cap  from  $403  million  to  $11.4  billion. 

Because  the  vast  bulk  of  global  trading  in  natural  gas,  electric  power,  oil 
and  precious  metals  was  still  being  executed  by  phone  and  fax  as 
recently  as  two  years  ago,  there  was  an  overwhelming  need  for  an  open, 
real-time  multidealer  electronic  marketplace  for  over-the-counter 
commodities  trading.  IntercontinentalExchange,  or  ICE,  was  conceived  to 
fill  the  void.  I  am  ICE's  idea,  delivered.  In  just  nine  months,  a  project 
team  led  by  Accenture  operationalized  and  deployed  a  web-enabled 
trading  platform  that's  now  installed  on  more  than  9,000  desktops 
worldwide.  Delivering  faster  executions  and  true  price  competition,  ICE 
has  already  completed  more  than  500,000  trades  worth  $450  billion. 

Struggling  with  growing  caseloads,  disparate  offices  and  limited 
customer  service  options,  either  face-to-face  or  via  phone,  the  New  Mexico 
Child  Support  Enforcement  Division  was  looking  for  a  more  effective 
way  to  serve  the  state's  families.  I  am  New  Mexico's  idea,  delivered. 
After  surveying  constituents,  Accenture  teamed  with  Microsoft  to 
develop  one  of  the  nation's  first  eChild  Support  websites.  Parents  can 
now  conduct  interactive  and  financial  transactions  online -freeing  the 
department's  staff  to  concentrate  on  more  complex  cases  and  improving 
customer  service  and  efficiency.  This  could  translate  into  more  than 
$1  million  in  annual  savings  for  taxpayers  and  the  Division's  clients. 
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DIGITAL  mENTITV 


Where 
Everybody  Knows 
Your 


Name 

Digital  identity 

will  be 

ubiquitous, 

unified, 

functional— 

and  after 

your  wallet. 


BY  QUENTIN  HARDY 


DIGITAL  IDENTITY  HAS  BEEN  ONE  OF  THE 
biggest  battlegrounds  in  tech  this  year,  pit- 
ting Microsoft  against  a  raft  of  rivals  and 
big  businesses  looking  to  build  a  future 
on  the  Internet.  Now,  seemingly,  the 
conflict  is  ending  faster  than  anyone  had 
expected,  helped  in  part  by  a  quiet  re- 
volt by  big  corporate  customers  press- 
ing Microsoft  and  its  foes  to  get  along. 
But  it  is  likely  to  be  a  temporary  truce. 
A  range  of  players  including  Sun  Mi- 
crosystems, General  Motors  and  the  airlines 
are  bracing  for  even  bigger  wars  ahead. 
Digital  identity  uses  software-based  features  to 
let  people  access  a  network,  visit  any  Web  site  and  be 
greeted  personally  and  individually,  without  ever  having 
to  fill  out  a  registration  form  or  otherwise  introduce  them- 
selves. The  dream  is  that,  eventually,  everything  about  you — 
name,  address,  Social  Security  number,  credit  card  accounts, 
medical  history  and  more — will  be  instantly  recognized 
and  ready  for  secure  delivery  to  a  vendor  with  whom  you'd 
like  to  do  business.  You  can  even  reassemble  the  data  how- 
ever you  like,  adding  a  new  screen  name  and  a  different  mix 
of  details  to  drop  in  on  places  where  no  one  knows  you  go. 
One  ultimate  goal:  to  let  machines  talk  to  machines  to 
transact  business  for  you  (or  your  company),  without  your 
ever  having  to  go  online  to  issue  the  orders. 

It  all  sounds  remarkably  geeky,  deeply  personal  and 
numbingly  huge.  But  so  are  the  phone  system  and  our  na- 
tional banking  networks.  Like  those,  digital  identity  involves 
a  big  payoff,  with  stakes  including  billions  of  dollars  in  sales  of 
goods  and  services  online;  thousands  of  new  computers  to  manage  transactions;  and 
side  businesses  in  security,  corporate  identities  and  consolidation  of  all  the  data  in  a  cen- 
tral repository. 
When  personal  data  is  easily  swapped  and  shared  on  the  network,  a  couple  of  key- 
strokes gets  you,  say,  a  United  reservation,  frequent-flier  number  included,  plus  the  kind  of 
rental  car  you  like  and  your  hotel  reservation — even  listings  of  the  movies  or  restaurants  that 
have  opened  since  your  last  visit. 
Without  digital  ID,  we  are  stuck  with  the  greatest  friction  point  in  Web  commerce:  that  re- 
dundant typing  in  of  passwords  and  filling  out  of  home  address  fields  for  the  umpteenth  time. 
There  was  bound  to  be  a  fight  over  something  this  valuable  and  new.  Particularly  with  Mi- 
crosoft involved:  The  Redmond,  Wash,  monopolist  made  a  big  early  move  to  try  to  impose  a  stan- 
dard for  digital  ID,  offering  a  crude  version  of  its  Passport  service  in  1999.  (Novell  had  the  digital  iden- 
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tity  idea  even  earlier  but  couldn't  find  cus- 
tomers). Passport  logs  just  a  user  name  and 
password  but  can  be  extended,  if  a  user 
chooses,  to  add  lots  more  information.  Mi- 
crosoft has  registered  200  million  Passport 
accounts,  largely  through  its  free  Hotmail 
service  and  Windows  XP. 

Microsoft  says  80%  of  the  200  million 
accounts  are  in  use  (but  there  has  been  no 
independent  count).  Lots  of  services  of- 
fered by  its  online-access  business,  MSN,  use 
Passport,  such  as  MoneyCentral  and  a  dig- 
ital photo  site.  Companies  including  Star- 
bucks and  Office  Depot  have  also  incorpo- 
rated Passport  into  their  Web  sites. 

Consumer  companies  were  initially 
content  to  hear  Microsoft's  promises  and 
to  track  the  progress  of  rival  schemes  such 
as  the  Yahoo  Wallet  and  America  Online's 
Magic  Carpet.  But  by  last  spring  some  grew 
restive  at  the  idea  of  Microsoft's  owning 
and  managing  the  personal  data  on  their 
customers.  Sun  Microsystems,  Microsoft's 
bitter  nemesis,  stoked  the  worries  and  in 
early  summer  began  contacting  companies 
to  pitch  the  idea  of  "federating"  to  create  a 
nonproprietary  alternative  to  Passport,  let- 
ting their  sites  link  up  more  easily  without 
Microsoft  as  middleman. 

"We  told  them  that  if  they  didn't  take 
hold  of  their  customers'  digital  identities, 
someone  else  would,"  says  Jonathan 
Schwartz,  Sun's  chief  strategist.  "We  figured 
the  online  retailers  would  be  freaked  out 
by  the  threat,  but  they  thought  it  was  a  tech 
issue.  Financial  services  and  media  com- 
panies were  more  concerned." 

Sun  has  a  big  stake  in  digital  identity — 
managing  the  big  databases  requires  spe- 
cial servers,  called  directories,  good  at  fetch- 
ing names.  "To  us,  the  economy  sucks," 
Schwartz  says.  "People  aren't  going  to  buy 
a  ton  of  new  servers,  but  they  are  interested 
in  consolidation  and  security.  Our  direc- 
tory servers  have  the  biggest  sales  growth." 
Microsoft  has  a  similar  product,  called  Ac- 
tive Directory,  and  Schwartz  frets  that  Mi- 
crosoft's Passport  system  will  favor  its  own 
wares  over  other  companies',  much  the  way 
Windows  steers  users  to  sibling  products. 

Sun  pulled  in  33  big  companies,  in- 
cluding uai.,  General  Motoi  Vodafone 
and  Sony,  >uul  last  Septembei  I  wd 

the  Liberty  Alliance.  Liberty,  now  with 
mure  than  10  members,  is  finishing  work 


In  Business,  It's  Who  Knows  You 

The  first  digital  identity  fortune  will  be  made  not  in  the  consumer  world  but  in 
corporate  sales.  Employers  aim  to  provide  workers  with  simple  sign-on  ac- 
cess to  their  records  on  health  coverage,  401  (k)  plans  and  such,  and  to  let 
partners  and  contractors  in  on  selected  company  information. 

Titans  like  Sun,  Microsoft  and  IBM  are  already  pursuing  the  business,  treating 
digital  ID  as  part  of  software  security.  Younger  outfits,  such  as  Oblix,  Netegrity  and 
Access  360,  sell  "permission-based"  software  that  lets  local  managers  feed  infor- 
mation into  a  central  database  rather  than  have  a  single  administrator  track 
everyone.  "This  isn't  complex,  it's  just  expensive  and  error-prone,"  says  Gordon 
Eubanks,  president  and  chief  executive  of  Oblix.  "The  trick  is  doing  it  on  a  large 
scale  that  doesn't  cost  a  fortune." 

Eubanks,  55.  is  a  bit  of  a  grayhead  to  be  pursuing  the  next  wave  of  the  digital 
revolution.  He  has  worked  in  Silicon  Valley  since  1981,  putting  in  time  at  Digital  Re- 
search and  running  one  of  the  few  longtime  software  survivors,  Symantec,  from 
1983  to  1999.  At  closely  held  Oblix,  which  employs  140  people,  he  hawks  software 
that  enforces  unbreakable  rules  on  who  gets  to  see  what  information.  Two  years 
ago  Charles  Schwab  &  Co.  used  Oblix  to  meld  32  record-keeping  systems— from 
vacation  schedules  to  client  contacts  to  personnel  records— into  a  secure  data- 
base that  users  could  tap  into  with  a  single  password.  Four  people  now  manage 
applications  formerly  handled  by  100. 

Eubanks,  a  rare  defender  of  Microsoft,  shrugs  at  fears  of  Passport's  domi- 
nance: "Like  a  lot  of  us,  Microsoft  set  out  to  take  over  the  world— I  wouldn't 
respect  a  business  that  strives  to  be  mediocre."  Still,  he  will  ensure  that  Oblix  soft- 
ware works  with  other  identity  systems,  including  the  Sun-orbiting  Liberty.  —Q.H. 
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Low  cost.  Rock  Solid 
Term  Essential  Life  Insurance. 


Term  life  insurance  is  an  affordable,  simple  way  to  protect  your  loved  ones. 
If  you're  considering  a  term  life  insurance  policy,  choose  a  policy  offered  by  the 
Prudential  Financial  family  of  companies,  backed  by  decades  of  experience.  Through 
competitive  rates  and  level  premiums,  Term  Essential  life  insurance  issued  by  Pruco 
Life  Insurance  Company  provides  the  protection  you  need — at  a  price  you  like. 


Term  Essential' 
at  a  glance 

•  Guaranteed  level 
premium  periods 
of  10.  15.20 

or  30  years 

■  Conversion 
to  permanent 
insurance 
available 
within  the  first 
5  years— without 
taking  an  additional 
medical  exam 

•  Choice  of  premium 
billing  options 


See  how  affordable  Term  Essential®  can  be  for  you. 


Guaranteed  level  monthly*  premiums 

20-Year 

S500.000          $1,000,000 

Death  Benefit           Death  Benefit 

30-Year 

$500,000          $1,000,000 

Death  Benefit           Death  Benefit 

Male  35 
Female  35 

$32.65               $57.65 
$27.65               $47.65 

$57.65 
$42.65 

$107.65 
$77.65 

Male  40 
Female  40 

$47.65                $87.65 
$37.65               $67.65 

$87.65 
$62.65 

$167.65 
$117.65 

Male  45 
Female  45 

$67.65             $127.65 
$52.65               $97.65 

$122.65 
$92.65 

$237.65 
$177.65 

Male  50 
Female  50 

$102.65             $197.65 
$72.65             $137.65 

NA 
NA 

NA 
NA 

Male  55 
Female  55 

$152.65             $297.65 
$107.65             $207.65 

NA 
NA 

NA 
NA 

The  above  rales  are  lor  nonsmokers  in  our  Preferred  Best  category.  'Pie-authorized  monthly  deductions  Irom  your 
checking  account  -  our  Pru-Matic  mode  -  is  the  only  monthly  payment  option  available 


Find  a  wide  range  ot  face  amounts. 

Whether  it's  a  little  or  a  lot  of  coverage,  a 
licensed  financial  professional  can  help  you 
decide  what  makes  sense  for  you.  We  offer 
policies  starting  at  $100,000 — so  you  can  get 
the  protection  that  meets  your  family's  needs, 
including  paying  the  mortgage,  covering  college 
costs  or  enjoying  a  comfortable  retirement. 

Lock  in  your  premiums.  We  offer  premiums 
that  are  guaranteed  level  for  10, 15,  20  or  30 
years.  You  decide  the  length  of  time  that's 
right  for  you.  Premiums  increase  annually 
after  the  level  premium  period.  The  company 
can  increase  premiums  no  more  than  once  a 
year,  but  you  have  the  security  of  knowing  that 
they  can  never  be  greater  than  the  maximum 
premium  stated  in  the  policy. 


It's  easy  to  convert  to  permanent  insurance.  As 

your  life  changes,  you  may  want  to  consider  permanent 
life  insurance  coverage.  Term  Essential's  convenient 
conversion  feature  allows  you  to  convert  to  a  permanent 
policy  anytime  within  the  first  5  years — without  taking 
any  additional  medical  exams.  Plus,  you'll 
get  a  premium  credit. 

Find  out  how  Term  Essential  can  ]£m 

benefit  you.  Call  today  to  speak  with  Essentiai' 

a  licensed  financial  professional. 

Remember  to  ask  for  our  free  guide 

to  term  life  insurance  and  learn 

how  you  can  get  Rock  Solid® 

protection  for  your  family. 


1-800-THE-ROCKext. 
prudential.com 


9726 


Pru*MUal,£}l1 


Prudential  C®  Financial 

Crowing  and  Protecting  Your  Wealth® 

co  life  may  have  the  right  to  contest  the  policy  for  misrepresentation  or  to  opply  a  suicide  clause.  Issuance  of  a  policy  is  subject  to  our  underwriting  and  eligibility  requirements  which  moy  result  in  different  premiums,  life 
.ranee  policies  contain  exclusions,  limitations,  reductions  of  benefits  ond  terms  for  keeping  them  in  force.  A  licensed  professional  can  provide  you  with  costs  and  complete  details.  Term  Essential  is  issued  by  Pruco  Life  Insurance 
npony  mail  states  except  New  Jersey  and  New  York,  where  it  is  issued  by  Pruco  Life  Insurance  Company  of  New  Jersey.  Both  are  Prudential  Financial  companies  and  are  located  at  2 1 3  Washington  Street,  Newark,  NJ  07102. 
I  is  solely  responsible  for  its  own  financial  condition  ond  contractual  obligations.  All  products  moy  nof  be  available  in  oil  states.  The  policy  form  number  for  Term  Essential  is  PLTINC-2001 .  Prudential  Financiol  is  a  service  mark 
fhe  Pmdential  Insurance  Company  of  America,  Newark,  NJ  and  its  affiliates.  The  licensed  Florida  agent  for  the  purpose  of  this  ad  is  H.  James  Ludwick.  IFS-A069246  Ed.  3/2002 


DIGITAL  IDENTITY 


on  software  standards  for  encryption,  user 
authentication  and  other  functions,  which 
members  and  nonmembers  will  share. 

Two  weeks  before  the  Liberty  group 
was  announced,  Microsoft  caught  wind  of 
the  move  and  announced  a  strategy  to  cre- 
ate its  own  "federation"  for  Passport.  The 
two  sides  have  seemed  implacably  opposed 
for  months.  The  rest  of  the  industry  may 
have  to  take  sides.  IBM  has  a  dog  in  this 
fight,  and  Big  Blue  is  leaning  toward  Mi- 
crosoft over  the  Liberty  Alliance.  "For  one 
thing,  Sun  makes  us  uncomfortable,"  says 
one  IBM  executive.  "And  besides,  we  don't 
know  what  their  rules  are." 

The  Liberty  allies  have  gone  so  far  as  to 
invite  Microsoft  to  join  their  group  to  en- 
sure that  Passport  and  Liberty  are  interop- 
erable. The  tacit  message:  The  companies 
that  would  have  been  some  of  Passport's 
biggest  customers  may  have  successfully 
rebelled. 

"Even  Microsoft  will  find  it  congenial 
to  offer  Liberty-based  [standards]  in  Pass- 
port," says  the  Liberty  group's  chairman, 
Eric  Dean,  chief  information  officer  at 
United  Airlines.  "The  rhetoric  has 
changed."  Neither  side  can  afford  to  con- 
fuse consumers  and  corporate  clients — 
imagine  how  carmakers  would  fare  with 
incompatible  versions  of  gasoline. 

No  one  has  made  much  off  digital  ID 
yet.  So  let  the  marketing  begin:  Companies 


►  By  the  Numbers 


All  About  Me 

Microsoft's  Passport  has  an  early  lead 
in  Internet  identities,  but  that  doesn't 
mean  it  is  the  only  way  that  identities 
will  be  stored. 


Number  of  Microsoft 
Passports  issued,  worldwide. 

Number  of  credit 
the  U.S. 


992  milli 


217  mil 


Number  of  cell 
e  worldwide. 


Active  number  of 
Social  Security  card  holders. 

Sources:  Microsoft;  The  Nilson  Report;  CTIA; 
Social  Security  Administration. 


erences  and  habits  will  be  loaded  into  the 
new  GM  car  when  it's  bought.  Switch  to 
Ford?  Maybe  you  can  forward  that  his- 
tory— but  maybe  loading  it  is  a  little  diffi- 
cult, or  it  costs  more  to  leave  GM. 

Companies  like  IBM  and  Sun,  as  well  as 
myriad  startups,  see  even  bigger  potential 
in  building  software  for  a  corporate  digital 
identity  (see  box,  p.  80).  An  ID  boom  could 
also  mean  a  huge  business  managing  all 
those  names  and  preferences  in  a  secure 
and  independent  database.  It  would  be 
something  like  the  database  that  manages 


Microsoft  wanted  to  be  in  the  custo- 
dian business,  too,  but  recently  retreated  in 
the  face  of  a  customer  revolt.  Its  Hailstorm 
project,  later  renamed  the  safer-sounding 
.NET  My  Services,  was  to  be  a  central  repos- 
itory for  ID  accounts  and  other  user-related 
services,  but  developers  balked.  Now  Mi- 
crosoft has  scrapped  the  custodian  role  in 
favor  of  making  and  selling  ID-storing  soft- 
ware; MSN  could  use  it,  but  so  could  others. 

Lesson  learned,  says  Adam  Sohn,  a  Mi- 
crosoft executive  involved  with  both  Pass- 
port and  .NET  My  Services.  "Customers 
said,  'It's  not  like  we  don't  trust  you.  We 
don't  want  anyone  to  own  our  data.'" 

Privacy  advocates  may  cringe  at  the 
idea  of  companies'  keeping  this  much  per- 
sonal information  on  you.  Maybe  the) 
should,  but  all  the  major  players  insist  thei] 
first  rule  is  that  it's  up  to  the  consumer 
"Privacy  direction  will  be  under  user  con 
trol,"  says  UAL's  Dean.  "They  decide  wha. 
can  and  can't  be  shared." 

Sohn  says  Passport  will  never  tracl 
users  to  see  where  they  go  on  the  Interne 
or  to  learn  more  about  their  buying  habit: 
He  is  quick  to  add,  however,  that  other  Mi 
crosoft  services  using  Passport  could  do  sc 
including  MSN,  Hotmail  and  the  instant 
messaging  service.  "Think  of  them 
clients.  It's  a  separate  business."  Transk 
tion:  Passport  won't  track  people,  but  bus 
nesses  using  it  may. 


There  is  no  way  Microsoft  will  back  off  from  competing." 


want  consumers  using  digital  identity,  and 
fast.  Dean  figures  Liberty  will  have  its  first 
software  out  this  summer  and  a  more  pow- 
erful version  out  to  consumers  by  the  end 
of  2002  or  in  early  2003. 

Tony  E.  Scott,  chief  technology  officer 
at  General  Motors,  says  digital  identity  will 
let  automakers  tie  their  customers  closer  to 
a  single  brand.  "This  could  change  the  na- 
ture of  a  car  from  a  :  chase  to  a 
lifetime  stream  of  upgr  les, '  he  says 
puters  in  the  car  could  access  your  entire 
driving  and  service  rhaps  even 
tapping  into  your  m<  I  rds  if  you 
get  into  an  accident. 

The  OnStar  tracking  sy     misanearly 
effort,  alerting  the  police  b  <  k  ation 

and  owner  whenever  an  air  bag  plo)  ed. 
Scott  envisions  a  day  when  a  driver's  pref- 


all  the  nation's  phone  numbers,  listed  and 
unlisted,  only  larger  and  more  complex. 

NeuStar,  the  1999  management  buyout 
from  Lockheed  Martin  that  acts  as  a  third- 
party  administrator  of  160  million  North 
American  phone  numbers  (so  one  phone 
can  reach  another),  is  angling  to  be  a  digi- 
tal-ID custodian.  Jeffery  Ganek,  chairman 
and  chief  executive,  says  revenue  from  pro- 
tecting digital  identities  could  easily  match 
its  current  custody  revenue  of  almost  $100 
million  annually. 

Digital  ID  "will  work  like  cash  ma- 
chines," he  says.  "The  first  ones  were  pro- 
prietary, then  the  big  guys  pressed  the  little 
guys  to  join  them.  We  act  like  a  Switzerland 
for  the  communications  world;  service 
providers  like  b  inks  and  airlines  want  an 
independent  party  to  manage  this." 


Yet  consumers  have  always  been  willir 
to  show  some  leg  in  exchange  for  conv 
nience.  Sun's  Schwartz  freely  admits  1 
would  reveal  abundant  personal  data  to  i 
airline  for  a  faster  trip  through  security. " 
the  extent  I  elect  to  be  part  of  this  world, 
be  able  to  do  more  interesting  stuff,"  he  sa; 

The  Sun  executive  has  testified  thr 
times  against  Microsoft  in  the  effort  by  ni 
state  attorneys  general  to  impose  tough 
sanctions  on  the  software  giant  in  the  wa 
of  its  antitrust  ruling. 

"Microsoft  has  a  lock  on  the  deskt( 
which  is  a  major  channel  to  the  Internet 
an  unbelievable  franchise,"  Schwartz  says 
will  try  to  lock  up  digital  ID  in  much  t 
same  way,  he  argues.  Some  way,  somehc 
he  says,  "there's  no  way  they'll  back 
from  competing." 
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Who  helps  you  leap  those  gaps  between  risk  and  success?  Aquila.  [ah -KWIL -uh]. 
Changing  regulations.  Evolving  business  models.  Price  volatility.  No  wonder  you're  facing  more 
risks.  That's  where  you  need  Aquila.  We  transform  your  risk  into  opportunity.  We  partner  with 
you  to  assess  your  risks  and  create  exceptional  solutions  for  your  business.  We  combine  and 
leverage  our  experience  as  a  leading  wholesale  merchant  with  our  assets,  risk  management 
expertise  and  capital  solutions.  It's  your  basic  giant  leap  forward.  1-800-891-3687.  aquila.com. 


ARAMARK 


- 


•Fruitful  territory?  Aramai  k's  Joe 
Ncubaucr  plans  to  push  abroad. 


J 


You  can  make  a  ton  of  money  scrubbing  floors  and  serving  pancakes, 
if  there  are  enough  of  them  |  by  Alexandra  kirkman 


■> 


JACK  WELCH  FAMOUSLY  SAID  HE 
didn't  want  General  Electric  in 
any  business  where  it  couldn't 
be  number  one  or  number  two. 
He  wouldn't  have  wanted  any 
part  of  Aramark,  the  food  service  con- 
tractor in  Philadelphia.  The  firm  is  big — 
$7.8  billion  in  2001  revenues,  with 
200,000  employees.  But  its  global 
for  this  outsourcing  s,  Britain's 

Compass  Group  and  France's  Sodexho 
Alliance,  are  both  at  least  40%  larger  \xa 
mark  has  a  stronger  relative  spot  in  the 
U.S.,  but  even  that  is  under  attacl 
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Compass'  announced  acquisition  of  Bon 
Appetit,  a  caterer  to  West  Coast  colleges 
in  the  U.S. 

Aramark  boss  Joseph  Neubauer,  60, 
who  sailed  to  America  as  an  immigrant 
from  Israel  in  1956,  will  take  the  fight 
abroad.  Aramark  already  has  clients  in  1 7 
nations,  and — having  raised  $650  million 
this  past  December  (despite  a  stone-cold 
market)  in  an  equity  offering  that 
returned  it  to  public  ownership — it  has 
the  means. 

Emblematic  of  Neubauer's  interna- 
tional bent,  perhaps,  is  Ellis  Island.  It  had 


been  closed  for  two  years  when  he  immi 
grated,  but  he  still  recalls  seeing  it  as  hi 
boat  docked.  Forty  years  later  he  woul< 
be  married  on  the  island,  by  then  a  pari 
in  the  first  such  ceremony  there.  He  ha< 
dibs:  Aramark  handles  Ellis  Island's  con 
cessions,  audio  tours  and  special-ever 
services  for  the  U.S.  government. 

Today  only  14%  of  Aramark's  rev 
enues  come  from  overseas.  Outsourcin 
took  off  earlier  abroad,  which  explair 
the  origins  of  his  strongest  rivals.  "In  tr 
U.S.,  we  thought  for  a  while  that  if  yo 
could  manage  something,  you  coul 


With  SkyTeam,  discover  a  faster  way  of  getting  back  home. 

Quicker  connections  and  convenient  schedules  to  over  500  destinations  worldwide. 
www.skyteam.com 
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Caring  more  about  you 

ARAMARK 


manage  everything — but  not  anymore," 
says  Neubauer.  "The  idea  now  is:  You  do 
what  you  do  best,  we'll  do  what  we  do 
best,  and  we'll  both  do  better  by  satisfy- 
ing the  consumer." 

Since  leading  a  management  buyout 
in  1984,  Neubauer  has  overseen  Ara- 
mark's  growth  from  a  cafeteria  outfit  to  a 
diversified  service  provider  with  a  $5  bil- 
lion market  value  on  the  New  York  Stock 
Exchange.  Operationally,  Aramark  looks 
impressive  relative  to  its  peers:  With  $177 
million  in  aftertax  income  last  year,  Ara- 
mark's  net  margin  was  2.3%,  compared 
with  1.7%  for  Compass  and  1.2%  for 
Sodexho  Alliance.  Aramark's  return  on 
assets  looks  even  better:  5.5%  in  its  latest 
fiscal  year  compared  with  2.8%  for  Com- 
pass and  1.8%  for  Sodexho.  Yet  Aramark 
shares,  at  $28,  trade  at  24  times  estimated 
2002  earnings,  cheaper  than  its  rivals'. 

Key  for  Aramark  is  a  secondary  busi- 
ness: providing  companies  with  em- 
ployee uniforms.  Its  big  rivals  aren't  in 
this  line,  which  yields  better  margins 
and  brings  in  other  business. 

Aramark  also  has  a  corporate  day-care 
unit,  but  food  and  building  services  make 
up  75%  of  revenues.  It  handles  conces- 
sions for  45  professional  sports  teams  in 
the  U.S.  It  delivers  to  offshore  drilling  rigs 
in  the  North  Sea  and  the  Gulf  of  Mexico 
for  clients  like  British  Petroleum.  The  gov- 
ernment is  another  big  customer;  Ara- 
mark provides  lodging  and  tours  at  U.S. 
national  parks  like  Denali  in  Alaska  ( home 
of  Mt.  McKinley),  and  it  even  dusts  the  di- 
nosaur bones  at  the  American  Museum  of 
Natural  i  Iistory  in  New  York  City. 

"We've  iieen  with  customers  20,  30, 
40  years  on  basically  a  handshake — that's 
howwe<>[  ite  with  most  of  our  clients," 
says  Neubauer.  That  ^aid,  we  have  to 
prove  our  mettle  every  day."  Baylor  Uni- 
versity in  Texas  1ms  been  a  food  customer 
for  43  years;  in  2000  it  handed  janitorial 
work  and  groundskeepii  over  to  Ara- 
mark as  well. 

Some  request!  an  offb  at.  Besides 
providing  food    n  i  mi  wing  a;  the 

Electronic  Data  dquarters  in 

Piano,  Tex.,  Aram.  maintains 

herds  of  buffalo  and   ;  steer 


FIRST,  VENDING  MACHINES 

THE  ODYSSEY  OF  TODAY'S  ARAMARK 

1936: 

Future 
Aramark  co- 
founder  Davre 
Davidson 

begins  putting  peanut  vending  machines 
in  factories  and  offices  in  California. 
Around  the  same  time  cofounder 
William  Fishman  begins  a 
similar  business  in  the  Midwest. 

Early  1940S:  Mutual  customer 
Douglas  Aircraft  brings  Davidson  and 
Fishman  together  during  World  War  II. 
They  become 
friends  and 
each  begins 
offering  food 
service  as  well 
as  vending  by 
the  war's  end. 

1959:  Davidson  and  Fishman  merge 
their  operations 
and  name  it  Auto- 
matic Retailers  of 
America,  or  ARA. 

1960:ara 

goes  public,  begins  international 
expansion. 

1961:  Needing  an  East  Coast 
presence,  ARA  acquires  Philadelphia- 
based  Slater,  the  largest  food  service 
business  in  the  U.S. 

I  Mid- 
1960s:  With 

1  sporting-event 
i  attendance 
'  booming,  ARA 
enters  the  leisure  services  market.  In 
1968  manages  food  service  at  its  first 
Olympic  Games,  in  Mexico  City. 

1904:  Fending  off 
a  hostile  takeover  bid, 
Davidson,  Fishman 
and  Joe  Neubauer 
engineer  a  manage- 
ment buyout. 


1994 


A. 


ARA  now  Aramark. 


JT  ARAMARK  ~  2001: 

Company  trades 
publicly  again. 


there — part  of  the  landscape  since  Ross 
Perot  founded  the  company  in  1962.  At 
St.  John's  University  in  Queens,  New 
York,  where  most  of  the  14,000  students 
commute,  Aramark  uses  golf  cart  snack 
bars,  which  buzz  around  selling  food  and 
beverages  in  the  parking  lots  and  in  front 
of  campus  buildings. 

Neubauer  made  a  big  bet  on  service 
extension  when  he  bought  the  institu 
tional  side  of  ServiceMaster  Interna 
tional's  business  for  $800  million  in  cash 
last  November.  ServiceMaster's  cleaning 
and  lawn  care  book  extended  outside  the 
U.S.  and  Canada  to  franchised  local  oper 
ators  in  25  other  countries.  In  a  flash  Ara 
mark's  building-and-grounds  roster  leapt 
from  350  clients  to  1,800.  Size  matters.  In 
January,  Compass  inked  a  ten-year  con 
tract  with  ChevronTexaco,  worth  at  leas 
$200  million  a  year,  most  of  it  for  build 
ing  and  grounds  maintenance.  "Mor< 
and  more  contracts  are  coming  bundled,' 
says  Nicolas  Bevan,  a  Deutsche  Bank  ana 
lyst  in  London. 

"We're  not  the  smartest  people  in  th 
world,  but  at  the  scale  that  we  work  we'v« 
probably  encountered  every  problem 
there  is  in  the  system,"  says  Neubauer.  "I 
you  serve  a  banquet  for  3,000  people,  yoi 
don't  just  show  up  in  the  morning  an< 
start  cooking.  There's  a  playbook."  A^ 
Olympics  regular,  Aramark  in  200 
served  1.2  million  meals  to  11,000  ath 
letes  plus  staff  at  the  Games  in  Sydney. 

Compass,  the  world's  largest  caterin 
company,  is  number  one  in  the  food  set 
vice  business  in  the  U.K.,  Germany  an 
Spain,  while  Sodexho  has  the  top  spot  i 
France.  But  Aramark  exploits  overlooke 
opportunities.  German  sports  spectato 
used  to  have  to  wait  in  long  lines  at  the  st; 
dium  concession  counter.  Then  Aramai 
came  along,  and  hungry  Heinrichs  can  no 
get  a  bratwurst  and  beer  at  seats  in  stad 
urns  from  Hamburg  to  Nuremberg.  Coi 
cession  sales  in  Germany:  $14  million. 

Back  home,  Aramark  customizes 
suit  longtime  customers  like  New  Yo 
University.  Not  long  ago  it  opened 
kosher  kitchen  that  serves  300  meal.' 
day.  Being  number  three  doesn't  me; 
you  can't  be  imaginative. 


"We're  not  the  smartest  people,  but  we've  encountered  it  all." 
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What  do  all  these  companies 
have  in  common? 


Low  taxes:  16% 


Analytx  (HK)  Ltd.    Anoto  Ltd.    AXA  Asia  Pacific  Holdings  Ltd. 


China  Bidding  International  Ltd.    China  Travel  International  Investment  HK  Ltd. 
China  Travel  Service  (HK)  Ltd.    EFG  Private  Bank  S  A     RuIB  Of  IdW 
CI  G  3  PI  CJOVBmrnent     Eli  Lilly  Asian  Operations  Ltd.    FootFall  Asia  Ltd.    Harvey  Nash 
Invacare  Asia  Ltd.    IPS  Employee  Assistance     FrBB  flOW  Of  information 
GE/Fitch    GdtSWdV  tO   Cflirid     Global  Gateway     GP  NanoTechnology  Group  Ltd. 
KPMG  Consulting     Macromedia  HK  Ltd.    Meisei  Electric  (HK)  Co  Ltd.    Minter  Ellison 
Money  Concepts  (Asia)  Ltd. 
Network  Associates  Hong  Kong  Ltd.    Open  World     OpenTV  HK  Ltd.    Orchestra  Asia  Ltd. 


uunrdUbu  ibMUun 


Panalpina  China  Ltd.    Partner  Reinsurance  Co  Ltd. 


REnex  Technology  Ltd.    Riverhill  Holdings  Ltd. 


Shipley  Asia  Lt 


Stratos  Global  C 


ercial  Bank 


Da  Hold. 
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They  have  all  recognised  Hong  Kong's  many  advantages  and  put  their  regional  operation  here. 
Over  3,200  others  have  done  the  same.  Care  to  join  us? 


I 


Find  out  more  at  www.lnvestHK.gov.hk 
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Invest 
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^^k    The  Government  of  the  Hong  Kong  Special  Administrative  Region 


HONG 
KONG 
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Suites  1  501-6,  Level  15,  One  Pacific  Place,  88  Queensway,  Hong  Kong    Tel:  (852)  3107  1000    Fax:  (852)  3107  9007    Email:  enq@lnvestHK  gov.hk 


INTUIT 


Intuit's  old  markets  look  tapped  out.  Steve  Bennett  disagrees.  Why  can't  ever 
florist  and  accountant  get  as  much  out  of  software  as  Wal-Mart  and  Citigrou 


BY  ERIKA  BROWN 

ACCEN1  r  [ON 

is  a  small  I 
its  owner, 
concerned,  >  big. 

Each  year  his 
paints  and  retilessorae  1,500  buildii 
such  clients  as  7-Eleven,  J.G  Penne 
Mervyn's.  From  its  start  in  1994  the  ( !en  i 
ins,  <  lalif  based  firm  has  grown  to  1 20  em 
ployees  and  $7  million  in  annual  sales. 
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But  Fawcett's  business  software,  Quick- 
Books  horn  Intuit  Corp.,  hasn't  kept  pace. 
Workers  at  his  1 2  offices  type  job  estimates 
into  Excel  spreadsheets,  which  diey  e-mail 
to  thret.  <Jerks  at  headquarters  who  plug 
the  data  Uo  QuickBooks  and  e-mail 
workshe  back  to  the  remote  offices  to  be 
compl  I  awcett  spends  six  hours  a  week 
fit-and-loss  reports  for  each  of- 
■phisticated  software  from 
Great  Plains  would  have  cost  at  least 


$10,000,  while  the  Intuit  product  rur 
mere  $280.  "I  waste  too  much  time  on  I 
stuff,"  gripes  Fawcett,  who  has  no  IT 
partment.  "There's  really  nothing  dc 
oped  for  us." 

Wait  until  summer,  says  Intuit  CI 
Executive  Stephen  Bennett.  For  near 
decade  Intuit's  QuickBooks  has  hel 
crunch  the  numbers  for  6  million  ar 
tects,  dry  cleaners,  florists  and  other  < 
fits  with  fewer  than  20  employees.  Now 


■ 
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INTUIT 


aingTor  bigger  fish:  firms  with  up  to  250 
nployees,  an  S18  billion  software  market. 

It  is  part  of  a  broad  search  for  growth 
y  a  company  that  already  has  a  market 
lare  well  over  70%  in  the  areas  it  serves.  In 
few  years  Bennett,  48,  expects  small  busi- 
esses  to  generate  two-thirds  of  Intuit's  rev- 
nue,  up  from  a  third  two  years  ago.  He 
ms  to  do  this  by  going  vertical,  producing 
ldustry-customized  versions  of  Quick- 
ooks  that  will  compete  with  rival  pack- 
jes  that  target  particular  businesses.  "We 
radically  forced  them  to  convert,"  says 
ennett.  If  he  can't  develop  his  own  new 
roducts,  Bennett  will  use  his  $  1 .6  billion  in 
ish  to  acquire  up  to  ten  specialized  soft- 
rare  firms  over  the  next  few  years. 

Bennett  may  have  little  choice.  Intuit 
as  saturated  its  core  markets.  Quicken  has 
73%  share  of  the  personal  finance  soft- 
fare  category,  but  in  fiscal  2001  unit  sales 
ropped  27%.  QuickBooks  owns  85%  of 
le  small -business  financial  software  mar- 
et,  but  revenue  for  the  last  two  quarters 
as  been  flat.  TurboTax,  with  a  78%  share, 
as  been  carrying  the  company,  thanks  to 
iongress'  increasingly  byzantine  tax  code, 
ituit's  revenue  last  year  topped  $1  billion, 
p  15%,  with  operating  profit  up  42%  to 
220  million,  excluding  $  1 87  million  in  in- 
estment  and  goodwill  writedowns.  Shares 
re  down  45%  from  a  high  of  $69  in  No- 
ember  2000. 

But  rivals  also  are  taking  aim  at  small 
rms  that  want  to  act  big.  Oracle  last  year 
egan  marketing  a  business-planning  tool 
t  $100  per  month  for  one  user.  Microsoft 
as  combined  the  bookkeeping  package  ac- 
uired  for  S  1.1  billion  from  Great  Plains 
nth  its  Bcentral  small -business  Web  site 
nd"has  announced  plans  to  lure  more 
mall  customers.  SAP  is  also  reaching  out. 

Intuit's  biggest  problem  was  its  own 
uccess.  Soon  after  joining  Intuit  from 
peneral  Electric  in  January  2000,  Bennett 
iscovered  that  Intuit  was  great  at  asking 
ustomers  what  features  they  wanted  in 
pgrades  but  wasn't  hearing  what  they  re- 
ily  needed.  The  Small  Business  Adminis- 
ation  recognizes  113  industry  categories, 
:t  Intuit  was  treating  them  all  the  same, 
ith  one  broad  version  of  QuickBooks. 

In  August  he  recruited  Lorrie  Norring- 
>n,  the  41 -year-old  chief  of  GE's  factory- 
itomation  business,  to  keep  customers  in- 


side the  Intuit  tent.  Her  new  strategy  re- 
volves around  three  new  product  segments: 
QuickBooks  Enterprise,  a  souped-up 
$3,000  version  for  companies  with  up  to 
250  employees;  QuickBooks  "flavors,"  cus- 
tomized versions  for  retailers,  law  firms  and 
other  markets;  and  "verticals,"  business- 
planning  software  that  goes  well  beyond 
accounting  for  construction  firms,  not-for- 


►  By  the  Numbers 


Ox-y-mo-ron: 
n.,  small  business 

If  your  market  looks  saturated,  it's  time 
to  redefine  what  market  you  play  in. 


Number  of  small 
businesses  that  use  Intuit  products 
to  manage  their  finances. 


1 

I 


Number  of  firms  in  the 
U.S.  with  fewer  than  250  employees. 


Size  of  the  software 
market  serving  businesses  with  fewer 
than  250  employees. 


Number  of  industry  categories 
recognized  by  the  Small  Business 
Administration. 

The  percent  of  small  firms 
that  will  go  out  of  business  within 
four  years. 


Sources:  Intuit;  AMI  Research;  IDC;  SBA. 

profits  and  property  managers. 

"Many  of  our  customers  don't  view 
themselves  as  small  businesses,"  says  Nor- 
rington,  executive  vice  president.  "They 
tell  us:  'We're  big  now.  We're  100  people. 
We're  an  enterprise.'  We  should  grow 
with  them." 

QuickBooks  Enterprise  will  look  like 
the  old  $280  QuickBooks  Pro,  but  it  is 
geared  toward  Intuit's  250,000  customers 
with  more  than  20  employees.  It  can  track 
28,000  items,  whether  they  be  inventory 
goods,  contacts  or  employees;  that's  twice 
what  the  old  version  can  handle.  As  many 
as  10  employees  can  use  the  product  at 
once,  and  from  remote  locations.  It  is  a 
mini-SAP.  Small-fry  chiefs  can  build  digital 
dashboards  just  like  the  big  guys. 

The  first  "flavored"  QuickBooks  was  a 
version  for  accountants,  costing  $500.  One 
early  customer  is  Steve  Sabba,  owner  of 


TaxPro  Financial,  in  Manhattan.  Until  the 
product's  release  in  November,  Sabba  had 
to  visit  clients  in  person  or  have  them  e- 
mail  him  their  files.  Now  he  can  access  his 
clients'  computers  remotely  and  lock  jour- 
nal entries  and  closing  dates  with  pass- 
words. "It  eliminates  human  error.  I  have  a 
lot  of  clients  who  otherwise  couldn't  bal- 
ance their  payroll,"  Sabba  says. 

Next  up  is  a  QuickBooks  Point-of-Sale 
package  at  $800.  Store  owners  who  used  to 
manually  reconcile  register  receipts  with 
inventory  can  now  print  reports  of  best- 
and  worst-selling  products,  and  track  cus- 
tomer information  to  offer  discounts.  You 
can  pay  more  to  get  a  bar  code  scanner  and 
cash  drawer.  Bennett  was  first  with  such  a 
"point  of  sale"  product  at  Office  Depot  and 
Sam's  Club. 

The  package  would  be  an  easy  upgrade 
for  QuickBooks  user  Philip  Sollar,  owner 
of  Drum  World  in  San  Mateo,  Calif.  Every 
night  he  prints  out  end-of-day  receipts 
from  the  cash  register  and  spends  an  hour 
entering  the  data  into  QuickBooks.  He  can 
only  guess  how  many  drumsticks  or  books 
of  sheet  music  he  has  sold  this  month,  be- 
cause he  never  records  individual  sales  data. 
"It's  mosdy  based  on  memory,"  he  says. 

Bennett's  first  "vertical" — or  nonac- 
counting  package  tailored  to  a  particular 
industry — is  aimed  at  the  construction 
business.  In  September  he  paid  $42  million 
for  software  developer  OMware,  tweaked 
the  user  interface  and  renamed  it  Intuit 
Master  Builder,  at  $7,000. 

One  trial  user  is  Michael  Strong,  owner 
of  Brothers  Strong,  a  $1.2  million  (revenue) 
residential  remodeling  contractor  in  Hous- 
ton. He  currendy  is  managing  25  different 
trades  on  a  $  1 35,000  bathroom  job  that  in- 
cludes a  slate  indoor/outdoor  shower, 
heated  floor  tiles  and  a  closed-circuit  TV. 
Before  Master  Builder,  Strong  had  to  do  es- 
timates on  graph  paper.  With  Master 
Builder  he  can  mix  and  match  from  a 
menu  of  8,000  parts  common  to  home 
builders,  tagged  with  cost  codes  from  the 
National  Association  of  Home  Builders.  "I 
got  tired  of  banging  my  head  against  a 
wall,"  says  Strong. 

Though  his  strategy  is  unproven,  Ben- 
nett is  confident  it  can  work.  "QuickBooks 
is  almost  ubiquitous,  and  yet  we're  just 
scratching  the  surface."  F 
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Capitalist  Manifesto 


Give  away  a  machine  tool,  and  it  collects  dust.  Sell  it,  and  it  cures  poverty. 

BY  KERRY  A.  DOLAN 


THE  RAMSHACKLE  FACADE  OF  CHRISTOPHER 
Wilson's  two-room  home  in  the  gritty 
Southside  neighborhood  of  Kingston, 
Jamaica  doesn't  raise  great  expectations. 
But  through  the  rickety  wooden  gate  and  beyond 
the  drainage  ditch  lies  a  no  plastered 

extension  to  his  house  and  woodworking  shop. 

Wilson,  36,  who  has  a  w  ifeand  two  young  chil- 
dren, brings  in  $800  a  moi  h  making  cabinets, 
tables  and  chairs  for  a  fui  nihi  .!  foi    oiks 

in  the  neighborhood.  Wilson's  business  got  a  big 
kick  six  months  ago  when  he  bought  a  used  drill 
press  and  lathe  for  $630.  Il  doubled  his  productiv- 
ity, which  in  turn  allowed  him  to  hire  a  mason 
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Christopher  Wilson 
with  lathe;  his  workshop. 


and  purchase  the  materials  for  the  extension. 

Wilson  bought  the  tools,  at  a  20%  discount 
their  fair  market  value,  from  a  nonprofit  calk 
Tools  for  Development.  Started  15  years  ago  1 
Roy  Megarry,  65,  former  publisher  of  Canada 
prestigious  Globe  &  Mail  newspaper,  Tools  f< 
Development  has  a  simple  but  powerful  premis 
Make  secondhand  equipment  available  to  po> 
entrepreneurs  at  an  affordable  price.  There  are  i 
handouts.  The  entrepreneur  pays  for  the  toe 
either  up  front  or  on  credit,  with  interest  rat 
slightly  lower  than  banks  offer. 

Today  there  are  three  Tools  operations, 
Quito,  Ecuador;  San  Jose,  Costa  Rica;  and  t 


>  -[he  new  bottom  j- 


Business  as  usual?  Never  heard 
of  it.   Now  it's  turn  on  a  dime.  Get  it 
to  market  today  because  tomorrow 
is  too  late. 

At  CIT,  we've  helped  thousands 
of  companies  with  lending  and  leasing 
solutions  ASAR  Each  one  designed 
to  take  advantage  of  a  changing  world 
and  still  manage  the  bottom  line. 

And  that,  of  course,  is  our 
bottom  line. 

We're  CIT  Today's  financing 
leader.  On  the  Web  at  CIT.com. 
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i2  CIT  Group  Inc.  CIT  companies  are  subsidiaries  of  Tyco  International  Ltd. 


newest,  in  Kingston.  Si  II     utrepreneurs  have  used  Tools 

to  buy  6,000  pieces  of  i  quipment  for  $1.2  million.  In  the 
process,  says  Megarry,  th<  ated  or  helped  sustain  10,000 

jobs.  The  institution's  annua  is  $90,000.  The  $1.2  mil- 

lion in  tool  proceeds  have  been  used  Tor  loans,  trainin         I 
shipping  expenses. 


b 
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Megarry  was  inspired  during  a  1983  visit  to  a  slum  outside 
Lima,  Peru,  where  he  was  attending  a  publishers'  meeting.  "I  was 
born  in  a  slum  in  Belfast,  but  I  had  never  seen  Third  World  poverty 
on  this  scale,"  recalls  Megarry,  with  a  trace  of  an  Irish  accent 
shed  a  lot  of  tears  that  day.  I  thought,  'I've  got  to  do  something.' " 
A  few  years  later  Megarry  was  visiting  a  technical  school  for 
boys  in  Lima.  The  Canadian  priest  who  ran  the  school  told  him 
it  needed  saw  blades  and  drill  bits,  the  parts  that  wear  out 
Megarry  wrote  to  the  president  of  Sears  Canada,  and, 
exchange  for  the  donation  of  new  drill  bits  and  other  parts,  gave 
Sears  ad  space  in  the  Globe  &  Mail. 

He  later  ran  ads  in  the  paper  to  solicit  donations  of  tool 
from  Toronto-area  companies  and  was  swamped.  The  projec 
continued  to  grow.  In  1992  Megarry  quit  his  career  as  a  pub 
Usher  to  devote  more  time  to  Tools.  He  drums  up  tool  donation 
from  companies  at  events  like  Rotary  Club  meetings.  He  doesn 
ask  for  money,  but  sometimes  (gladly)  accepts  it  anyway.  Las 
year  Megarry  got  a  Rotary  International  arm  to  pick  up  75% 
the  cost  of  shipping  tools  from  Canada. 

At  first  he  gave  the  tools  away  to  small  entrepreneurs.  But 
found  that  many  of  the  tools  sat  idle.  So  Megarry  and  CARE 
partner  in  the  Peruvian  program)  decided  to  start  charging  fo 
them,  albeit  on  easy  credit  terms.  "I  realized  we  needed  to  be 
the  development  business,  not  the  charity  business,"  say 
Megarry.  He  also  realized  that  people  attach  more  value 
something  they've  paid  for. 

About  80%  of  the  recipients  pay  up  front  for  an  average  put 
chase  of  $800,  while  the  remainder  use  credit.  In  Quito  and  Sa 
lose  the  default  rate  on  $20,000  of  microcredit  extended  so  far 

3%.  Tool's  interest  rat 
in  Quito,  on  sucre 
denominated  loans, 
19%;  in  San  Jose,  i 
colone  loans,  it's  25%. 
"Most  Jamaicans  ai 
wary  of  banks,"  sa^ 
Alain  Williams,  the  pn 
ject  manager 
Kingston,  not  lea 
because  banks  remir 
them  of  loan  shark 
They  don't  get  tho 
vibes  from  a  tool  seller. 
Sewing  machines  are  buzzing  at  Janet  Shepherd's  Cool  Ga 
ments  Creations  shop  in  Kingston.  Shepherd,  48,  bought  fo 
from  Tools  to  add  to  the  six  she  already  owned.  The  $650  s 
spent  (plus  another  $175  for  repairs)  is  enabling  her  to  more  th; 
double  production  of  school  uniforms  to  750  per  season.  In  t 
summertime,  her  busiest  season,  Shepherd  clears  about  $4,3 
making  school  uniforms.  That's  on  top  of  $100  a  week  she  m 
with  her  regular  business  throughout  the  year.  She's  been  in  bu 
ness  for  20  years. 

Megarry  has  bigger  ideas  as  well.  He  would  like  to  tap  U 
corporations  for  tools.  And  he  makes  it  clear  again:  "This  is  r 
a  charity.  We're  fostering  entrepreneurship." 


Tools  at  work:  Roy  Megarry  takes  in 
the  fruits  of  his  labors;  Janet  Shepherd 
expanded  her  shop  with  four 
machines;  above,  trainee  at  her  shop. 
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>u  can  get  distortion  free  viewing  1 .8"  to  40" 
displays  with  outstanding  clear  resolution.  The  choice 


iability,  cla 
can  expect  from  Samsung. 


is  clear.  The  choice  is  WiseView  digital  displays  by     WiseView  from  Samsung.  When  you're  looking  for 


wise 
view 

SAMSUNG  TFT  LCD 


Samsung. 

WiseView  technology  that's  ahead  of  its  time.  Every 
TFT-LCD  visual  display  on  a  cell  phone,  notebook, 
monitor,  PDA,  LCD  TV  or  game  with  the  WiseView 


the  perfect  view,  look  for  the  WiseView  logo.  It's  flat 
out  the  clear  choice. 

For  more  information,  visit  us  at 
www.samsungTFTLCD.com. 


^^       ^^ 


ELECTRONICS 

WiseView  is  a  trademark  owned  by  Samsung  Electronics  Co.  Ltd. 
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S|nu:inl  Advorhsinii  Suction 


BUSINESSTRAVELE 


How  to  Travel  Now 

Business  travel  has  changed  forever  in  the  months  since 
September  11.  Increased  security  requires  individual  business 
travelers  to  seek  out  ways  to  travel  lighter,  travel  smarter, 
travel  faster  -  and  be  much  more  productive  than  ever  before. 


II  is  ,ih t\ni\  .1  cliche  lo  suggest  lh.il 
tiavol  has  I'liaiuiod  toiovoi  in  the 
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I  voi\  ono  has  had  to  adapt  ami 
ad|ust  I  voiyono  has  had  lo  lothink  hO\A 
to  tiavol  now  say;;  Pamela  Cotonnoll,  a 
maiketmo  evocative  who  loiiiiod  about 
nilos  last  yeai  II  staying  hom8 
ISO  t  an  option  you  havo  no  choice  hut  to 
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much  ol  executive 

* e  had  to  rethink 
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o\a  tho\  comnv  ad  rhe 

ultimate  goalPTos.  md  to  remain 

pioduci  \  ■         ■■  .1.  ig  the 

demands  ol  the  work 
secunt\  constraints 

Here  are  some  recei 
methods  foi  adjusting  yoi 

•  to  the  ne\A 
tembei  1 1  world  o1  bus 


1  ho  fashion  Police 

Sad  bu1  true  ton  must  change  hov\  you 
dioss  il  you  hopo  to  spood  youi  way 
thiough  soouiit\  checkpoints  at  tho  .111 
poits  Rusinoss  tiavolois  long  ago  tigmed 
out  that  woaung  too  much  motal  |oweli\ 
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:oi  unb   bul  scieening  stations  havo  boon 
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porl  fashion  faux  pas  can  slow  you  down. 
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And,  since  security  screeners  are  ra 
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YOU  CAN  SHAVE  PRECIOUS  MINUTES  OFF  YOUR  S 
AT  THE  SECURITY  CHECKPOINT  WITH  NOTHING  MORE 
SOPHISTICATED  THAN  A  PLASTIC  SANDWICH  BAG. 
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FASTEST 
WAY  TO 
ELITE 
STATUS. 


Points  never  expire. 


No  blackout  dates. 


Transfer  points 
between  accounts. 


Fastest  way  to 
Elite  status. 


3.200  locations  to 
earn  and  redeem. 


The 

Six  Continents5"  Hotels 

Family  of  Brands: 


(Attention  status  seekers: 

Now  it's  easier  to  become 

an  elitist.) 


INTER-CONTINENTAL 


sucowmnh 


INTRODUCING  THE  NEW  PRIORITY  CLUB®  REWARDS. 

Reaching  Elite  status  now  requires  fewer  nights:  only  15  for  Gold  Elite  or  50  for  Platinum  Elite.  Plus,  you 
can  even  qualify  for  Elite  status  based  on  the  number  of  points  you  earn  in  a  calendar  year  only  20.000  for 
Gold  and  60.000  for  Platinum.  You  won't  find  that  with  another  program.  What's  more.  Elite  membership 
also  entitles  you  to  complimentary  room  upgrades,  generous  point  bonuses.  Priority  Club  Check-lns"  and 
more.  When  it  comes  to  achieving  Elite  status  quickly,  nothing  tops  Priority  Club  Rewards.  Especially  for 
those  who  are  into  that  sort  of  thing. 


HOTELS  ■  RESORTS 


EXPRESS 


It's  easier.  Enjoy." 


priorityclub.com 


rity  and  grab  the  bag  when  it  comes 
through  the  X-ray  machine. 

Use  the  Essential  Tool 

The  mobile  telephone  has  emerged 
as  the  single  essential  and  indispens- 
able tool  for  life  on  the  road.  Although 
there  are  still  gaps  in  coverage,  mobile 
phones  keep  you  connected  virtually 
anywhere  in  the  country.  The  trick  is  to 
use  the  phones  to  their  ultimate  poten- 
tial to  simplify  your  life  on  the  road. 

For  starters,  corporate  travelers 
should  ensure  that  their  wireless 
phones  are  on  a  national  calling  pro- 
gram. These  all-inclusive  plans  mean 
you  pay  no  long  distance  or  roaming 


Once  you're  on  a  national  plan,  make 
sure  you  use  it  —  and  that  you  make  your 
wireless  phone  your  primary  contact 
number  when  you  travel.  Don't  make  or 
receive  calls  from  your  hotel  guest  room 
telephone,  for  example.  Making  calls  from 
hotel  phones  is  extremely  expensive,  and 
receiving  calls  on  a  guest  room  phone 
leaves  you  at  the  mercy  of  the  hotel's 
voice  mail  or  worse,  an  operator  who  may 
or  may  not  get  the  message  to  you.  Be 
sure  to  program  your  mobile  phone's 
memory  with  the  customer  service  num- 
bers of  all  the  airlines  you  fly.  Then,  if 
there's  a  disruption  in  your  itinerary,  you 
needn't  go  back  to  the  crowded  airport 
ticket  counter  for  help.  Simply  call  from 


ALL  THE  MAJOR  WIRELESS-PHONE  COMPANI 
OFFER  A  NATIONAL  PROGRAM,  BUT  THE  CINGULAR 
NATION  PLAN  IS  PARTICULARLY  ATTRACTIVE. 


charges  wherever  you  are  in  the  U.S.  All 
the  major  wireless-phone  companies 
offer  a  national  program,  but  the  Cingu- 
lar  Nation  plan  is  particularly  attractive. 
At  the  top  level,  a  monthly  fee  of  just 
$199.99  includes  3,000  minutes  of 
unrestricted  calling.  That's  less  than  7 
cents  per  minute  of  calling  < ■■■.ywhere  in 
the  country.  Cingular  Nation  p!  ins  also 
are  available  in  smaller  chunk  .  'rom 
250  minutes  ($29.99  a  monthi  to  2,000 
minutes  ($149.99  a  month). 


your  wireless  phone  and  deal  directly  with 
the  airline's  reservation/help  center. 

Wireless  phones  are  emerging  as  a 
useful  text-messaging  tool.  Although 
mobile  phones  with  Internet  access  have 
had  only  modest  success  to  date,  these 
phones  are  an  excellent  way  to  send  and 
receive  e-mail,  the  lifeblood  of  daily  busi- 
ness life.  In  March,  for  example,  Cingular 
announced  Xpress  Mail.  This  new  service 
s  travelers  real-time  and  secure 
.  s  of  their  desktop  and  seamless 


access  to  their  corporate  e-mail.  Usi 
their  mobile  phone,  Cingular  custom 
can  tap  Microsoft  Exchange  or  Lot 
Notes,   personal   contacts,   corpora 
directories  and  more. 

Focus  on  Frequency 

To  be  blunt  about  it,  corporate  travelei 
obsess  over  the  wrong  frequent-tra\J 
plans.  They  know  every  detail  are 
nuance  of  their  airline  frequent-flyer  pit 
gram,  yet  they  all  but  ignore  their  hot 
frequent-stay  plan. That's  wrong,  sin' 
hotel  frequency  plans  are  richer,  mo 
flexible  and  more  useful  than  the  averaj 
frequent-flyer  plan. 

The  recent  upgrade  of  Priority  Cli 
Rewards,  the  frequent-stay  plan  of  tl 
Six  Continents  groups  of  hotels,  is 
case  in  point.  For  starters,  Priority  Cli 
covers  3,200  hotels  and  resorts  arou 
the  world,  including  popular  brands  su 
as  Inter-Continental,  Crowne  Plaza,  H 
iday  Inn  and  Staybridge  Suites.  It  off( 
travelers  an  exclusive  customer  servi 
number,  guaranteed  room  availability 
elite  members,  expedited  check- 
extended  checkout  times  and  a  varit 
of  other  small  perks  that  simplify  life 
the  road. 

On  the  rewards  side,  Priority  Clut 
much  easier  to  use  than  a  frequent-fl 
plan.  There  are  no  blackout  dates,  points 
not  expire,  awards  can  be  redeerr 
online,  and  there  is  a  simple,  easy-to-un< 
stand  award  chart  that  doesn't  require 
advanced  calculus  degree  to  decipher. 


You'll  be  surprised  by  what  a  Renaissance  hotel  is  and  isn't.  It  isn't  dull, 
predictable  or  typical.  It  is  expressive  design,  award-winning  restaurants  and 
savvy,  intuitive  service.  After  one  stay,  your  preconceptions  of  a  hotel  may 
never  be  the  same.  For  reservations  at  any  of  the  over  120  Renaissance  locations, 
call  your  travel  agent  or  1-800-H0TELS-1  or  visit  renaissancehotels.com 


RENAISSANCE"  HOTELS 


Now,  a  $50  certificate  toward  your  next  stay. 

Present  your  ticket  from  any  of  our  airline  partners  listed  below  at  check-in  by 

$50  certificate  toward  your  next  two-night  stay  at  any  Renaissance  hotel.*  Certificate  expires  12/31/02. 


Present  your  ticket  from  any  of  our  airline  partners  listed  below  at  check-in  by  June  30  and  receive  a  v«WITIOlI. 

REWARDS. 


AmericanAirlines    A  Delta 


UNITED 


'  Not  applicable  for  groups  of  10  or  more,  one  certificate  issued  per  stay,  must  be  used  for  future  2-night  stay,  use  of  certificate  not  combinable  with  other  offers.  Airline  travel  must  take  place 
within  three  days  prior  to  arrival.  American  Airlines'  is  a  registered  trademark  of  American  Airlines,  Inc. 


More  to  the  point,  however,  frequent- 
stay  plans  such  as  Priority  Club,  Marriott 
Rewards  and  Hilton  HHonors  help  travel- 
ers group  lodging  options  into  a  manage- 
able portfolio.  They  permit  travelers  to 
choose  the  type  of  hotel  they  need  when- 
ever they  need  it  and  still  receive  the 
perks  and  special  treatment  they  expect 
as  a  frequent  guest.  Hilton  HHonors,  for 
example,  covers  the  spectrum  from  econ- 
omy brands  like  Hampton  Inn  to  luxury 
properties  such  as  Conrad.  Marriott 
Rewards  offers  lodging  options  from  the 
top  places  in  town  (JW  Marriott)  to  full- 
service  hotels,  such  as  Marriott  and 
Renaissance,  to  all-suite,  extended-stay 
and  economy-priced  properties. 

"All  the  major  hotel  frequent-stay  pro- 
grams are  operated  by  lodging  companies 
that  want  the  majority  share  of  a  traveler's 
wallet,"  explains  Steve  Sickel,  vice  presi- 
dent of  relationship  marketing  for  Six  Con- 
tinents. "The  programs  all  understand  that 
travelers  need  different  types  of  hotels  at 
different  times,  and  they  work  to  ensure 
that  there  is  always  a  [lodging  option]  to 
accommodate  the  traveler's  needs." 

Carry  Less 

The  high-tech  revolution  of  the  1990s  led 
business  travelers  to  weigh  themselves 
down  with  all  sorts  of  new  gadgets:  laptop 
computers,  personal  digital  assistants,  beep- 
ers and  pagers,  and  all  the  requisi+e  cables 
and  power  supplies  for  these  devices.  But 
in  this  post-September  11  world,  the  load  is 
too  much  to  bear.  Since  laptop  computers 
are  the  biggest,  heaviest  and  bulkiest  of 
these  electronic  tools,  they  are  the  logics 


candidates  for  elimination.  Some  travelers 
are  adopting  a  Web-based  solution  like  GoTo- 
MyPC  (www.gotomypc.com),  which  per- 
mits you  to  access  all  the  files  on  your  desk- 
top computer  from  any  PC  anywhere  in  the 
world.  Other  travelers  are  replacing  their  lap- 
tops with  so-called  RIM  (Research  In 
Motion)  devices  that  offer  much  of  the  func- 
tionality of  laptop  computers  without  the 
weight  or  the  wires.  Among  the  leading  pur- 
veyors of  this  new  generation  of  tools  is  Cin- 
gular,  which  offers  a  series  of  pocket-sized 


Besides  adding  locations  —  there  are 
more  than  100  Renaissance  hotels  and! 
resorts  in  27  countries  and  a  dozen  morel 
in  the  pipeline  —  Marriott  is  blending  all  the- 
services  and  amenities  of  full-service  prop- 
erties with  the  personalization  and  ambi- 
ence of  more  intimate  hotels.  "We  want  to 
instill  a  sense  of  delight  and  discovery  fa 
Renaissance  guests  by  having  each  hot! 


STAY  AT  A  BETTER  CLASS  OF  HOTELS.  A  GOO 
CAN  BE  A  TRAVELER'S  BUFFER  AGAINST  THE  CRUEL- 
TIES AND  UNEXPECTED  BUMPS  OF  BUSINESS  TR 


RIM  devices  (www.cingular.com/bus_solu 
tion/bus_wdata_implus)  that  offer  e-mail, 
telephone  and  fax  capabilities. 

Upgrade  Your  Hotel 

Want  to  save  time  on  the  road  with- 
out unnecessarily  curtailing  your 
lifestyle?  Stay  at  a  better  class  of  hotels. 
A  good  hotel  can  be  a  traveler's  buffer 
against  the  cruelties  and  unexpected 
bumps  of  business  travel.  In  recent 
years,  Marriott  International  has  been 
remaking  and  reinventing  its  chain  of 
Renaissance  hotels  into  a  group  of 
unique  properties  specifically  targeted 
it  corporate  travelers  who  want  and 
need  more  from  their  lodgings. 


deliver  distinctive  experiences,"  explains  Si 
Yu,  vice  president  of  Renaissance. 

Each  Renaissance  now  offers  expreS 
sive  and  individual  designs,  extreme! 
personalized  service  and  "street  restail 
rants,"  which  feature  cutting-edge  chefl 
preparing  inventive  local  cuisine  for  loci 
clientele  as  well  as  hotel  guests. 


Joe  Brancatelli  is  the  editor  and  publishe 
ofJoeSentMe.com,  a  noncommercial  We 
site  for  business  travelers.  He  is  also  th 
former  executive  editor  of  Frequent  Fly« 
magazine.  His  columns  on  business  travt 
appear  in  magazines  and  newspaper 
throughout  the  country.  Contact  him  I 
JBrancatelli@aol.com. 


WHEN  NEARLY  HALF  THE  FORTUNE0  1000  ARE  YOUR  CLIENTS,  YOU  TEND  TO  STAND  OUT. 


When  leading  companies  need  a  wireless  partner  to  keep 
things  moving,  they  turn  to  us.  With  over  20  million  subscribers 
nationwide,  it's  no  wonder  that  businesses  rely  on  Cingular 
to  provide  services  such  as  business  calling  plans,  corporate 
e-mail,  interactive  messaging,  and  CRM  solutions.  Maybe  it's 


time  you  noticed  the  shape  business  is  taking  to  express  itself. 
Give  us  a  call  at  1-866-281-7551,  or  visit  us  on  the  internet  at 
www.cingular.com/business.  Also,  feel  free  to  download  our 
"orange"  paper,  Executive  Guide  to  Enterprise-Wide  Wireless 
Data  Strategies,  when  you  visit  our  website. 


Xdnqular 


WIRELESS 


SUN  MICROSYSTEMS 


u 


H-OH— JAVAMAN  LOOKS  LIKE  HE'S  IN  TROUBLE. 
Could  this  finally  be  the  end?  Like  a  comic  book  hero,  Scott 
McNealy,  chairman  of  Sun  Microsystems,  has  thrilled  the  com- 
puter industry  with  his  adventures  for  20  years.  The  man  who 
brought  us  the  Java  programming  language  and  high-perfor- 
mance computers  by  the  thousands  relishes  every  bit  of  contro- 
versy. "If  you  all  thought  we  were  doing  the  right  thing,  then 
everyone  would  be  doing  it  and  we'd  have  no  chance  at  making 
money,"  McNealy  chided  a  crowd  of  investment  analysts  recently. 

The  latest  episodes  have  been  real  cliffhangers,  including  $800 
million  in  losses  during  the  past  12  months  and  the  departure  of 
five  lieutenants — including  President  and  15-year  Sun  veteran 
Edward  Zander.  News  of  his  exit  took  Sun's  stock  down  15%  in  a 
day,  to  below  $7  a  share,  a  low  not  seen  since  1998.  "Sounds  like  a 
buying  opportunity  to  me,"  declares  McNealy.  Even  so,  Sun  has 
no  plans  to  up  its  stock  buyback  program,  which  spends  $100 
million  per  quarter  of  the  company's  $6  billion  in  cash. 

McNealy  says  Sun  will  be  profitable  again  by  the  end  of  the 
June  quarter,  thanks  to  a  lineup  of  brand-new  products.  But 
Sun's  problems  may  be  far  more  fundamental  than  the  current 


Average  selling  prices  have  been  dropping  sharply.  For 
instance,  Runkle  calculates  that  in  1997  Sun's  "entry"  level  sys- 
tems were  about  $27,000.  By  2001  they  had  dropped  to  $13,000. 
IBM's  cheapest  systems  "sold  for  $7,200  in  2001.  By  contrast, 
Runkle  puts  Dell's  average  (for  all  its  systems)  at  about  $4,800. 

Lots  of  current  -Sun  customers  still  love  the  company.  Sun 
kept  ILX  Systems,  the  division  of  Thomson  Corp.  that  provides 
workstations  to  80%  of  NYSE  floor  traders,  without  interruption 
through  the  Sept.  1 1  aftermath.  Bernard  A.  Weinstein,  ILX's  pres- 
ident, says  that  the  Sun  system's  ability  to  run  reliably  is  invalu- 
able. Similarly,  Corporate  Express  in  Broomfield,  Colo,  has  sys- 
tems handling  $5  billion  in  office-supply  orders  every  year.  In 
1999  the  company  began  consolidating  work  from  43  Hewlett- 
Packard  servers  in  different  locations  onto  two  of  Sun's  most 
powerful  servers — and  saved  $10,000  a  day  as  a  result. 

Other  customers  are  less  sanguine.  Credit  Suisse  First  Boston  re- 
cendy  moved  its  trading  floor  software  from  Sun  servers  to  Lintel 
systems  (Linux  on  Intel  chips).  Morgan  Stanley  also  recently  moved 
off  Sun  products  to  a  mixture  of  Lintel  and  Wintel  systems. 

Jeffrey  Guilfoyle,  a  vice  president  with  the  two-year-old 
Solutionary  in  Omaha,  Nebr.,  is  building  a  center  that  will  man- 
age electronic  security  and  firewalls  for  customers.  Both  IBM  and 
Sun  had  attractive  servers,  he  says,  but  both  wrapped  their  sales 


BUNSPOTS 

HOW  SUN  HOPES  TO  INNOVATE  ITS  WAY  OUT  OF  TROUBLE  I  BY  ELIZABETH   CORCORAN 


economic  dip.  Technology  is  turning  against  Javaman.  For  years 
the  distant  threat  has  been  that  the  Wintel  duopoly — Intel  chips 
running  Microsoft  software — would  defeat  Sun  from  below. 
Until  now  Sun  has  been  a  wily  player,  inventing  new  technology 
that  charmed  customers  into  paying  for  Sun's  unique  features. 
Now  the  threat  is  not  so  distant. 

Teams  of  small,  cheap  computers  can  now  do  just  about  all 
the  jobs  that  once  were  the  domain  of  Sun's  machines.  Cus- 
tomers who  worried  about  Windows'  porous  security  or  ten- 
dency to  crash  are  discovering  that  Windows  is  getting  better — 
and  in  the  meantime  can  turn  to  the  hardy  and  basically  free 
Linux  operating  system.  IBM  has  also  roared  back,  tempting  cus- 
tomers with  a  smorgasbord  of  computer  power  and  consulting 
services.  In  the  nine  months  from  July  2001  through  March 
2002,  Sun's  gross  margins  were  39%.  Two  years  ago  they  were 
52%.  "Sun  has  historically  been  the  leading  Unix-based  server 
in  the  market,"  says  Rebecca  Runkle,  an  executive  director  with 
Morgan  Stanley.  "But  we  are  definitely  seeing  an  inflection  poinl 
as  Linux  and  Windows  gather  steam." 
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into  larger  packages  with  additional  licensing  requirements  and 
storage  systems.  Guilfoyle  just  wanted  machines,  so  he  went  with 
clusters  of  Dell  servers  running  Linux. 

Royal  Dutch/Shell's  U.S.  arm  is  consolidating  all  its  database 
operations  at  three  geographic  hubs.  "We're  trying  to  drive  the 
total  cost  of  ownership  down — considerably,"  says  Richard  Albrit- 
ton,  who  manages  the  megacenter  program.  His  pick:  IBM. 

So-called  blades — powerful  and  thin  computer  boards  that 
slide  into  a  rack — are  the  hippest  concept  in  computer  centers. 
One  refrigerator-size  rack  might  hold  200  blades,  providing 
tremendous  computing  power  per  square  foot  of  floor  space. 
IBM,  Dell  and  Sun  are  rolling  out  blades  this  year.  Price-perfor- 
mance data  are  still  scarce,  but  the  systems  promise  to  deliver 
more  computing  per  square  foot  in  data  centers  at  low  prices. 

"It's  hard  to  be  a  major  player  and  have  your  only  capability 
be  innovation,"  says  Kevin  Rollins,  president  of  Dell.  "It's  about 
innovation,  cost  and  quality.  You  need  all  three  vectors  going 
simultaneously." 

Rollins'  point  is  somewhat  self-serving.  Dell  spends  a  spare 
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1.6%  of  sales  on  research,  compared  with  1 1%  for  Sun  and  6% 
for  IBM.  But  customers  are  beginning  to  agree  with  him.  "We 
were  a  Sun-Solaris  shop  for  five  years  and  were  happy  with  the 
platform  but  not  with  the  cost/performance,"  says  James  Cal- 
loway, executive  vice  president  of  Nando  Media  in  Raleigh,  N.C., 
which  runs  Web  sites  for  the  McClatchy  newspaper  chain.  These 
days  Nando  Media  serves  up  30  million  to  40  million  page  views 
a  month  using  100  Dell  servers,  cutting  his  expenses  in  half. 

Even  executives  at  data  processing  outsourcer  EDS,  histori- 
cally a  Sun  ally  but  now  also  a  Dell  fan,  are  circumspect  when  it 
comes  to  Sun's  prices.  "Anytime  a  customer  starts  to  identify 
solutions  as  expensive,  it's  time  to  recalibrate  the  cost  equation," 
says  John  Wilkerson,  president  of  EDS'  global  alliances. 

To  this,  McNealy  retorts:  "We  couldn't  be  better  positioned." 

For  the  past  20  years,  since  the  day  it  shipped  its  first  com- 
puter ready  to  be  plugged  into  a  network,  Sun  has  been  a  tech- 
nology leader.  Early  Web  builders  frequently  preferred  Unix-fla- 
vored operating  systems  such  as  Solaris  (and  now  Linux)  to 
Microsoft  software.  Sun's  Java  language  was  a  potent  marketing 
tool.  Between  1997  and  2000,  Sun  sales  more  than  doubled  to 
$18.3  billion,  and  net  income  climbed  2.5  times  to  a  peak  of  $1.9 
billion  in  fiscal  2000.  Even  as  tech  spending  cooled,  Sun  executives 
kept  a  defiant  stance.  In  late  2000  Zander  told  FORBES:  "I  think 
there's  going  to  be  a  shift  in  capital  spending,  and  it's  going  to  be 
lucky  for  us."  Companies,  he  said,  "will  keep  investing  in  Internet 
infrastructure  ...  because  that's  going  to  let  you  gain  global  ad- 
vantage and  be  more  competitive." 

Not  quite.  The  drought  in  capital  spending  hurl  Sun  as 
much  as  any  box  manufacturer. 

Sun  executives  have  a  comeback  line.  McNealy  says  his  hottest 
product  is  its  Sun  Fire  V880,  a  two  processor  Ultra  Sparc  Solaris 
system  that  starts  at  $30,000,  introduced  last  October.  Sun  is  also 
filling  out  its  low-end  product  lines.  In  February  it  dramal 
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broadened  its  support  for  Linux.  Courtesy  of  an  acquisition  com- 
pleted in  2000,  Sun  is  also  selling  its  Cobalt  line  of  servers,.which 
run  Linux  on  Intel  processors  and  now  start  as  low  as  $1,000.  Sun 
also  rebranded — and  repriced — an  existing  Ultra  Sparc-based 
server  that  runs  Solaris  to  sell  for  $995,  calling  it  "$3,000  of  value." 
Even  its  longtime  disdain  for  Intel  technology  is  taking  a 
backseat.  In  January  Sun  indicated  that  it  was  withdrawing  sup- 
port for  running  Solaris  on  Intel's  chips.  Customers  were  furi- 
ous. "We  were  surprised"  at  the  reaction,  says  Jonathan 
Schwartz,  recently  promoted  to  head  Sun's  software  division. 
"Stay  tuned,"  he  says,  implying  that  Sun  will  reembrace  Intel. 

Despite  public  posturing  about  Wintel's  never  becoming  a 
viable  rival,  Sun  executives  have  been  debating  for  more  than  two 
years  what  would  happen  to  their  company  when  small  servers 
became  commodities.  A  skunk  works  panel  of  engineers  has  been 
working  on  lacing  together  small  numbers  of  cheap  computers 
to  deliver  the  punch  of  an  expensive  Sun  workstation.  Last  August 
this  team  took  their  conclusions  to  top  execs:  "If  you  keep  build- 
ing the  same  thing,  you'll  be  fighting  it  out  on  narrower  margins." 
Instead,  they  proposed  a  run  for  the  high  ground:  Develop  both 
software  and  hardware  technologies  that  would  help  customers 

better  manage  all  the  diverse 
components  in  their  data  cen- 
ters. It  would  be  much  like 
what  Sun  did  when  it  was 
founded:  taking  commodity 
chips,  software  and  network- 
ing gear  and  packaging  them 
together  for  customers.  Now, 
in  a  future  strategy  it  is  calling, 
for  the  moment,  Nl,  it  would 
take  commodity  servers, 
routers,  storage  gear  and  so  on,  and  package  them.  "We're  scaling 
up — going  into  a  modern  data  center,  finding  thousands  of  com- 
ponents, and  we're  building  the  next  system  out  of  them,"  says 
Greg  Papadopoulos,  McNealy's  chief  technology  officer. 

But  making  good  on  that  now-fuzzy  promise  is  a  daunting 
task.  Papadopoulos  says  that  it  will  take  Sun  another  year  to  get 
its  latest  ideas  about  network  management  included  in  software, 
and  a  year  or  two  beyond  that  to  build  specially  designed  micro- 
processors that  will  run  the  hardware  in  such  systems. 

The  sawiest,  and  most  honest,  executives  at  Sun  realize  that 
betting  on  technology  shifts  is  a  tremendous  gamble.  "If  you 
look  at  all  the  major  discontinuities  in  the  business,"  said  Zan- 
der in  an  interview  in  May,  "it  took  several  years  to  figure  out 
what  was  going  on.  It's  like  being  in  a  hurricane.  Is  the  future 
about  optical  computing?  Is  it  about  Nl?  And  then  you  have  to 
go  through  several  versions  to  get  the  products  right." 

Schwartz,  who  is  now  among  the  dozen  managers  who 
report  to  McNealy,  says  he  thinks  Sun  works  best  when  cor- 
nered. "We  lost  our  way  when  there  was  no  top  dog  to  topple. 
We  are  much  better  defined  by  having  to  innovate  through 
I  problems  |  than  by  a  marketplace  that  just  douses  the  industry 
with  lice  capital  and  says  go  buy  more  servers.  So  I  think  we're 
inning  to  hil  a  stride  again."  We'll  see.  F 


'WE  LOST  OUR 
WAY  WHEN 
THERE  WAS 
NO  TOP  DOG 
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Out  of  the 
Discard  Bin 

Closeout  retailer  Big  Lots  was 
a  junk  heap  when 
took  over.  Now  it  has  moved 
step  up,  to  "organized  chaos 


BY  LUISA  KROLL 


ANYONE  WHO  HAS  EVER 
shopped  in  Big  Lots  wouldn't 
recognize  the  new  store  that 
opened  late  last  month  in 
Dublin,  Ohio.  Near  the  front 
hangs  a  huge  sign  promoting  deals  like 
Mioo  Palm  Pilots  for  $70  and  announcing 
such  coming  attractions  as  Schwinn 
Scooters  for  $15.  Inside,  there's  a  rational 
layout,  with  home  furnishings  and  furni- 
ture on  one  side,  food  and  household 

(04     r-   O  R  B  E  S  ■  M< 


goods  on  the  other,  and  seasonal  prod- 
ucts like  beach  chairs  in  the  middle.  Dis- 
plays at  the  front  of  each  aisle  are  neatly 
stocked  with  well-known  brands  like 
Gatorade  and  Kellogg' .  At  the  cash  regis- 
ters, random  customers  get  receipts  with 
surveys  attached  and  $3  coupons  tor  fill- 
ing them  out. 

This  is  the  shape  of  things  to  come. 
"We  could  never  have  done  this  before," 
says  Michael  Potter,  chief  executive  of  Big 


Lots.  "It's  bringing  science  to  the  unscien- 
tific. It's  organized  chaos." 

"Organized"  is  not  a  word  anyone 
would  ever  have  applied  to  the  Columbus, 
Ohio-based  company  in  June  2000,  when 
Potter,  the  former  chief  financial  officer, 
was  plucked  by  the  board  to  lead  a  turn- 
around. Big  Lots  was  in  big  trouble.  For  I 
the  first  time,  customer  traffic  had  fallen 
two  years  in  a  row.  The  operating  margin 
had  dropped  from  8.1%  in  1997  to  5.8 
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in  1999,  the  stock  from  $50  to  $14. 

With  $3.4  billion  in  2001  sales,  Big 
Lots  dominates  so-called  broadline  close- 
outs,  with  a  70%  share  of  the  buy  side.  It 
acquires  leftover,  discontinued  and  other- 
wise unwanted  items  from  3,000  vendors, 
including  Procter  &  Gamble  and  Mattel, 
as  well  as  from  manufacturers  in  tiny 
Philippine  and  Chinese  villages.  It  retails 
these  items  at  prices  20%  to  40%  below 
discount-store  prices.  For  shoppers,  it's  an 
adventure:  Among  the  15,000  to  20,000 
items  stocked  by  the  average  store,  you 
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Lowest  of  the  Low 

Who  knew  retail  prices  for  a 
20-ounce  box  of  Cheerios 
varied  so  wildly?1 

Ch.66liOS.      Albertson's:  $4.59 

Wal-Mart  Supercenter:  $3.47 
SuperTarget:  $2.99 
Publix:  $2.99 
Big  Lots:  $2.49 
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'Orlando,  Fla.  February  prices. 
Sources:  Midwest  Research;  Big  Lots. 


might  find  Singer  sewing  machines  and 
Harry  Potter  T  shirts  one  week,  slot 
machines  and  wedding  gowns  the  next. 
It's  even  more  chaotic  for  Big  Lots,  which 
must  be  able  to  make  a  deal  on  the  fly  and 
receive  huge  shipments — 270  trailers  of 
Mead  paper  supplies,  say — within  days. 

Big  Lots  was  a  masterful  creator  of 
additional  chaos.  Until  1998  the  company 
(then  called  Consolidated  Stores)  didn't 
have  a  computerized  system  to  track 
inventory,  much  less  how  quickly  the 
items  were  moving.  It  made  disastrous 
forays  into  toy  retailing,  spending  $329 
million  on  Toy  Liquidators  and  KB  Toys  in 
the  mid-1990s,  just  as  the  industry  was 
suffering  from  overexpansion.  It  pumped 
$80  million  into  kbk.  ompetitor 

to  the  ill-starred  !  umpedthe 

entire  toy  retailing  at  a  $407 

million  aftertax  loss. 

Big  Lots'  largest  bief 

rival  MacFrugaPs,  foi  si  tockin 

1998 — was  a  near-calamil  ugal's 

merchandising  head,  put  in  ch: 
buying, assumed  that  what  had  worked  on 

106      i    O   R   »   E   S  •   Ma 


the  West  Coast,  where  he  had  cut  his  teeth, 
would  do  just  as  well  in  the  Midwest  and 
the  South,  where  Big  Lots  predominated. 
He  pulled  back  on  sporting  goods,  auto 
supplies  and  heavy  tools,  which  wouldn't 
appeal  to  California's  female-skewed 
stores.  That  alienated  male  shoppers.  With 
a  combined  company,  Big  Lots  suddenly 
had  three  distribution  centers  instead  of 
one,  adding  to  the  confusion  and  inven- 
tory delays.  By  the  summer  of  1998  store 
shelves  were  one-third  empty;  traffic  fell 
3%.  "It  takes  years  to  get  customers,  but 
only  minutes  to  lose  them," 
says  Potter. 

A  day  after  being  named 
chief  executive,  Potter,  then 
38,  grabbed  four  of  his  lieu- 
tenants and  holed  up  in  a 
Columbus  Marriott  for  two 
and  a  half  days,  hashing  out 
a  new  plan.  All  1,335 
stores — a  jumble  of  Big  Lots, 
Odd  Lots,  MacFrugal's  and 
Pic  'N'  Save — would  operate 
under  the  Big  Lots  name. 
Buyers,  district  managers 
and  vice  presidents  would 
review  all  aspects  of  the  busi- 
ness, from  the  supply  chain  to  marketing 
and  customer  service.  For  the  first  time, 
the  retailer  held  focus  groups  with  people 
who  didn't  shop  at  Big  Lots  or  didn't  like 
its  stores.  Potter  came  away  with  the  con- 
clusion that  customers  wanted  more  pre- 
dictability and  respectability  in  an  inher- 
ently unpredictable  and  trashy  business. 
To  help  rebrand  the  stores,  he  cut  10  of  the 
East  Coast's  36  circulars,  shifting  those 
savings  to  advertising,  increasing  the  tele- 
vision budget  by  50%  to  $30  million  a 
year.  (One  spot  features  an  old  beat-up  Pic 
'N'  Save  truck  going  into  a  truck  wash  and 
coming  out  as  a  bright,  shiny  Big  Lots 
truck.)  The  move  caused  some  short-term 
pain.  Each  time  a  circular  was  cut,  sales  for 
that  week  dropped  up  to  10%.  "It  was 
scary,"  recalls  Potter,  since  it  would  take 
months  to  recoup  that  lost  volume. 

ing  up  the  stores  has  been  easier. 
Having  long  operated  on  the  cheap  (pay- 
ing an  average  $4  per  square  foot  to  lease 
its  stores),  Big  Lots  had  skimped  on  interi- 
ors, letting  floors  crack  and  keeping  lights 
dim.  Hundreds  of  the  stores  either  didn't 


have  rest  rooms  or  had  them  buried  in 
stock  rooms.  Over  a  period  of  two  years, 
Potter  is  investing  $80,000  per  store  to 
repaint  and  put  in  new  light  fixtures,  signs, 
floors  and  bathrooms.  He  did  205  last  year 
and  will  do  another  229  this  year.  These 
investments  seem  to  be  translating  into 
7%  sales  gains,  worth  an  estimated 
$50,000  per  store  in  incremental  gross 
profit.  Potter  is  tying  25%  of  employee 
bonuses  to  quarterly  polls  of  customers  on 
service  quality.  Those  bonuses  can  make 
up  5%  of  a  store  manager's  $40,000  pay. 

Mixed  in  with  the  opportunistic  mer 
chandise  are  600  items  that  the  store  man 
ager  must  keep  always  in  stock,  like  batter 
ies,  mouthwash  and  cotton  balls.  Not  sc< 
simple  for  a  store  that  buys  leftovers.  Con-; 
sider  diapers.  While  it  would  gladly  stock 
Pampers  and  Huggies  all  the  time,  Big  Lots 
can't  do  that.  So  it  stocks  a  reliable  $3 
package  of  private-label  diapers  alongside 
the  intermittent  $6  name  brands.  In  2001.! 
its  first  year,  the  house  brand  diaper 
racked  up  $9  million  in  sales. 

A  renovated  data-processing  systerr 
lets  buyers  track  stock,  recording  units 
down  to  every  size  bottle  of,  say,  Polanc 
Spring  water,  learning  what's  moving  anc 
what  isn't.  The  intelligence  has  inducec 
Big  Lots  to  expand  consumables  anc 
home  decor  and  abandon  artificial  flow- 
ers, to  pull  Nascar  products  from  the  Wes 
Coast  and  to  stock  four  times  as  much  liq- 
uid as  powder  detergent  on  the  East  Coast 

Customer  traffic  has  risen  everi 
month  since  November  after  falling  fo: 
three  straight  years.  Same-store  sales  fo: 
March  jumped  24%  and  are  expected  t( 
be  up  12%  for  the  quarter,  from  the  sanv 
period  a  year  ago.  Sales  per  square  foot  an 
improving,  rising  to  $100  last  year  fron 
$92  in  1998,  still  way  below  discounter 
like  Family  Dollar  Stores  and  Dollar  Gen 
eral(eachat$140). 

After  a  net  loss  of  $20  million  in  2001 
Potter  predicts  the  company  will  earn  $5 
million  this  year.  On  that  basis,  shares  tha 
have  doubled  since  January  to  $15  ar 
hardly  a  bargain;  they're  trading  at  a  for 
ward  price/earnings  multiple  of  33,  com 
pared  vvidi  27  for  Family  Dollar  and  22  fo 
Dollar  General  Corp.  Wall  Street  is  bettin 
that  the  Potter  reformation  era  is  jus 
beginning.  I 
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your  growing  business.  Add  to  that  our  top-notch  customer  service  and  there's  no  reason  to 
look  anywhere  else.  Want  to  make  the  office  a  better  place  for  your  employees? 
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Backseat  Driver  By  Jerry  Flint 

The  Ford  Revolution 


GM  turned  around  last  year, 
thanks  to  trucks,  while  Ford 
stalled,  as  reflected  in  the  stocks. 


A  HUNDRED  YEARS  AGO,  LENIN  PUBLISHED  HIS 
revolution-fomenting  essay,  "What  Is  To  Be  Done?" 
I'm  asking,  too,  but  about  Ford  Motor.  You  recall 
William  Clay  Ford  Jr.  stepped  in  and  pushed  out 
chief  executive  Jacques  Nasser  as  the  company  deteri- 
orated. Nasser  started  out  well  but  became  consumed  by  every 
management  fad  around — globalism,  diversity,  e-business  and 
consumerism — instead  of  concentrating  on  building  good 
cars  and  trucks.  Many  of  the  top  people  don't  know  the  Amer- 
ican market. 

So  what  is  to  be  done?  First,  recognize  that  America  is  where 
Ford  will  live  or  die,  building  and  selling  cars  and  trucks  here. 
Too  many  Ford  people 
think  the  company's  ,  HO  i  ICKUP 
future  is  in  London, 
where  its  Premier  Auto 
Group,  which  includes 
Jaguar,  Volvo,  Land 
Rover  and  Aston  Mar- 
tin, is  overseen.  (Lincoln 
has  been  reassigned  to 
the  U.S.  organization.) 
The  foreign  premier 
brands  account  for 
maybe  20%  of  Ford's 
automotive  revenues. 
But  they  are  a  sideshow, 
and  Ford  had  better 
realize  this  fast. 

General  Motors  has 
turned  itself  around  with  a  successful  truck  program  here,  not 
with  foreign  luxury  cars.  The  big  money,  the  billions  of  dollars 
in  profits,  is  in  trucks,  not  Jaguars,  Volvos  or  Aston  Martins. 

Bill  Ford  was  right  to  oust  Nasser,  but  the  work  of  rebuild- 
ing Ford  is  just  starting.  And  the  company  desperately  needs 
some  visible  leadership.  Everything  seems  to  be  going  in  slow 
motion.  A  point:  Ford  doesn't  have  a  ranking  officer  in  charge 
of  trucks,  the  single  most  important  part  of  its  business.  I  urge 
Ford  to  put  its  brightest  American  executive  in  charge  of 
trucks — not  solely  a  marketer  but  somebody  who  knows  some- 
thing about  design,  engineering  and  production — and  give  him 
or  her  the  rank  of  group  vice  president. 

To  run  these  operations,  Ford  must  find  people  who  blow 
the  American  market.  Nicholas- Scheele,  the  new  president  and 
chief  operations  officer,  is  a  good  and  able  man  but  he's  a  Euro- 
pean who  has  been  working  in  Europe.  In  the  past  I  wrote  the 
same  thing  about  Ford's  European  operations,  that  it  needed 
Europeans  running  that  business  (Feb.  10,  1997).  It  w 
only  when  Ford  put  this  same  Nick  Scheele  in  charge 
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over  there  that  Europe  began 
straightening  out. 

If  necessary  Ford  should 
blow  the  bugle  and  call  out  of 
retirement  the  men  who  led  the 
company  to  greatness  in  the 
past.  Like  Ed  Hagenlocker,  who 
whipped  GM  in  trucks,  or  Rob 
ert  Rewey  and  Ross  Roberts, 
great  marketing  men,  or,  yes, 
put  the  one  and  only  Lee  Iacoc 
ca  on  the  board.  GM  did  some 
thing  similar  when  it  made  longtime  car  exec  Robert  Lutz 
product  vice  chairman  last  fall.  But  Ford  doesn't  need  a  single 
product  czar.  Historically  it  had  the  best  product-planning 
department  around.  Resurrect  it. 

Then  let  the  Americans  design  and  build  vehicles  for  Amer 
ica.  Stop  tabng  basic  design  and  engineering  guidance  from 
Japanese  Mazda  and  Ford  Europe.  The  products  that  have 
resulted  from  this  "globalism"  have  generally  had  flat  and  bor- 
ing designs — one  year  of  good  sales  and  then  they  fizzle. 
What  is  to  be  done  about  the  products? 
Pickup  trucks  are  the  first  priority.  The  big  F-150  series  and 
the  smaller  Ranger  must  be  improved.  The  Ranger,  which  has 
been  America's  bestselling  small  truck,  is  old  and  GM  will  have 
a  superior  competitor  next  year. 

Next,  more  spinoffs  from  the  pickups.  That  means  building 
variations  using  the  same  basic  frame.  That's  what  GM  is  doingl 
with  its  Chevrolet  Avalanche  and  the  coming  Hummer  H2,  both 
of  which  are  built  on  a  common  platform  with  the  Silverado 
pickup.  This  is  how  to  build  volume  off  one  frame  and  make 
huge  profits.  Ford  has  some  such  variations  but  needs  more. 

Save  Mercury  dealers  with  a  small  sport  utility  vehicle,  like 
the  Escape.  Make  it  a  woodie.  This  should  be  a  six-month  job. 
Then  create  a  full  line  of  rear-wheel-drive  vehicles  for  Mercury 
meaning  a  sedan,  convertible  and  station  wagon.  In  fact,  build  a 
wagon  version  for  Lincoln,  too. 

Build  a  smaller  Taurus  that  looks  as  good  as  an  Audi,  anc 
offer  it  as  a  four-  as  well  as  a  six-cylinder  engine  (like  the  Japan- 
ese Honda  Accord  and  Toyota  Camry). 

But  the  key  is  to  rebuild  that  American  product-planning 
team.  There  will  be  a  Ford  in  our  future,  and  that  stock  isn'i 
going  to  sit  at  $  1 5  forever.  But  Ford  must  get  off  its  backside  anc 
race.  Lenin  answered  his  own  question  about  what  was  to  b( 
done  this  way:  no  compromises,  no  halfway  measures  to  a  Bol- 
shevik revolution.  I  say  to  Ford:  no  compromises,  no  halfway 
measures.  Build  great  cars  and  trucks.  9 
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Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automobil> 
industry  since  1958.  Visit  his  home  page  at  www.forbes.com/flint. 
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e  RitzCarlton  New  York,  Battery  Park  welcomes  you  with  views  of  Manhattan,  the  New  York  Harbor 

1  the  Statue  of  Liberty.  Of  course,  our  world-class  luxury  and  personal  service  are  far  from  new,  but  perhaps 

it's  the  best  news  of  all.  Also  featuring  2  West  restaurant  showcasing  new  American  cuisine  and  Rise  bar 

vina  innovative  cocktails  and  light  fare.  For  more  mformation,  call  212344-0800,  or  visit  www.ntzcarlton.com.      THE  RlTZ-CARLTON" 
&  °  .  New  York.  Battery  Park 

The  Ritz-Carlton.  Now  with  more  addresses  in  the  Northeast. 

Boston  (October  2002)  ■  Boston  Common  ■  Georgetown  (2003)  •  Montreal  •  Neu>  York,  Battery  Park 

Neu>  York,  Central  Park  ■  Pentagon  City  •  Philadelphia  •  Tysons  Corner  •  Washington,  DC. 
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IT  DEFIES  EVERYTHING,  INCLUDING  DESCRIPTION 

CADILLAC  ESCALADE  EXT 

The  world's  first  reconfigurable  luxury  SUT. 


WHAT  HAPPENS  WHEN  YOU  HAND  OUT 
$21.4  billion  in  economic  development? 
Descend  six  stories  below  what  used  to  be 
the  World  Trade  (.'enter,  and  you  can  see 
$544  million  of  those  federal  tax  dollars  at 
work.  Every  weekday  before  Sept.  1 1 ,  New  Jersey  PAT1 1  subway 
trains  shuttled  65,000  people  to  and  from  an  underground  ter- 
minal beneath  Ground  Zero,  ne  months  after  the  attacks, 
the  entrance  to  the  PAT1 1  tunnel        mbles  the  gateway  to  Hell. 


Arm-thick  power  cables  droop  like  tentacles  near  the  17-fooi 
diameter  hole  in  the  foundation  of  the  twin  towers.  Out  of  th 
darkness  beneath  the  Hudson  River  rumbles  a  Ford  true 
manned  by  one  of  a  half-dozen  men  in  orange  vests  and  whii 
jumpsuits  who  log  12-hour  shifts  chopping  debris  and  scoor. 
ing  it  onto  the  truck  bed.  If  all  goes  well,  commuters  will  ha\ 
a  temporary  terminal  by  the  end  of  2003. 

It's  not  so  clear  that  the  remaining  $20.9  billion,  earmark* 
for  redevelopment  by  President  Bush,  will  be  as  well  spent.  N» 
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Tempest 

Over 
$21  billion 

As  Mayor  Mike  Bloomberg  presides 

over  the  taxpayer  bailout  of  Sower 

Manhattan,  there  will  be  unexpected 

gains  for  a  lucky  few-and  tough 

times  for  many  others. 

BY  BRETT  NELSON  AND  TOMAS  KELLNER 

PHOTOGRAPH  BY  GREGORY  HEISLER  FOR  FORBES 


I  want  of  good  intentions.  New  York  City  Mayor  Michael  R. 
loomberg  aims  to  usher  in  the  renaissance  of  downtown  Man- 
ittan — with  $73  billion  in  economic  output,  the  third-largest 
•mmercial  business  district  in  the  U.S.,  behind  midtown  Man- 
lttan  and  Chicago. 

No  one  is  suggesting  that  rebuilding  the  site  will  turn  New 
>rk  City  into  a  great  place  to  do  business  (it  ranks  number  152 
i  our  list  of  Best  Places,  down  from  86  last  year;  see  p.  128). 
igh  taxes  and  rents,  baroque  zoning  laws  and  the  stranglehold 


of  unions  and  environmental  regulation  are  enough  to  terrify 
most  outsiders.  But  Manhattan  is  still  the  nation's  top  mediator 
of  capital — and  has  been  ever  since  "jobbers"  and  brokers 
traded  stocks  under  che  buttonwood  tree  on  Wall  Street  in  1792. 
"It  is  in  the  country's  best  interest  to  get  the  city's  economic 
engine  as  hot  as  it  possibly  can,"  Bloomberg  says.  "And  down- 
town is  part  of  it." 

There  is  plenty  to  repair.  Many  of  the  100,000  jobs  that  left 
the  neighborhood  will  never  return.  An  estimated  $16  billion 
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dropped  from  the  city's  GDP;  roughly  30  million  square  feet — 
30%  of  the  total  office  space  downtown — was  damaged  or 
destroyed,  according  to  the  New  York  City  Partnership. 

But  that  $21.4  billion — actually  $70  billion,  if  you  throw  in 
likely  insurance  proceeds — may  end  up  doing  little  to  achieve  an 
economic  recovery.  There  will  certainly  be  unintended  conse- 
quences as  the  funds  are  dispersed,  and  various  groups  will  end 
up  profiting  from  the  tragedy,  intentionally  or  otherwise.  There 
will  be  windfall  gains  for  large  corporations,  already  powerful 
commercial  property  owners  and  residential  landlords  far  from 
Ground  Zero  (to  name  a  few).  Losers  will  include 
coundess  small  businesses  and,  perhaps,  federal  tax- 
payers. Hanky-panky  is  almost  inevitable. 
Bloomberg  acknowledges  as  much.  "When  there  is 
a  big  pot  of  money,  everybody  gets  creative,"  he 
says,  crossing  his  stocking  feet  on  a  chair  in  City 
Hall.  "There  will  be  a  lot  of  politicking,  arguing, 
pressuring  and  pandering.  But  I  think,  in  the  end, 
the  public  will  be  served." 

Maybe,  maybe  not.  For  one  thing,  no  amount 
of  money  can  hold  back  a  riptide.  Wall  Street  has 
been  losing  financial  jobs  to  midtown  (and  the 
New  York  metro  region)  since  World  War  II. 
Souped-up  telecommunications  networks  have 
made  it  easier  for  companies  to  spread  their  oper- 
ations, reducing  risk  from  power  shortages  and 
terrorist  attacks.  Despite  midtown's  higher  rents — 
up  to  30%  more — many  firms  have  migrated 
north  in  search  of  easier  commutes  and  better 
entertainment.  At  the  time  of  the  attacks,  midtown 
boasted  139,000  financial  jobs,  up  2%  since  1989 
(the  oldest  available  figures  from  the  New  York 
Department  of  Labor),  compared  with  150,000  in 
lower  Manhattan,  down  16%.  Sept.  11  accelerated 
the  slide:  Recent  defections  include  Lehman 
Brothers  (6,400  employees),  Morgan  Stanley 
(2,000),  Marsh  &  McClellan  (1,300)  and,  soon, 
Goldman  Sachs'  stock-trading  operation  (5,000). 

If  history  is  a  guide,  this  latest  attempt  at  urban 
social  engineering  will  fail.  "There  is  no  science  to 
[economic  development],  no  set  of  rules,"  says 
Peter  Beck,  senior  analyst  with  Hamilton,  Rabi- 
novitz  &  Alschuler,  a  real  estate  and  economic 
development  consultancy  in  New  York.  At  worst, 
it's  a  mess — as  the  efforts  to  create  vibrant  com- 
mercial districts  in  downtown  Hartford  and  New 
Haven,  Conn,  proved  in  the  1950s.  That  lesson  has 
been  repeated  across  the  U.S.,  from  the  Renais- 
sance Center  in  Detroit  to  the  World  Trade  Center 
itself:  Funded  by  Port  Authority  bonds,  it  was  a 
boondoggle  rescued  a  decade  after  its  creation  by  a 
surge  in  office  rents.  "Whether  such  redevelop- 
ment requires  i  I  :ral  subsidies  is  not  at  all  clear," 
writes  Alexander  Garvin  in  '.  ■  American  City: 
What  Works,  What  Doesn't  (M<  ,raw  Hill,  1996). 
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Garvin  should  know:  He's  the  city's  chief  planner  at  Ground 
Zero. 

Since  1989  the  city  has  given  $5  billion  in  breaks,  mainly  to 
large  firms  like  banks  and  insurers,  according  to  New  York  City's 
Independent  Budget  Office.  And  still  the  total  number  of  jobs 
shrank  by  18,000.  Apart  from  the  effectiveness  of  the  handouts  is 
the  issue  of  their  fairness:  All  businesses  pay  stiff  taxes  so  that  a 
few  lucky  or  well-connected  ones  can  get  rebates. 

In  one  colossal  game  of  chicken,  Chase  Manhattan  Bank 
threatened  in  1988  to  move  4,000  jobs  across  the  Hudson  to  Jer- 


By  the  Numbers 


Following  the  Money 

Only  a  small  fraction  of  $21.4  billion— roughly  $1.5  billion— has 

already  been  spent  or  committed.  Cleanup  price  tag:  about  $750  million. 

ENACTED 


Federal  Emergency  Management  Agency  (FEMA) 

—infrastructure  repair,  debris  removal,  overtime  for  police  and 
firefighters,  contractors'  insurance,  emergency  response 

Lower  Manhattan  Development  Corp. 

—transit  repair:  $1.3  billion 

—business  and  residential  attraction  and  retention:  $700  million 

Empire  State  Development  Corp./City  Economic  Development  Corp. 

—grants  to  businesses 
Small  Business  Administration  loan  assistance 

Federal  agencies  —hospital  reimbursements,  workers' 
comp,  medical  assistance,  crisis  counseling 

"Liberty  Zone"  tax  package2 
Assistance  to  needy  families 

PROPOSED 

FEMA— repair  of  transit  system  to  pre-Sept.  II  conditions  $2.75  bil 

Department  of  Transportation— improvements  to  subways  and  streets  $2  bil 


$6.1  bil 
$2  bil 

$700  mil1 

$175  mil 
$1.3  bil 

$5.5  bil3 
$100  mil 


$15.9  bil 


Housing  and  Urban  Development 

—repairing  two  Con  Edison  substations:  $400  million 
—restoring  Verizon  switching  facility:  $350  million 

'May  grow  to  $1.2  billion.  2ln  forgone  taxes,  over  ten  years.  The  Congressional  Joint 
Committee  on  Taxation  projects  only  $5  billion. 
Source:  U.S.  Office  of  Management  and  Budget. 


$750  mil 


$5.5  bil 


For  more  than  30  years,  the  UPS  Community  Internship  Program  has  taught  some  surprising 
lessons.  Just  ask  Jim  Winestock.  As  a  rising  executive,  he  was  sent  to  rural  Tennessee  to  enhance 
his  management  skills.  He  worked  in  a  soup  kitchen,  volunteered  at  a  police  department  and 
helped  a  poverty-stricken  family  build  a  home.  It  was  a  different  Jim  Winestock  who  returned  to 
UPS  a  month  later.  One  who  could  easily  relate  to  all  kinds  of  people.  Not  just  on  a  professional 
level,  but  on  a  human  one.  To  hear  Jim  tell  it,  that  will  make  anybody  a  better  manager. 

WHAT  CAN  BROWN  DO  FOR  YOU? 


THANKS  TO   A   UPS  TRAINING 

PROGRAM,  JIM  WINESTOCK  MET  SOMEONE 


HE   DIDN'T  KNOW. 


JIM  WINESTOCK. 


community.ups.com 
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sey  City.  To  keep  these  jobs  in  the  city  for  22  more  years,  New 
York  offered  $235  million  in  tax  breaks  and  cheap  electricity. 
Eleven  years  later  the  bank  moved  3,500  other  workers — 10%  of 
its  New  York  staff — to  Dallas,  Tampa  and  Lowell,  Mass.  A  year 
later,  in  2000,  the  bank  accepted  $20  million  from  New  Jersey  to 
move  1 ,500  more  employees  to  Jersey  City.  (Chase  did  not  have 
to  refund  the  money.)  The  venerable  New  York  Stock  Exchange 
knows  how  to  play,  too.  Four  years  ago  it  hinted  at  an  exodus. 
The  city  agreed  to  issue  $920  million  in  bonds  to  build  a  50- 
story  tower  to  house  a  new  trading  floor;  in  return  the  Exchange 
said  it  would  keep  its  Wall  Street  address  for  50  more  years. 

Today  the  Exchange  and  J. P.  Morgan  Chase  have  their  hands 
out  again.  "If  you  believe  New  York  is  the  financial  capital  of  the 
world,  the  government  shouldn't  have  to  give  you  millions  to 
stay,"  says  Richard  Diver,  chief  operating  officer  of  M&R  Capital, 
a  small  downtown  investment  firm  that  never  tried  to  get  subsi- 
dies to  stay  in  lower  Manhattan  after  Sept.  1 1. 

A  lot  of  the  $20.9  billion  in  federal  aid  will  go  into  infra- 
structure, like  rebuilding  subway  lines  and  clearing  the  16-acre 
building  site.  But  $5.5  billion  of  it  is  for  subsidies  and  tax  abate- 
ments to  get  commercial  tenants  back  into  the  financial  district. 
Start  with  150  or  so  large  companies  that 
may  receive  a  total  of  up  to  $400  million 
in  discretionary  grants  to  stay  put.  They 
won't  share  equally.  Deals  are  negotiated 
quietly,  on  a  case-by-case  basis — the  city 
doesn't  want  one  firm  to  know  what  a 
great  deal  its  competitor  got.  All  firms 
must  commit  to  downtown  for  at  least 
seven  years.  Those  that  breach  contracts 
face  "clawback"  penalties  up  to  two 
times  the  value  of  the  grants.  So  far  14 
companies — including  Deloitte  & 
Touche,  Ambac  Financial  and  Nomura 
Holding  America — have  accepted  offers 
totaling  $33  million.  American  Express,  Merrill  Lynch,  Aon, 
American  International  Croup  (which  owns  its  downtown 
headquarters)  and  Goldman  Sachs  are  still  haggling. 

Bloomberg  professes  to  be  willing  to  call  their  bluffs  if  they 
get  too  greedy.  "Goldman  isn't  moving,"  he  scoffs.  "They  think 
they're  going  to  move  their  equity  operation  to  New  Jersey.  I'll 
bet  you  25  cents,  not  a  chance." 

Then  there  are  the  tax  holidays.  The  city  will  grant  property- 
tax  abatements  tor  development  near  Ground  Zero.  The  federal 
government  has  authorized  $8  billion  in  tax-exempt  "Liberty" 
bonds — seven  times  New  York  State's  usual  limit  for  such 
instruments — whose  federal  tax  exemption  .Hows  borrowers  to 
get  a  reduced  interest  rate.  The  feds  are  also  willing  to  forgo  $1.2 
billion  in  tax  revenue  on  the  interest  on  the  bonds  over  the  next 
decade.  They  will  chip  in  another  $2.2  billion  in  tax  reductions 
from  accelerated  depreciation  on  building  improvements,  plus 
$630  million  in  expanded  work  opportunity  tax  credits  for. 
among  others,  former  felons  and  families  receh  ing  food  stamps. 

On,  big  beneficiary  is  going  to  be  developer  Edward  I. 
Minskoft.  The  on  time  chief  executive  o\  U.S.  operations  for 


Olympia  &  York  plans  to  break  ground  on  a  37-story  office 
tower  two  blocks  north  of  Ground  Zero  by  the  beginning  of 
next  year  with  the  help  of  a  roughly  $500  million  loan  subsi- 
dized by  Liberty  bonds  (he'll  pay  6%,  versus  a  market  rate  of 
7%).  The  cheap  financing — which  comes  courtesy  of  federal 
taxpayers,  since  the  bonds  are  federally  tax-exempt — could 
translate  into  a  benefit  equivalent  worth  $3.75  per  square  foot 
annually.  The  accelerated  depreciation  for  improvements  by  the 
tenant,  also  part  of  the  government's  tax  package,  is  worth 
another  $1  or  so;  the  city  tax  abatement,  another  $5.  All  told,  the 
incentives  could  put  $9  or  $10  per  square  foot  on  the  table, 
according  to  an  analysis  by  real  estate  developer  Cushman  & 
Wakefield.  Including  those  benefits,  tenants  in  the  Minskoff 
building  will  probably  be  paying  an  effective  $34  a  square  foot. 
Who,  finally,  is  getting  the  benefit  of  the  government  hand- 
outs? Elaborate  mechanisms  are  built  into  the  subsidies,  and 
supposedly  ensure  that  landlords  pass  along  tax  benefits  to  ten- 
ants. But  the  laws  of  economics  make  such  assurances  pretty 
hollow.  Suppose  that  the  supply  of  and  demand  for  downtown 
space  would  make  for  rents  of  $34  a  foot,  absent  any  special  ben- 
efits. Then  the  government  shows  up  with  a  check  for  $9  a  foot, 
payable  to  the  tenant.  It  stands  to  reason 
that  the  landlord  will  now  be  able  to  com- 
mand $43  a  foot  without  losing  his  cus- 
tomers to  New  Jersey  or  midtown.  "If  you 
have  something  like,  this  the  landlord  can 
capture  the  rent  subsidy,  or  a  good  part  of 
it,"  says  Robert  Nelson,  professor  of  pub- 
lic policy  at  the  University  of  Maryland. 
"It's  like  crop  subsidies  that  get  capitalized 
into  the  price  of  farmland." 

Not  necessarily,  argues  Benjamin 
McGrath,  Minskoff  s  chief  financial  offi- 
cer. If  the  landlord  raises  the  rent,  he  says, 
prospective  tenants  "will  take  that  subsidy 
somewhere  else — or  go  across  the  river." 

Count  on  the  proponents  of  redevelopment  aid,  though,  to 
continue  to  advertise  it  as  a  benefit  for  tenants.  They  will  not 
characterize  the  subsidies  as  a  program  to  raise  the  net  worth  of 
developers  and  property  owners.  Nor  will  they  dwell  on  the  $40 
million  that  investment  banks  will  pick  up  by  underwriting  the 
Liberty  bonds. 

Downtown  residents  get  a  break,  too — meaning,  again,  that 
property  owners  will  benefit.  Three  months  after  the  attacks, 
rents  near  the  site  had  fallen  by  as  much  as  25%  because  land- 
lords had  to  deal  with  27%  vacancy  rates.  That  has  improved; 
now  only  10%  of  the  apartments  are  empty.  To  fill  more  units, 
the  Lower  Manhattan  Development  Corp. — the  putative  project 
manager  at  Ground  Zero — plans  to  hand  out  $277  million  in 
incentives.  Residents  who  sign  two-year  leases  before  August 
2003,  or  who  pay  an  existing  mortgage,  get  a  check  for  up  to 
$12,000 — about  half  the  annual  rent  for  a  decent  one-bedroom 
apartment  in  Manhattan. 

Renters  will  be  negotiating  with  landlords  who  are  benefit- 
ing from  the  increase  in  demand  caused  by  the  $12,000  subsi- 


"They  think 

they're  going 

to  move  to 

New  Jersey. 

I'll  bet  you 

25  cents, 

not  a  chance." 


116      F   O  R  B  B  S  ■    M 


m 


invent 


Does  the  brilliance 
on  the  outside  of  your 
presentation  reflect  the 
brilliance  on  the  inside? 


Does  it  demonstrate 
I  the  months  of  effort 
you've  put  into  the  thinking? 
No  matter  what  size  your  company  is,  you  can 
continually  present  yourself  in  a  confident, 
professional  light  with  spectacular  output 
from  HP  color  printers.  HP  invents  the  kind 
of  powerful,  flexible  technology  that  can 
help  any  business  make  a  big  impression. 
Solutions  that  always  start  with  you  — your 
issues,  your  people,  your  opportunities.  Give 
your  brilliance  a  chance  to  be,  well,  brilliant. 
Find  out  more  about  our  entire  line  of  HP 
color  printers  at  www.hp.com/go/smbprinters. 


SPECIAL  ADVERTISING  SECTION 


"This  was  not  an  economic  miracle.  It  required 
hard  work  and  was  built  up,  brick  by  brick. 
It  required  a  visionary  and  determined  leadership. 
And  it  required  the  support  and  will  of  the 
people.  No  matter  what  industrial 
■\  sector  you  look  at,  you'll  find  an 
i«R    American  presence  here." 

Nicholas  Zefferys 
President 

American-Malaysian 
Chamber  of  Commerce 

A  trading  nation 

A  tradition  of  trading  successfully  with 
countries  across  the  globe  has  positioned 
Malaysia  as  a  principal  exporting  nation. 

Malaysia  offers  the  international  business 
community  a  variety  of  products  and  services. 
Malaysian  products  are  widely  accepted  in  the 
global  market  and  are  manufactured  with 
stringent  quality  control. 

With  two-way  trade  totalling  US$29.6 
billion,  Malaysia  is  USA's  11th  largest 
trading  partner. 


"Intel's  experience  in  Malaysia  over  the  past  29 
years  has  indeed  been  a  positive  one.  Malaysia 
has  good  infrastructure  with  its  network  of  well- 
maintained  highways  and  airports 
that  provide  efficient  transportation 
and  management  of  cargo. " 

Wong  Siew  Hai 

Vice-President  &  General  Manager 
Worldwide  Assembly  Test 
Manufacturing,  Intel  Corporation 

Intelligent  infrastructure 

The  nation's  efforts  to  develop  and  upgrade 
infrastructure  have  proven  to  be  a  tremendous 
advantage  to  manufacturers  based  in  Malaysia. 

Malaysia's  largest  airport,  the  Kuala  Lumpur 
International  Airport  (KLIA),  has  an  initial  handling 
capacity  of  25  million  passengers  and  650,000 
tonnes  of  cargo  per  year.  Cargo  import  and 
export  procedures  at  the  KLIA  are  completely 
automated  to  cut  down  delivery  time. 

Malaysia  also  has  well-equipped  seaports 
that  have  been  instrumental  in  encouraging 
seaborne  trade  with  the  rest  of  the  world. 


Telekom  Malaysia  s  state-of-the-art  communications  network  provides 
nationwide  direct-to-custotner  connectivity. 


In  touch  with  the  future 

With  a  relentless  commitment  towards 
the  development  of  information  technology 
and  e-commerce,  businesses  are  assured  of 
perpetual  technological  support  throughout 
the  country.  Today,  Malaysia  is  home  to  the 
Multimedia  Super  Corridor  (MSC)  -  a 
culmination  of  legislative  framework  and 
futuristic  telecommunications  infrastructure 
in  an  eco-friendly  environment,  ideal  for  the 
growth  of  multimedia  industries. 

"Prior  to  moving  to  Cyberjaya,  within  the 
Multimedia  Super  Corridor  we  had  the  choice 
of  a  few  locations.  We  finally  decided  on 
Cyberjaya,  and  now,  I  must  say.  six  months 
down  the  line  we  think  we  have 
made  the  right  choice.  We  have 
been  able  to  capitalize  on  the 
framework  that  the  MSC  provides. " 


Mabal  Tan 

Director,  Shell  Information 

Technology  Sdn.  Bhd. 


The  Kuala  Lumpur  International  Ainiort  provides  many  modern  facilities  •mil  services  for  novelets 
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An  Innovative  Nation 

The  Perfect  Investment  Destination 


"Malaysia  provides  an  ideal  manufacturing 
springboard  to  the  ASEAN  market  and  beyond 
The  good  infrastructure,  skilled  and  reliable 
workforce,  the  availability  of  raw  materials, 
the  commitment  of  local  partners  and.  more 
importantly,  the  drive  of  a  pro- 
business  government  are  the 
primary  reasons  we  are  here. 
'  we  intend  to  stay  for  a  long 
time  to  come. " 


Jaime  B.  Mendoza 
Managing  Director 
BASF  Malaysia 

Sdn    Bhd 


The  Impress  Hal  Link  IERL1  service  Iran  Kuala  Lumpur  to  the  KL 


A  destination  of  vast 
opportunities 

Through  the  years,  Malaysia  has 
presented  opportunities  for 
investors  to  establish  trade 
«nd  industry  in  a  nation  that 
serves  as  a  springboard  to  the 
Asia  Pacific  markets. 


The  Port  of  Tanjung  Pelepas  has  become  an  important  logistical  hub  in  the 
ASEAN  region. 


"Continuous  productivity  improvement  is 
the  prime  contributing  factor  to  Malaysia's 
growth  and  competitiveness,  which  are 
accomplished  through  skills  upgrading, 
management  and  organizational  excellence 
and  intensive  R&D  efforts. 

Malaysia  is  supported  by  an  established 
infrastructure  and  a  highly-trained  workforce 
from  which  we  draw  the  people  who  deliver 
and  execute  our  direct  model.  Malaysia's 
commitment  to  creating  a 
knowledge  economy  is  driven  by 
innovation,  entrepreneurship  and 
technology.  Dell  supports  this 
and  will  do  its  part  in 
participating  in  this  vision  fully. " 


"General  Electric  Aircraft  Engines  (GEAE) 
was  able  to  start  a  successful  joint-venture 
in  Malaysia  by  having  a  strategic  partnership 
with  an  airline  here.  In  addition,  the  country 
has  a  sound  communication  and  transportation 
infrastructure  which  enables  us  to  carry 
out  business  easily.  The  friendly 
living  environment  here  has  also 
made  it  very  easy  for  our 
expatriate  employees  and  their 
families  to  assimilate 
into  the  local  culture. " 


Peter  Jerin 

President  &  Managing  Director ,  GE  Engine  Services 

Malaysia  (A  subsidiary  of  General  Electric  Company,  USA) 


Simon  Wong 

Vice-President,  Asia  Pacific  Customer  Centre 

Dell  Asia  Pacific  Sdn. 
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The  world-class  Fl  circuit  in  Sepang,  Selangor. 

A  safe  haven 

Apart  from  being  a  safe  and  conducive 
destination  for  investments,  Malaysia  offers 
a  superior  quality  of  life.  One  of  Malaysia's 
distinctive  features  is  a  rich  diversity  of  cultures, 
a  combination  of  people  of  various  races  and 
religions  living  together  in  harmony. 


Working  together  to  make  Malaysia  an  ideal  investment  destination 
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ies.  Adam  R.  Rose,  president  of  Rose  Associates  and  owner  of  a 
93-unit  apartment  building  five  blocks  south  of  Ground  Zero, 
ivs  rents  will  rise,  but  he  attributes  this  to  natural  supply-and- 
emand  rather  than  to  the  landlord's  charging  a  higher  rent  to 
rnants  who  are  twelve  grand  richer. 

One  of  the  windfall  winners  from  the  redevelopment  plan  is 
ick  Parker  Corp.  It  recently  paid  $25  million  for  a  102-year 
ase  on  a  stretch  of  the  Hudson  riverfront,  and  plans  to  build 
00,000  square  feet  of  rental  units  and  retail  space.  The  company 
ualifies  for  Liberty  bond  incentives — even  though  its  project  is 
iree-quarters  of  a  mile  north  of  Ground  Zero,  in  the  still  siz- 
ling-hot  neighborhood  of  Tribeca,  where  actors  Robert  De 
liro  and  Harvey  Keitel  live  and  high-end  rents  are  $47  to  $50 
er  square  foot.  How  will  Jack  Parker  deal  with  the  Liberty  pro- 
;eds?  "I  think  the  incentives  should  balance  themselves  out," 
i\s  Andrew  Gerringer,  executive  vice  president  of  Insignia 
>ouglas  Elliman,  which  will  handle  the  rentals.  "At  least  that's 
le  theory." 

The  man  who  stands  to  reap  the  biggest  dividend  of  all  is 
awrence  Silverstein,  even  though  he  is  on  no  list  of  direct  recip- 
ints  of  government  aid.  Last  summer  the  71 -year-old  developer 
nd  a  group  of  partners  paid  $800  mil- 
on  ($600  million  of  that  borrowed)  to 
le  Port  Authority  for  a  99-year  lease  on 
he  twin  towers  and  two  additional 
uildings.  The  lease  calls  for  monthly 
ent  to  the  Port  Authority,  an  income 
tream  that  starts  out  at  $10  million  a 
lonth  and  is  worth  $3.2  billion  in  pre- 
ent  value  terms.  What  happens  to  the 
isurance  proceeds?  If  Silverstein  is  per- 
litted  to  build,  his  group  will  use  the 
isurance  money  for  construction  and 
rill  meanwhile  continue  to  owe  the 
ontracted-for  rent  to  the  Port  Author- 
y,  just  as  if  the  original  buildings  were  still  standing. 

The  amount  of  the  policy  payoff  hinges  on  whether  the 
ilamity  was  one  event  or  two,  a  matter  now  the  subject  of  legal 
Tangling.  The  settlement  will  fall  somewhere  between  $3.5  bil- 
on  and  $6.7  billion. 

The  outcome  for  Silverstein  could  be  a  slightly-better-than- 
reak-even  event  or  a  huge  windfall.  If,  for  example,  the  under- 
riters  settle  for  $5.5  billion — and  if  Silverstein  gets  the  go- 
lead  for  new  buildings  totaling  the  10  million  square  feet  that 
as  destroyed,  and  if  it  takes  ten  years  to  complete  the  project — 
len  the  Silverstein  group  would  have  something  like  $4  billion 
spend  on  construction.  (That  assumes  $1.5  billion  lost  in 
;bt  sen  ice  and  rent  to  the  Authority  before  the  first  tenants 
ove  in.)  If  plans  gel  for  downtown's  new  transit  system  (seep. 
22),  he  might  wind  up  with  property  commanding  better  rents 
an  he  expected  when  he  signed  the  lease. 

If  the  insurance  proceeds  land  at  the  low  end,  Silverstein 
ight  not  have  enough  to  rebuild.  In  that  case,  he  and  the  Port 
uthority  could  duke  it  out  in  court  for  the  insurance  proceeds, 
inding  development  at  the  site  to  a  halt.  To  avoid  that  night- 


mare, the  Authority  might  cut  him  a  check.  One  official  specu- 
lates that  a  settlement  would  award  Silverstein  $800  million  to 
pay  off  his  lenders  and  investors,  plus  put  another  $500  million 
or  so  to  make  him  go  away.  Silverstein,  who  sports  gold  cufflinks 
of  the  midtown  skyline,  insists  he  is  determined  to  rebuild. 
"We've  been  drawing  plans  for  months,"  he  says. 

In  the  unlikely  event  that  the  victims'  families  get  the  entire 
16-acre  site  for  a  memorial  park,  the  Authority  would  condemn 
the  site  for  a  "public  purpose."  It  would  have  to  pay  Silverstein 
fair  value  for  his  right  to  rebuild  and,  perhaps,  a  portion  of  the 
insurance  proceeds.  What  is  fair  value?  About  $110  per  square 
foot  for  built-up  space,  says  one  competing  real  estate  developer, 
or  $1.1  billion. 

As  for  all  the  businesses  that  were  devastated  by  the  attack 
but  don't  have  the  leverage  of  an  American  Express  or  a  Larry 
Silverstein,  incentives  are  hit  or  miss.  Searchspace,  which  sells 
software  to  track  dirty  money  and  fraud,  is  the  kind  of  firm 
Mayor  Bloomberg  needs  downtown:  It  employs  25  engineers 
pulling  down  high  salaries.  When  the  lease  on  its  home  near  the 
Stock  Exchange  expired  in  February,  Chief  Executive  Konrad 
Feldman  looked  in  midtown.  But  the  incentives  helped  change 
his  mind.  Searchspace  will  receive  $740,000 
in  grants  and  real  estate  tax  breaks  for  stay- 
ing put — a  meaningful  amount  for  a  firm 
with  $20  million  in  revenue.  Feldman 
moved  just  a  few  blocks  away  and  has  a 
great  view  of  the  Statue  of  Liberty.  "Down- 
town was  the  best  deal,  and  we  stay  close  to 
our  clients,"  he  says. 

Even  if  the  money  is  right,  the  clawback 
provisions  will  give  some  employers  pause. 
Multex,  which  sells  Wall  Street  research 
and  earnings  estimates,  could  receive  up  to 
$1.3  million  in  grants,  lost  revenues  and 
tax  abatements — but  it  hasn't  applied  for 
them.  "My  biggest  concern  is  the  strings,"  says  Chief  Financial 
Officer  Jeffrey  Geisenheimer.  Multex,  for  instance,  could  receive 
up  to  $800,000  via  the  WTC  Job  Creation  and  Retention  Pro- 
gram. The  catch:  It  must  maintain  its  total  employment  base  for 
ten  years.  If,  in  year  one,  it  shrinks  the  number  of  employees  by 
relocating  them,  Multex  has  to  pay  a  200%  penalty,  or  $1.6  mil- 
lion. The  penalty  for  any  layoffs  is  75%  of  the  grant. 

Hurt  worse  are  the  hundreds,  if  not  thousands,  of  small 
companies  that  were  badly  damaged  or  wiped  out  by  the  attacks. 
Firms  once  located  in  the  World  Trade  Center  have  received  only 
ten  days  of  revenue.  That's  a  mere  6.5%,  on  average,  of  what 
they  lost,  says  From  the  Ground  Up,  a  small-business  advocate. 
Companies  just  three  blocks  east,  in  the  far-less-affected  Wall 
Street  area  that  were  closed  on  average  for  four  days,  recovered 
five  days  of  income,  or  125%.  "It  takes  one  person  to  walk  down 
the  street  to  know  who  needs  help,  not  some  guy  in  [from] 
Albany  drawing  circles  on  a  map,"  complains  Jane  Chun  of  the 
World  Trade  Art  Gallery,  located  two  blocks  from  the  towers. 

Perversely,  in  some  cases  the  grants  benefit  companies  that 
saw  a  jump  in  business  after  Sept.  1 1 .  New  York  Waterway,  a  pri- 
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vate  ferry  operator  based  in  Weehawken,  N.J.,  evacuated  160,000 
people  from  Manhattan  on  the  day  the  towers  were  destroyed.. 
Since  then  ridership  has  held  steady  at  60,000,  nearly  twice  the 
normal  load,  mostly  from  displaced  PATH  commuters.  Yet 
despite  Waterway's  twisted  good  fortune,  the  Federal  Emergency 
Management  Association  is  offering  up  to  $2  million  a  month  to 
cover  operating  expenses  until  the  PATH  is  fixed — a  windfall  of 
perhaps  $40  million.  The  government  also  built  a  new  $4  mil- 
lion pier  downtown  and  paid  $5  million  to  dredge  silt  from  a 
slip  the  firm  leases  in  Hoboken,  N.J. 

Other  small  businesses  are  far  less  fortunate.  The  World 
Trade  Art  Gallery — closed  for  three  months  and  out  $69,000 
($125,000  of  revenue  minus  $56,000  of  operating  expenses) — 


got  $17,000  in  government  aid,  on  top  of  $10,000  in  insuranc 
proceeds.  Sales  at  caterer  Sale  &  Pepe  are  still  down  25%  fron 
normal  levels.  Co-owner  Peter  Semetis  has  received  $49,000  it 
grants,  plus  $1,750  per  employee,  or  $24,500;  because  h 
renewed  his  lease,  he'll  get  another  $1,750  per  head  in  li 
months.  He'll  probably  get  something  from  insurance — perhap 
making  him  whole  after  the  attacks — but  his  business  may  neve 
fully  recover.  The  cash  register  at  Moran's  restaurant,  a  43-year 
old  Wall  Street  hangout,  didn't  ring  for  ten  weeks,  costin 
$280,000  of  gross  profits.  Brian  Lydon,  the  owner,  got  $48,00 
from  insurance,  but  only  $43,000  in  government  aid.  "I  ca 
afford  to  wait  five  years  for  things  to  come  back,"  says  Lydor 
"but  others  can't." 


What  will  lower  Manhattan  look  like  in  five  years? 
The  answer  i  d  underground-in  the  subways. 


WALLSTREl  mplained  about 

their  dailv  tr<  ibway  ridership 

is  it  at  its  highesi    ncel'  H%  in  the  last  eight 

years — but  the  city  has  i  since  1932,  and 

trams  are  more  crowded  than  e\ .  r.  I  ift)  wars  ago  Manhattan  was 
an  industrial  town  and  people  worked  one  of  three  shifts.  Now 


the  same  number  of  riders  pack  in  at  two  peak  times.  Drivi 
downtown  is  an  even  bigger  hassle:  The  twin  towers  severed  t 
street  grid,  creating  congestion. 

Even  Charles  Gargano — head  of  New  York  State's  econon 
development  arm  and  vice  chairman  of  the  Port  Authority — co 
cedes  that  transportation  to  downtown  has  been  lousy  for  sor 
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Pick  up  Jason.  Pick  up  Scott.  Drop  off  Scott.  Drop  off 
Jason.  Pick  up  dry  cleaning.  Pick  up  Scott  Jason? 


J  gasoline/electric  hybrid  Prius.  It  drives  efficiently  even  when  you  don't.  It  combines  a  super-efficient  gas  engine 
h  an  advanced  electric  motor  that  never  needs  to  be  plugged  in.  It  idles  less,  so  it  wastes  less  energy.  It  even  comes  with 
ilable  GPS  navigation.  All  of  which  makes  Prius  a  more  intelligent  way  to  drive.  So  you  can  concentrate  on  other  things. 


GET  THE  FEELING.  TOYOTA. 
-Dtoyota.com/pfius 


52/45  MPG'     PRIUS  I   genius 


figures  based  on  2001  EPA  estimates.  City/hwy  MPG.  Actual  results  may  vary.  SULEV-certified  for  California  and  some  Northeastern  states.  ULEV-certified  for  the  rest  of  the  country.  For  more 
rmaTTbn,  please  see  www.arb  ca  gov  02OOI  Toyota  Motor  Sales,  USA  .  Inc. 


B  e  s  t  P  1  a  c  e  s 

If  You  Build  It,  Will  They  Come? 

Many  plans  to  repair  and  extend 
transportation  to  lower  Manhattan 
compete  for  backers  and  funds. 

©  West  Street  tunnel 


cost  $2  billion 
odds.  Very  likely 

TIME:  2008 

©  Reconnection  of  the 
I  and  9  subway  lines 
COST  $90  million 
odds  In  progress 

TIME:  2003 

©  Interim  PATH 

terminal 

COST  $544  million 

oods  In  progress 

TIME:  2003 


©  Hub  and  walkways 
cost  $2  bil  to  $3  bil 
ODDS:  Most  likely 

TIME:  2008-10 

©  Fulton  Street 
subway  transfer  hub 

$1  billion 
odds  Likely 
TIME:  2010 

©  Staten  Island  Ferry 
connector  to  subways 
cost  $400  million 
odds:  Likely 
TIME:  2005 


PATH 
Trains 
toNJ 


0  Second  Avenue 
subway 

cost  $13  bil  to  $20  bil 
odds  Possible 
time:  After  2015 

©  Connection  to 
the  Long  Island 
commuter  train  (LIRR) 
cost  No  estimate 
odds  Very  unlikely 

©  Rector  Street 
connection  between 

1  and  9,  N  and  R 
subways 

cost  $80  million 
odds  Unlikely 


time.  "Lower  Manhattan  has  always  been  a  stepchild  to  midtown," 
he  says,  "[mainly  because]  midtown  has  all  kinds  of  access." 

A  $5  billion  chunk  of  federal  aid  is  slated  to  restore  the  tran- 
sit system  to  pre-Sept.  1 1  conditions.  New  York  officials  want 
another  $7.3  billion  from  Washington  to  make  transportation 
better — more  than  four  times  what  has  already  been  allotted.  The 
proposals  range  from  the  reasonable  to  the  ridiculous  {see  map). 

Two  of  the  bigger  projects — a  $2  billion  underground  stretch 
of  West  Side  Highway  and  a  $3  billion  transfer  hub  beneath 
Ground  Zero — are  key  to  redevelopment.  The  city  first  tried  to 
bury  the  West  Side  Highway  in  1974 
by  wiping  out  a  series  of  rotting  piers 
and  building  a  park  on  top.  Environ- 
mentalists argued  that  striped  bass 
wouldn't  spawn  without  the  piers; 
$250  million  later,  the  project  died  in 
1985.  The  new  Westway  would  coexist 
with  streets  running  through  the  for- 
mer superblock,  creating  more  room 
for  a  memorial  park  and  easing  con- 
gestion for  delivery  trucks. 

The  transfer  hub,  large  enough  to 
accommodate  a  ten-air  PATH  train  from 
New  Jersey,  would  increase  the  PAl'l  is 
capacity  by  25% — a  boon  for  half  of  the 
commuters  to  downtown  from  outside 
Manhattan.  From  the  hub,  pedestrians 
could  take  underground  moving  walk- 
ways across  downtown,  to  Wall 
on  the  east  or  the  Financial  Center  on 
the  west. 


One  big  problem:  Work  on  the  hub  can't  begin  until  engi 
neers  know  what  will  be  above  it.  The  Lower  Manhattan  Dev& 
opment  Corp.  has  been  soliciting  ideas  from  nine  advisor 
boards  representing  financial  services  firms,  small  retailers,  res 
dents  and  the  families  of  the  victims.  If  he  is  lucky,  Governc 
George  Pataki  might  get  a  plan  for  a  memorial  park  by  the  end  i 
the  year  and  one  for  a  complex  of  office  buildings,  retail  and 
museum  by  year-end  2003.  The  hub  will  take  five  years  to  con 
plete — which  means  the  first  buildings  won't  be  up  before  200' 

—B.N.  and  T., 
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Introducing  the  most  innovative 
shipment  information  technology. 


s 


2 

5* 


PACfCAO^    C0/VTertT  ZNF0RMA.T/0A/ 


rNE>O(/A/O/ac/r-£0L/A/D    3///PP//V&     \//3/JB/LtrY 


*  tfANA&e  YO(/R  SH/PPIN6  ra  £FM£F/r  /av  AA/&  Vat/*.   £t/ST&,*l£:%s 
'  use  Your.  adppu?j<5  ok  Account  a/i/mbek  ra  t/zack  sv/PrteNns 

'KHO\J  \JHFKE   Y0UK.  JK/PMBNr^   ART  A/O  tfATTEn.   WtfERF    Y&O  AR£- 

'  FitdFx  IN3/OHT-.    0aJly  ppasi  FfdEx.  To  6>er  tr,  &0  re>  FcpEx.cos* 


Need  to  see  what's  coming, 
what's  going  and  what's  inside? 
Don't  worry.  There's  a  FedEx  for  that 
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Forbes  /  Milken  Institute 


Postcard 
Perfect 

Despite  the  high-tech  slowdown,  business 
prospects  in  the  West  continue  to  shine. 

BY  KURT  BADENHAUSEN 


I 


'  N  THE  LONG  PARADE  OF  KOOKY  TRENDS  LATELY  SWEEPING 
California — banning  perfume  in  restaurants  and  Indian 
mascots  in  public  schools,  smoking  communal  hookahs 
in  cafes,  turning  your  own  bitter  divorce  into  a  thinly  dis- 
.guised  autobiographical  film  that  becomes  a  box-office 
hit — hold  a  place  for  sanity.  The  state  has  proven,  on  the  whole, 
remarkably  resilient  through  the  spike  of  energy  prices  and  the 
constant  thud  of  falling  tech  companies.  In  the  fourth  annual 
Forbes/Milken  Institute  Best  Places  for  Business  and  Careers, 
California  has  grabbed  six  of  the  ten  top  spots,  one  more  than 
last  year.  With  over  $  1  trillion  worth  of  goods  and  services  pro- 
duced each  year,  the  Golden  State  generates  13%  of  total  GDP  in 
the  U.S.,  making  it  the  world's  fifth-largest  economy. 

Look  closer  and  you'll  see  a  shuffling  of  regional  players 
within  California.  Thanks  largely  to  the  Internet  earthquake,  San 
Jose  toppled  from  first  place  on  the  list  last  year  to  6 1  this  year; 
San  Francisco  fell  from  number  3  to  54.  San  Diego,  ranked  num- 
ber 8  last  year,  rose  to  the  top  this  time.  The  reason?  "Industrial 
diversity  within  a  metro  area  during  a  down  economic  cycle  is 
critical,"  says  Ross  DeVol,  director  of  regional  studies  at  the 
Milken  Institute.  You  find  a  mix  of  strong  companies  within  a 
broad  technology  base  in  the  San  Diego  metro  area — Sempra 
Energy,  Qualcomm  and  IDEC  Pharmaceuticals,  not  to  mention 
one  of  the  largest  collections  of  biotech  outfits  in  the  U.S.,  with 
some  500.  To  fatten  their  talent  pools,  these  companies  have 
their  pick  of  more  than  200,000  students  from  nearby  colleges 
and  universities.  Diversified  economies  also  helped  propel  Santa 
Rosa,  Ventura,  San  Luis  Obispo,  Oakland  and  Orange  County  to 
the  top  of  the  rankings. 

The  Forbes/Milken  list  of  Best  Places  relies  on  the  latest  gov- 
ernment data  for  employment  and  wage  growth  over  one-  and 
five-year  periods.  ;  at  the  Santa  Monica,  Calif. -based 

Milken  Institute  also  sear<  h  foi  critical  shifts  within  the  vast 
technology  sector,  weighinj  one   and  Sve-year  changes  in  gross 
tech  output,  technology  outpul  as  .i  percentage  of  the  total 

metro  economy  and 

the  diversity  within 

industries.  We 

f.  added  .i  "job  momen- 

Fj£|  turn"   category   this 

year  tracking  employ- 


ment during  the  first  quar 
ter  of  2002  to  gauge  how  metro  areas  were  handling  the  effect 
of  Sept.  1 1  and  the  slowing  economy  in  2001.  There's  one  reaso 
you  see  a  couple  of  non-Western  regions  in  the  top  ten.  Tw 
cities  on  the  Texas-Mexico  border,  McAIlen  and  Brownsville,  gc 
a  big  boost  in  job  and  wage  growth  from  the  North  America 
Free  Trade  Agreement.  I 


llSan  Diego,  CA  (8*) 


JOB  GROWTH' 


HIGH-TECH  GDP  GROWfH' 


POPUI  ATION 


21% 


86% 


2,820,844 


Has  the  most  diversified 
high-tech  economy  in  the 
U.S.,  with  hundreds  of 
biotech,  communications, 
software,  Internet  and  infor- 


mation technology  outfits. 
Oh,  yeah:  Great  climate,  too. 

2 1  Santa  Rosa,  CA  (e 


JOB  GROWTH 


20 


HIGH-TECH  GDP  GROWTH 


109 


POPULATION 


439,97 


Nice  place  to  visit — and  do 


Lasr  year's  rank.  Five-year  growth  rate. 


usiness,  although  the  classy 
rine  industry  in  Sonoma 
ounty  has  helped  make  this 
'gion  the  8th-most-expensive 
ace  in  the  country  to  live. 

J  Las  Vegas.  NVn^ 

B  GROWTH  22y 

48% 

^383^086 

•  City  has  been  on  a  tear,  as 
ges  surged  64%  since  1995, 
«  in  the  U.S.  Its  32% 
ear  job  growth  (all  those 
ckjack  dealers?)  is  also  the 
t  of  any  metro  area. 


4 [Ventura,  CAr^ 

18^ 

^130% 

POPULATION  745^063 

Blistering  growth  in  tech, 
attributable  in  part  to  Amgen 
and  WellPoint  Health 
Networks,  both  of  which  are 
based  in  Thousand  Oaks. 


border  trade,  McAllen  is  the 
3rd-fastest-growing  large 
metro  area  in  the  nation, 
behind  Las  Vegas  and  Naples. 


f; 


> 


It 


5 1  McAllen,  TX  (25)  *»  Veg** 


JOB  GROWTH  28y 

HIGH-TECH  GOP  GROWTH  67% 


P0PUUTI0N 


534,807 


Home  of  increasing  cross- 


Thanks  to  employers  like 
Micron  Technology  and 
Hewlett-Packard,  8%  of 
Boise's  work  force  is  in  high- 
tech  jobs— higher  than  those 
ofSeatde  and  Portland,  Ore. 


QbispoTCA^n 


Situated  halfway  between  Los 
Angeles  and  San  Francisco, 
the  city  has  a  comparatively 
low  cost  of  living  and  a  3.2% 
unemployment  rate. 

8|0akland.CAhr» 


Once  called  "Jokeland,"  the 
city  has  snapped  back  smartly 
I  with  help  from  the  East  Bay's 
vast  technology  base. 

9jj3mwnsyille, 


With  150  manufacturers  on 
both  sides  of  the  Rio  Grande, 
high-tech  output  is  exploding. 

lOjOrange^ 

CountvTCATi^ 

JOB  GROW!  "  20V 

HIGH-TECH  GDP  GROWTH         ~48% 

^^^^^2760848 
Home  turf  for  Mickey  and 
Goofy,  the  county  has 
24  million-plus  visitors  each 
year  who  help  pay  for 
165,000  tourism-related  jobs. 
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methodology,  plus  a  Forbes/Milken 
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Brcmerlon  137 


Spokane  98 Q 


Seattle  92 
Tacoma  102         WA 
I»mpia78      QYakimal45 

Richland  7sO 


MT 


RICHEST 


Portland  55^) 

Q  Salem  144 

Q  Eugene  103'      OB 


ID 
I  Boise  6 


Rank 

LOCATION 

GDP/  household 

(Sthou) 

1 

SAN  JOSE.  CA 

$296 

2 

SAN  FRANCISCO.  CA 

193 

3 

MIDDLESEX.  NJ 

157 

4 

NEW  YORK.  NY 

155 

5 

DALLAS.  TX 

150 

Sail  Lake  City  60 


POOREST 


196    HUNTINGTON.  WV 

$54 

197    BROWNSVILLE.  TX 

51 

198    MCALLEN.  TX 

49 

199   OCALA.  FL 

46 

200    OAYTONA  BEACH  FL 

45 

NV 


Reno  22 


3 


UT 


WY 


Fort  Colli 


Provo  56 


CO 


Bould 
Dei 


'Sacramento  18 
Stockton  24 


Colorado  S| 


Source:  Economy.com. 


Vallejo  15 
Oakland  8 
San  Francisco  54  {.JL        "^^Modesto  40 
San  Jose  61  ~±)         ▼  jMerced  1031 
Santa  Cruz  38^L~*  jTVresno  67 

Salinas  95 \J    CA  \jVisaha811 

SanLu,sOb,spo70  Q  Bakerslield  53 

Santa  Barbara  31 1| Ven,ura  4 

,^*,,n    •Riverside  11 
Los  Angeles  lOOy^/   ^^ 

Orange  County  10  ^P 
San  Diego  1  ^B 


|  Us  Vegas  3 


Albuquerque  34  ^j 


AZ 


Phoenix  17l 


COST  OF  LIVING 


Most  expensive 

Percent  above  U.S.  average 

San  Jose.  CA 
San  Francisco.  CA 

Oakland.  CA 

pjgpjpjjpjjpjpjpjgpj   JQIl'/. 

Salinas.  CA 

■■■■■■■■H  77 

Boston.  MA 

■■■■■■■■H  77 

Santa  Cruz.  CA 

wmmmmmMHKk  ?68% 

New  York.  NY 

■■■■■■■■  25  7% 

Santa  Rosa.  CA 

1  73.3% 

Bergen.  NJ 

77.0% 

Orange  County,  CA 

77.0% 

Percent  below  U.S.  average 

Least  expensive 

-15.2%  Hna 

Johnstown,  PA 

-15.2%  ■■■■■ 

Huntington.  WV 

-13.4%  MMM 

Fort  Smith.  AR 

-13.3%  ■■ 

Springfield.  IL 

-12.9%  am 

Davenport.  IA 

-12.9%  ■■■■ 

Peoria,  IL 

-12.7%  wmrnam 

Dulutl.-,  MN 

-12  2".  WMi 

Brownsville,  TX 

-12.1%  'TJKWi 

South  Bend.  IN 

-11.9'        -..flUUM 

Applfti      Wl 

AK 


I  Anchorage  48 


Q)  Tucson  57 


HI 

Honolulu  1771 


El  Paso  13E 


WHERE  THE  $40.6  BILLION 
IN  VENTURE  CAPITAL  GOES 

Regional  investments  as  percentage  of  total  in  2001. 

Colorado 


Silicon  Valley 


Los  Angeles/ 
Orange  County 


K 


Source:  Economy.com 


Other 
New  York  Metro 

Source  PncewaferhouseCoopers/Venfure  Economics/National  Venture  Capital 
Association  MoncyTrec  Survey. 

'Tied  with  another  metro,  because  of  a  data  quirk.  Boston  is  the  only  New  England   Ittt 
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OuluihlSlJ 


Wi 


sc 


I  Green  Bay  77 


Ml 


UnhlU 


o 


Oc 


f^Minneapolis-St  Paul  79 

Appletonl24(j 

Milwaukee  171  \    ^B 

O  Madison  8o(")        A    Grand  Rapids  123\  ^ 
■  Racine  192      Ofl^     A 
Rockford  196#  Kalamaioo  169^^QJBF 

^  ^^      Chicago  141  f^k     ^^ 

^Des  Moines  160  M  Gary^OIT^P     V 


ME 


Saginaw  186 
Flint  164 

Detroit  161 


Erie  187 


SS 


.il 


OK 


o 


Tulu59^\ 


Springfield  179 
^Kansas  City  42 

St  Louis  170  A 

MO 


Lansing  166 
Milwaukee  171 

Grand  Rapids  123 
iRacme  192 
Rockford  196{JB       —  Kalamazoo  16 
Chicago  141 

Garv200^W    V    A 
ljvenportl57       South  Bend  190  rW 
Peonal80#  ForTKavne  195    uwnlb}  ^ 

^  IN  OH        Pittsburgh  132(_WJ 

!740         ^ayt97Tmjohn6sLl97 

Hamilton  94y-^_  Baltimore  81 

wv 


NY 


nn  Arbor  91       ^B 
Toledol74 W 

Cleveland  172 


VT 

Rochester  164       NY  NH 

#  A  ^  Utica  175 

^Buffalo  188       •  ,7.QAIbany9G 

^^Syracuse  176V>'        '  4 

Binghamtonl38f  1  MA   ' 

^'Dutchess  County  43 


Scranton  159 


kYoungstown  199      . 

larrisburg  162 


IL 

Evansville  191 


BMtasCkj  M 


Q  Springfield  97 

^fe  Fayeittrille  23 

^}  Fort  Smith  149    AR 

Lmle  Rock  122  Q 


Clarksvillell2 
Nashville  76 
TN 

O  Memphis  150 
u 


York  185 
avion  173     Jonnstownisr 

Cmcnn.ll  131  ...     Washlngton  „  c  28 

Q      Huntin|1onl77'^r^Char|es|onl28 

Louisville  120  V^Lexington  119  VA      ^-^ 

KY  S~\   f}  ^"  ^Richmond  113 

Roanoke  139  O  \J  V-' 

Lynchburg  125       Q  Norfolk  101 
Johnson  Cry  142  Q  Greensboro  106 
Knoxville  IOtQ    HtctorylHj^        U     •H,h#20 

QchattaSto^    OChar'0,,e86 


NC 

te8 

Oy^yunattanooga  14ii^  ^_y  ^>. 

Greenville  10sQ     Fayettevllle  110'  \J 


27 

Worm-A/I.nglon  26  ^P" 

hB3       Waco  130  O 
K*enl2lQ 

Austin  19^    Ho 


MS 


o 

..   „.',!.   ■     I   • 


Jihrevepon  165 
V     ,  .    Jackson  11G 


o 


Chattanooga  140 

^)      Fayette 

SC  /^\ 

^-^Atlanra  63  ^Columbia  158    l^  Wilmington  73 

Birmingham  129  O  S^jjft  C^/Myrtlc  Beach  52 

^  Macon  182W         Augusta  193  f 

GA  ^)  Charleston  87 

Q  Columbus  148 


AL 

Montgomery  1531 


Baton  Rouge  110 


,     Lake  Charles  198  r\™°u™ 

A  O         Aft 

ftk9  Utjvetn70^       * 

_T^pT  Beaumont  183  ^W 

1    Galveston  194  Hooma  33 


Mobile  146 
189  A  O 


Pensacola  163 
v  Orleans  168 


raaafiatseef, 

o 


1  Savannah  156 


\  Jacksonville  44 


Cirpus  Chnsti  108 

McAllen5^ 
Brownsville  9 


Bruona  62  f~)    Galvesto 

o 


• 


ooma  33 


Gainesville 93^*1      /^\„   ,      „     .,,. 
,>-/*>V    I     IDaytona  Beach  135 
0calaU7lJ^/ 

>C  |B  Orlando  35 
Lakeland  ISjO^ik  Melbourne  47 
Tampa-Sl  Petersburg  25  ^B  ^^ 

'  West  Palm  Beach  12 
Fort  Lauderdale  30 
Miami  85 


Fori  Myers  3/i 
Naples  32 


*  ft; 


9  Top  50 
O  51-100 
O  101150 
#151-200 


TOP  GAINERS 


Rise  from 
last  year's 

list 

Current 
rank 

♦109 

ODESSA-MIDLAND  TX 

83 

♦96 

LUBBOCK.  TX 

27 

♦92 

BRAZORIA  TX 

62 

♦89 

LAFAYETTE,  LA 

70 

♦80 

ANCHORAGE,  AK 

48 

♦78 

MELBOURNE.  FL 

47 

♦71 

BAKERSFIELD,  CA 

53 

♦63 

ALBUQUERQUE,  NM 

34 

♦61 

CORPUS  CHRISTI.  TX 

108 

♦61 

ALBANY,  NY 

96 

LOSING  GROUND 


Drop  from 
last  year's 

list 

Current 
rank 

-77 

SEATTLE,  WA 

92 

-77 

SALEM  OR 

144 

-69 

DETROIT.  Ml 

161 

-66 

NEW  YORK,  NY 

152 

-62 

COLUMBIA.  SC 

158 

-60 

SAN  JOSE.  CA 

61 

-58 

APPLETON,  WI 

124 

-57 

COLUMBUS,  GA 

148 

-56 

CHARLOTTE,  NC 

86 

-51 

SAN  FRANCISCO.  CA 

54 

HIGHER  EDUCATION 


Source:  Economy.com. 


Rank 

Degree  attainment3 

1 

BOULDER,  CO 

49.5% 

2 

HUNTSVILLE,  AL 

46.1 

3 

WASHINGTON,  DC 

43.4 

4 

MINNEAPOLIS,  MN 

41.6 

5 

MADISON.  WI 

40.8 

6 

GAINESVILLE,  FL 

40.1 

7 

RALEIGH.  NC 

385 

8 

FORT  COLLINS,  CO 

38.0 

9 

ANN  ARBOR.  Ml 

37.5 

9 

TALLAHASSEE,  FL 

37.5 

UNITED  STATES 

25.6 

Ale  'Percent  of  population  25  and  older  holding  at  least  a  bachelor's  degree 
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Trouble  in 
Paradise 

Why  doing  business  in  Honolulu  has 
become  nearly  equivalent  to  suicide, 

BY  LYNN  J.  COOK 


c 


LAST  FALL,  WHEN  SCOTT  MCCORMACK  LOOKED  OUT  OF  HIS 
20th-floor  office  in  Honolulu's  Pacific  Tower,  he  surveyed 
a  landscape  he  helped  shape,  along  with  his  father,  Michael, 
and  grandfather  Thomas.  Three  generations  of  McCormacks  built 
several  downtown  skyscrapers,  as  well  as  hundreds  of  homes  and 
condominiums.  Today  his  office  overlooks  Park  Central  in  down- 
town Phoenix.  McCormack  quit  his  native  Honolulu  after  Sept.  1 1 
dried  up  an  already-parched  economy.  But  it  wasn't  the  terrorists 
who  drove  him  out.  It  was  years  of  hassling  with  planning  boards, 
zoning  commissions  and  environmental  regulations,  not  to  men- 
tion tax  collectors.  "I  look  at  what's  happened  on  the  West  Coast 
and  I  wonder,  why  didn't  Hawaii  participate  in  the  last  ten  years  of 
economic  expansion?"  he  sighs. 

Take  an  island  paradise,  with  year-round  balmy  weather  and 
immense  value  to  tourists,  add  a  heavy  dose  of  socialism  and  you 
get  an  economic  basket  case.  This  year  Honolulu  gets  our  booby 
prize  for  economic  development. 

Hawaii  has  a  long  tradition  of  re- 
distributing wealth  and  the  numbers 
to  show  for  it.  Honolulu  ranks  number 
1 77  of  200  on  our  list  of  Best  Places  to 
do  business,  a  dismal  showing  that  re- 
flects cellar-level  rating  in  five-year 
wage  growth,  five-year  job  growth  and 
high-tech  GDP  growth  over  last  year. 
The  city  is  the  ninth-most-expensive 
place  to  do  business  in  the  U.S.,  reports 
Economy.com. 

Geography,  to  be  sure,  is  a  curse  as 
well  as  a  blessing.  1  lawaii  is  2,500  miles 
from  Los  Angeles  and  3,900  miles 
from  Tokyo.  |  ;  jack  up  the 

price  of  everything  !i  uti  mdalstoce- 
real  by  30%.  Brii  igi  J  to  the 

islands  is  so  expensr  that  the 
225,000-acre  Parker  Ran.  h  ses  cattle 
and  ships  the  animals  to  <  ia  for  a 

final  fattening  and  slaug 
better  sense  of  the  state 
wounds  when  you  hear  \    i     s  seafood 
comes  from.  Water-locked  Hawaii 
consumes  three  times  as  mi 


the  rest  of  the  U.S.,  but  75%  is  imported,  thanks  to  overfishin 
and  the  fact  that  environmentalists,  concerned  about  endangere 
turfies,  have  helped  shut  down  the  long-line-fishing  industry. 

Hawaii's  personal  income  tax  on  its  wealthiest  citizens  (wealth 

being  defined  as  $80,000  in  annual  income)  is  8.25%.  It  is  the  on! 

p  state  that  requires  employers  to  provide  medical  insurance  t 

tor**'?  /    ^  employees' who  work  more  than  20  hours  a  week  (at  a 

average  cost  of  $2,200  per  capita  annually).  Small  businesse. 

95%  of  Honolulu's  employers,  are  being  crushed  under  tha 

law.  These  problems  are  compounded  by  the  state  income  tax  rat 

of  6.4%  on  corporate  net  income  over  $  1 00,000.  And  then  there 

its  4%  gross  receipts  tax  on  all  businesses,  profitable  or  not. 

The  state  taxes  everything  that  moves.  There's  a  dollar-a-pac 
tax  on  cigarettes,  which  goes  into  a  general  fund,  and  a  5-cent  ta 
on  every  barrel  of  petroleum  to  clean  up  any  oil  spills;  until  re 
cently  many  homeowners  paid  into  a  hurricane  relief  fund.  Trou 
ble  is,  there's  no  guarantee  the  money  will  be  around  for  any  c 
these  causes.  Reason:  The  state  raids  these  funds  to  balance  th 
budget.  Honolulu  has  a  low  per  capita  debt  burden  of  $175,  but  it 
rising.  The  city  doesn't  pay  for  services  like  education  or  highway 
but  routinely  has  to  borrow  to  meet  its  payroll. 

Hawaii's  sun  gives  it  a  natural  competitive  advantage  in  agr 
culture.  Why  is  it  that  Dole  Food,  founded  in  Honolulu  in  185 
moved  its  headquarters  to  California  in  1972  and  shut  down  it 
canning  operation  20  years  later?  Of  Dole's  5 1 ,000  workers,  wh 
are  there  only  325  left  in  Hawaii  shipping  9%  of  Dole's  worldwic 
pineapple  production?  Surely  unions  had  something  to  do  wit 
it:  24%  of  the  state's  total  work  force  is  unionized  (compare 
with  an  average  12%  for  the  nation). 

A  few  bright  spots:  Del  Monte  h< 
a  profitable  niche  growing  low-aci 
breeds  of  pineapple.  Monsanto  an 
Syngenta  grow  weak,  inbred  corn  wit 
a  propensity  for  high  yields  and  a  r< 
sistance  to  insects  and  ship  it  to  tr 
mainland  for  crossbreeding. 

But  these  niche  industries  won 
stop  the  slide.  Honolulu  wages,  dow 
10%  from  the  national  average  sine 
1997,  fell  3%  in  2001;  its  unemplo; 
ment  rate  is  5.4%.  In  terms  of  growt 
the  city  is  on  a  par  with  rusty  Flirt 
Mich,  and  Youngstown,  Ohio. 

"There's  this  mind-set  that 
you're  making  a  profit,  you  must  I 
screwing  somebody,"  says  Collee 
Meyer,  assistant  minority  leader  i 
the  state  legislature,  who  fougl 
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against  a  bill  to  raise  fuel  taxes  ar 
cap  gasoline  prices — and  lost.  Tl 
state  has  only  two  refiners.  If  capa 
ity  ever  runs  short,  either  prices  w 
rise  or  there  will  be  lines  at  gas  st 
tions.  Fidel  Castro  would  feel  rig 
at  home  here. 
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THERE  ARE  THOSE  WHO  DO. 
AND  THOSE  WHO 

WOULDACOULDASHOULDA. 

Which  one  are  you?  If  you're  the  kind  of  person  who's  willing  to  put  it  all  on  the  line  to  pursue 
your  goal,  there's  AIG.  The  organization  with  more  ways  to  manage  risk  and  more  financial 
solutions  than  anyone  else.  Everything  from  business  insurance  for  growing  companies  to 
travel-accident  coverage  to  retirement  savings  plans.  All  to  help  you  act  boldly  in  business  and 
in  life.  So  the  next  time  you're  facing  an  uphill  challenge,  contact  AIG. 
THE  GREATEST  RISK  IS  NOT  TAKING  ONE" 


AIG 


INSURANCE,  FINANCIAL  SERVICES  AND  THE  FREEDOM  TO  DARE. 


Insurance  and  sen/ices  provided  by  members  of  American  International  Group,  Inc.,  70  Pine  Street,  Dept  A,  New  York,  NY  10270  www.aig.com 


Nextel  Wireless  Business  Solutions.  Now  you'll  never  have  to  say  "Imagine  what  I  could  have 
done  if..."  because  you'll  be  busy  doing  it.  And  it's  not  just  having  the  Internet  on  your  phone; 
it's  real-time  access  to  customer  data,  pricing,  inventory.  Whatever  drives  your  business. 
Anytime.  Anywhere.  On  a  variety  of  devices.  And  it's  all  possible  because  only  Nextel  has  a 
national  wireless  network  designed  specifically  to  'any  both  voice  and  data.  Call  toll  free 
1  -877-NEXTELC,  or  visit  nextel.com  WBS  to  see  how  we  can  help  you  outmaneuver  your  competition. 


WIRELESS 

BUSINESS    SOLUTIONS 


©2002  Nextel  Communications,  Inc.  All  righl    reserved.  Nextel  and  the  Nextel  logo  are  trademarks  and/or  service  marks  of  Nextel  Communications,  Inc. 

All  othei  pioduct  names  and  services  are  the  property  of  their  respective  owners. 
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BEA  Systems  made  a  fortune  selling  software  to  the  elite.  Now  it's  stealing 
a  page  from  Microsoft:  evangelizing  to  the  geeky  masses !  by  carleen  hawn 


EA  SYSTEMS'  NEW  CHIEF  EXECUTIVE,  ALFRED  CHUANG, 
40,  sleekly  groomed  and  clad  entirely  in  black  Prada,  comes  off 
more  like  a  Dadaist  art  gallery  curator  than  a  tech  evangelist — 
until  he  opens  his  mouth.  In  hushed  tones,  the  Chinese-born 
engineer  and  cofounder  of  the  seven-year-old  software  outfit 
unveils  his  strategy  for  growth  in  hard  times. 

"Fundamentally,  this  is  about  passion.  Having  the  best  prod- 
uct is  not  the  most  important  thing;  it's  leading  the  wave  of 


change.  We  want  to  build  products  that  transform  the  world," 
he  says.  "We  will  do  that  by  getting  millions  more  people" — he 
pauses  for  effect — "to  love  . . .  Jaaaaa-va." 

Ahem!  Make  people  "love"  Java?  Java  is  the  notoriously 
complex  Internet-geared  programm  ing  language  created  by  Sun 
Microsystems,  where  Chuang  worked  before  quitting  with  two 
colleagues  to  found  BEA  in  1995  (the  name  comes  from  the  first 
letter  in  each  founder's  first  name).  BEA,  mining  for  future 
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that  imii. 


Drink  responsibly.  (Hut  you  ki 

OJlKMi  Clilviw  RcjSnl  is  V.n  t  '1.1  \\..il.l»iil< 
\Vhlnlu  ni"„  Mcohol lw Volume' (N» lYoj 


growth  in  a  still-lukewarm  market,  needs 
to  stoke  more  demand  for  its  main  prod- 
uct, Java-based  server  software  known  as 
Web-Logic.  It  aims  to  do  so  by  getting 
more  of  the  industry's  22  million  code- 
crunchers  to  join  the  3  million  writing 
Java  applications  that  can  run  on 
WebLogic,  thus  spurring  sales. 

"Understanding  the  needs  of  the 
developer  is  critical  if  you  are  to  grow  as  a 
software  company,"  Chuang  says. 
"Microsoft  won  and  Apple  lost  because 
Microsoft  made  developing  for  the  desk- 
top easy.  We  will  to  do  that  for  the  enter- 
prise world." 

It  may  be  his  only  option.  BEA  made  a 
fortune  in  the  Internet  boom  as  busi- 
nesses used  WebLogic  to  set  up  e-com- 
merce  sites  that  could  share  critical  data 
with  older  mainframes.  Then  IBM  and 
Oracle  introduced  their  own  app  servers 
and  began  undercutting  BEA  on  price. 
BEA's  revenue  last  year  rose  19%  to 
approach  $1  billion,  tepid  compared  with 
average  annual  growth  of  70%  in  the 
three  prior  years. 

According  to  the  Giga  Information 
Group,  IBM  is  now  tied  with  BEA  for  a  34% 
share  of  the  $2.2-billion-a-year  application 
server  market.  But,  unlike  IBM  and  Oracle 
(with  a  6%  share),  BEA  has  no  database  or 
consulting  business  with  which  to  cross- 
sell  its  WebLogic  product.  BEA  suddenly 
looks  like  a  one-trick  pony.  The  company 
went  public  in  1997,  and  its  shares  have 
fallen  from  $85  a  year  and  a  half  ago  to  $10. 
Chuang  has  watched  his  2%  stake  drop 
from  $680  million  to  $80  million.  (He  is 
the  second  of  the  three  founders  to  run  the 
company.  Bill  Coleman  was  first;  Edward 
Scott,  the  third  cofounder  is  now  retired.) 

Returning  BEA  to  fast  growth  will 

depend  on  Chuang's  ability  to  persuade 

more  programmers  to  start  writing  in 

Java.  Since  every  application  needs  an 

application  server  to  function,  Chuang 

would   stand    to   sell   more   copies   of 

WebLogic  at  $10,000  a  pop.  So  far  400,000 

of  the  3  million  lava  programmers  have 

written  7,000  packaged  applications  for 

WebLogic.  But  Microsoft  has  8  mil- 

■  1  ial  Basic  programmers.  As  a  result, 

;ms  hundreds  of  thousands  of 

I  d  applications,  such  as  Excel  and 

1  looked  at  that  and  said,  'That's 


what  I  want,  how  do  I  get  it?' " 

The  answer  will  come  in  June,  when 
Chuang  releases  the  first  programming 
tool,  WebLogic  Workshop,  that  makes 
writing  Java  apps  as  easy  as  point-and- 
click.  BEA's  12,500  customers  will  initially 
get  Workshop  free  of  charge,  as  part  of 
their  annual  software  upgrades. 

Workshop,  in  an  odd  twist  of  fate,  was 
written  by  a  group  of  ex-Microsoft  pro- 
grammers charged  with  the  daunting  task 
of  weakening  their  old  employer's  influ- 
ence. That  team  was  led  by  Adam 
Bosworth,  now  BEA's  vice  president  of 
engineering,  and  Tod  Nielsen,  its  chief 
marketing  officer.  They  both  came  to  BEA 


Covet  Thy  Neighbor 

BEA's  best  chance  for  growth  is  in 
romancing  software  developers  away 
from  the  behemoth  Microsoft. 

PROGRAMMERS 


Java 


Microsoft  Visual  Basic 
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Java  Visual  Basic 


BEVENUE- 


Sources:  BEA  Systems;  Microsoft. 

last  July  when  it  paid  an  estimated  $30  mil 
lion  to  buy  Crossgain,  a  software  firn 
Bosworth  founded.  Bosworth,  46,  is 
revered  programmer  and  champion  0 
XML  (Extensible  Markup  Language),  th 
standard  for  data  transfer  over  the  Infer 
net.  Nielsen,  37,  the  former  head  c 
Microsoft's  developer  relations,  waited  o 
the  programmer  community's  every  neec 
Says  Nielsen,  "I  am  the  evangelist,  Adam : 
the  technologist.  Together  we're  the  Won 
der  Twin  pair  that  will  rock  the  world." 

At  Crossgain,  the  two  had  planned  1 1 
develop  a  hosting  service  for  the  remol 
administration  of  application  servers  lii 


R    B    Is.    day  27,  !002 


1  Mike  Aguilar,  President  and  COO,  Panasonic  Company  National 


What   challenges   were   facing    Panasonic?   Well,    digital    products   like    DVD 

players  and   HDTVs  are  quickly  replacing  analog  equipment,   and   it  seems 

like   every  day   new  products  with   new  features  are   being   introduced. 

Our  retailers  gave  us  a  wake-up  call.  They  didn't  want  to  be  stuck  with 

yesterday's  products  in  inventory  when  their  competition  is  selling 

today's,  or  even  tomorrow's.  They  needed  our  assistance  to  reduce 

their  inventories,  our  own  inventory,  and  everyone's  lead  time. 


Panasonic 


nasonic  gets  the  big  picture 


How  do  you  do  all  that?  First  you  need  total  and  real-time 
visibility  across  the  value  chain  -  to  know  exactlv  what's 
happening  when   it's  happening, 
from  logistics  to  production,  on 

dealer   shelves   and   suppliers'    shelves,    across    North 

America  and  Japan.  But  more  than  just  having  it,  that 

information  must  work  dynamically  within  a  planning  and 

execution  process.  We  achieve  all  that  with  i2's  Supply 

Chain    Management   solution.    It   gives   us   real-time, 

point-of-sale   information,    even   forward   visibility   into 

I  fp»     retailers'  ad  planning  schedules  and  in-store  promotion 

plans.    Real    collaboration    is    so    much    easier   when 

everyone   in   the   value   chain   has   a   true   picture   of 

customer  demand  and  ways  to  quickly  act  on  it. 


What    returns    have    you    experienced    with    i2? 

Increased  visibility  and  the  ability  to  act  on  it  deliver 
tremendous,  measurable  returns  in  value.  Over  the  next 
12  to  18  months,  dynamic  value  chain  management  will 
help  us  plan  future  production  to  hit  true  demand.  We've 
increased  on-time  delivery  to  84%  for  major  customers 
and  lead  our  industry  with  a  90%  in-stock  rate.  Customers 
have  noticed,  awarding  us  higher  satisfaction  ratings  than 
ever.  That  means  more  sales  from  current  customers  and 
higher  loyalty.  We're  not  just  suppliers  and  they're  not  just 
customers  anymore.  We're  partners. 

"Incinased  visibility  and  the  ability  to  act  on  it  deliver 
tremendous,  measurable  returns  in  value." 

Why  did  you  select  i2?  Other  supply  chain  solutions  consist  of 
isolated  products  that  don't  communicate  with  other  modules  in  the 
system.  We  didn't  want  to  get  into  the  old-style  legacy  systems  where 
we  had  to  patch  everything  together  and  hope  that  it  all  worked.  i2  was 
offering  us  a  unified  solution  in  which  all  the  separate  modules  talk  together. 

It's  the  only  way  to  truly  manage  the  entire  chain. 
e  value  company,  already  $29.9  billion  toward  its  goal  of  delivering 
$75  billion  in  audited  value  to  its  customers  by  2005.  For  more  information  on  i2 
solutionsifoT  managing  your  dynamic  value  chain,  visit  www.i2.com  or  call  1-866-288-4896. 
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BEA's.  But  Crossgain  foundered  when 
Microsoft  invoked  anticompete  agree- 
ments the  pair  had  signed.  Bosworth  and 
Nielsen  east  their  fate  with  Chuang,  and 
their  work  morphed  into  WebLogic 
Workshop. 

Workshop  is  a  collection  of  building 
blocks  that  automate  standard  program- 
ming commands,  such  as  the  order  for 
one  computer  to  retrieve  a  credit  card 
number  from  a  database,  or  to  label  a 
party  in  an  e-commerce  transaction  as  a 
customer  rather  than  a  buyer.  Such  tasks 
once  required  up  to  a  half-hour's  worth 
of  work  by  a  $300-an-hour  lava  pro- 
grammer. BEA  says  that  now  a  neophyte 
can  do  it  in  minutes. 

"Programmers  like  to  think  of  them- 
selves as  high  priests,"  says  Bosworth. 
"But  to  democratize  a  technology  it  has  to 
be  made  easy.  That  means  hiding  the 
command  lines  of  the  code  and  allowing 
people  to  build  applications  visually." 

Nielsen  is  busy  importing  other 
Microsoft  strategies.  In  February  BEA 


introduced  dev2dev,  its  first  interactive 
portal  where  Java  developers  can  down- 
load WebLogic  and  Workshop,  for  free, 
and  share  tips  about  how  best  to  use  them. 
Microsoft,  meanwhile,  aims  to  keep 
its  coders  loyal.  Its  new  .NET  platform,  a 
set  of  standards  and  software  tools,  will 
allow  the  8  million  Visual  Basic  develop- 
ers to  upgrade  from  simple  front-end 


programmers  who  rely  on  their  status  as 
high  priests  to  earn  a  buck.  "Anyone  who 
claims  to  have  invented  anything  that 
makes  enterprise  programming  easy  is 
taking  heavy  drugs,"  says  Deneb  Meketa,  a 
professional  programmer.  The  whole 
■  point  of  enterprise  computing,  he  says,  is 
that  the  code  must  be  continually  cus- 
tomized as  a  customer's  needs  change. 


"IT'S  A  PIPE  DREAM  to  think  developers 
will  suddenly  get  interested  in  Java." 


tasks  to  sophisticated  Web  services  such 
as  automated  purchase  of  steel  and  light- 
bulbs  by  a  GE  jet-engine  factory.  In  other 
words,  coding  for  the  enterprise — BEA's 
backyard. 

"It's  a  pipe  dream  to  think  Visual 
Basic  developers,  who  have  ignored  Java 
for  years,  will  suddenly  get  interested," 
says  Microsoft's  manager  of  platform 
strategy,  (diaries  Fitzgerald. 

Skeptics  abound,  among  them  the  Java 


But  early  reviews  for  BEA's  Workshop 
are  positive.  Dean  Guida  is  chief  executive 
of  Infragistics,  a  large  third-party  vendor 
of  software  components.  Fully  90%  of  its 
products  are  written  in  Visual  Basic. 
Guida  thinks  Workshop  will  catch  on 
with  his  coders.  Java  enterprise  apps  may 
net  him  higher  prices,  and  drive  demand 
for  BEA's  lucrative  server  software. 

"If  we  succeed,"  says  Chuang,  "this 
will  be  huge."  F 


IT'S  THE  BEGINNING  OF  THE  EVENING. 
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Introducing    A  n  t  i  m  ic  rob  ia  I  -  C  oa  ted    Steel 


Last  year  people  spent  a  billion  dollars  on  all  sorts  of  antimicrobial  products.  Now  they  can  haul 
out  the  hard  stuff,  with  new  AglON"  antimicrobial-coated  steel.  It  suppresses  the  growth  of 
bacteria,  molds  and  fungi  on  products  such  as  building  fixtures,  HVAC  components,  food  and 
medical  equipment,  and  appliances.  And  customers  are  willing  to  pay  more  for  the  added 
cleanliness.  To  learn  how  to  make  steel  products  even  stronger, 
call  1-866-571-6351  or  visit   www.aksteel.com/agion. 


At  AKSteel 


fl  \,  AglON  13  a  trademark  o*  AglON  Technologies  LLC 
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The  Monitors  Have  Eyes 

Chatting  online  was  supposed  to  be  a  private  affair.  Not  anymore. 


BY  CHANA  R. SCHOENBERGER 

CHEATING  HEARTS  AND  DELINQUENT 
teens  beware:  New  software  is  strip- 
ping another  layer  off  the  Internet's 
privacy  protections. 

Called  "BeAware  with  ChatWatch," 
the  software  takes  periodic  screen  shots  of 
a  monitored  computer,  letting  a  parent  or 
suspicious  spouse  see  everything  that 
crosses  the  screen,  from  Web  pages  and 
chat  to  instant  messages  (IM).  A  text- 
search  function  ferrets  out  any  mention 
of  booze,  drugs  or  the  name  of  the  Other 
Woman.  "People  assume  that  IM  is  not 
monitored,  but  with  this  software,  that's 
no  longer  the  case,"  says  Adam  Schran, 
26,  whose  fledgling  Philadelphia  firm, 
Ascentive,  created  the  product.  The  pri- 
vately held  firm,  which  Schran  claims 
generated  $2.2  million  in  revenue  last 
year,  also  sells  software  that  speeds  up 
Internet  connections  and  computers. 

Monitoring  software  is  proliferating 
on  office  networks  and  home  computers, 
creating  a  $269  million  market  for  Inter- 
net-access-control software.  According  to 
research  firm  IDC,  60%  of  companies 
monitor  or  filter  employees'  Internet  for- 
ays, but  generally  limit  their 
surveillance  to  logging  which 
Web  addresses  employees  visit. 
Ascentive's  new  $49.95  pro- 
gram, launched  in  December 
for  Windows  only,  gives  would- 
be   Big   Brothers   a   broader 
opportunity  to  spy. 

When  BeAware  is  installed 
on  a  network  or  PC,  it  can  issue 
a  warning  that  it  is  watching 
the  chat  session — or  it  can 
operate  in  stealth  mode  to  pro- 
tect itself  against  disablement 
by  those  being  watched.  The  ; 
administrator  can  determine 
how  often  the  program  cap- 
tures what's  on  the  screen,  as 
frequently  as  every  ten  seconds. 
The  chat-session  records,  while 
hardly  comprehensive,  provide 


nice  snapshots  and  are  saved  as  a  graphics 
file  in  a  folder  on  the  hard  drive  or,  if 
you're  really  paranoid,  to  a  CD  or  floppy. 

One  customer,  a  Louisiana  machine 
tool  engineer,  used  BeAware  to  confirm 
his  wife  was  cheating  on  him.  He  caught 
her  exchanging  e-mail  and  instant  mes- 
sages with  her  lover.  (They've  since  put 
her  cyberdalliance  behind  them.) 
Another  early  customer,  Schran  says, 
bought  the  software  because  he'd  realized 
that  someone  was  visiting  pornography 
sites  from  his  home  computer.  He  wanted 
to  determine  whether  the  porn  viewer 
was  his  au  pair  or  his  teenage  daughter. 
Turns  out  it  was  the  daughter. 

Nosy  Nellies  throughout  the  Inter- 
net world  are  taking  note.  At  the  Boys 
&  Girls  Club  in  Waltham,  Mass.,  the  12- 
computer  teen  center  already  uses  fil- 
tering software  from  SonicWall  and  the 
NetSee  monitoring  program  from 
BirchTree  Systems  to  keep  tabs  on  the 
45  students,  ages  1 2  and  up,  who  drop  in 
each  afternoon.  To  monitor  the  kids' 
online  activities  even  further,  text  search 
capability  "would  be  helpful,"  says  the 


center's  director,  loseph  Gaiero. 

The  software  does  have  some  draw- 
backs. Employers  who  use  monitoring 
software  to  catch  one  employee  harassing 
another  over  the  network,  but  don't  do 
anything  about  it,  might  be  open  to  a  civil 
suit,  says  Jonathan  Zittrain,  who  heads 
the  Berkman  Center  for  Internet  &  Soci- 
ety at  Harvard  Law  School.  It's  also  hard 
to  pick  through  the  sheer  mass  of  screen 
shots.  "Someone's  ability  to  detect  some- 
thing largely  depends  on  how  much  time 
the  person  is  willing  to  spend,"  says  Setr 
Schoen,  staff  technologist  at  the  Elec-. 
tronic  Frontier  Foundation,  a  San  Fran-i 
cisco  pro-privacy  not-for-profit. 

Another  problem  with  text  search 
that  it  presumes  the  searcher  knows  wha 
to  look  for.  If  you  don't  know  today's  hip 
teenage  slang  for  heroin  (try  Harry  lone, 
or  chick),  the  software  can't  help  you. 

But  most  privacy  experts  admit  tha 
both  employers  and  parents  have  a  lega 
right  to  monitor  their  computer  systems 
"It's  not  selling  out  to  make  sure  tfr 
Internet  is  supervised  for  kids, 
says  Schran. 


I .»/ 


Teens  need  to  watch  what  they  type. 
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TRANSPORTING  DANGEROUS  CHEMICALS. 


Chemical  Logistics 


Because  Cendian  is  the  leading  compah^mi't  specializes  in  chemical  logistics,  we  have  the 
experience  to  customize  solutions  to  fit/Mpir  specific  needs  and  challenges.  Leveraging  over 
$1  billion  in  purchasing  power  and  s|||ipf-the-art  technology,  our  clients  can  ship  anywhere 
around  the  world.  Our  solution  requires  no  upfront  capital  investment,  and  delivers 
immediate  bottom  line  results.  Aft^all,  in  the  chemical  business  the  last  thing  anyone  needs 
is  surprises.  If  this  is  your  philosophy,  call  1.8oo.Cendian,or  visit  us  at  www.cendian.com. 


TECHNOLOGY    digital  tools  by  Stephen  Mane? 


Livin'  La  Vida  M 


AT&T's  mMode 
service  offers 

thumb-busting 

text  messaging, 

lethargic  Web 

sites  and  a  few 
new  wrinkles. 


AH,  MLIFE!  ACCORDING  TO  AT&T,  "IT'S  WIRELESS  REIN- 
vented."  But  now  that  I've  been  livin'  La  Vida  M  for  a 
couple  of  weeks,  I  can  assure  you  it's  merely  wireless 
remarketed.  With  an  AT&T  Wireless  phone  you  can 
press  #121  and  get  "voice-accessed  information"  like 
stock  quotes,  sports  scores  and  movie  listings  from  an  auto- 
mated service  just  by  asking  for  them.  But  you  can  get  pretty 
much  the  same  stuff  from  the  same  provider — TellMe  Net- 
works— by  dialing  800-555-TELL  from  any  old  phone  you  hap- 
pen to  have  around. 

Dialing  411  gets  you  AT&T's  "connect"  concierge  service  at 
99  cents  plus  airtime.  I  asked  for  a  good  Chinese  restaurant  near 
me  in  Seattle,  but  the  friendly 
operator,  clearly  struggling  with 
a  database,  came  up  with  a 
fourth-rate  pan-Asian  pick. 
When  I  politely  rejected  that, 
she  offered  Benihana,  admitting 
it  was  Japanese.  Eventually  she 
suggested  I  go  to  Chinatown 
and  look  around. 

New      phones      for      the 
company's  under-construction 
European-style  GSM/GPRS  net- 
work (so  far  available  only  in  25 
major  markets)   can   access  data  services 
grouped  under  the  rubric  mMode.  As  add-ons 
to  voice  deals,  monthly  mMode  plans  cost  any- 
where from  about  two-thirds  of  a  cent  to  2 
cents  per  kilobyte  of  data,  including  ads  that 
may  appear  on-screen. 

The  mMode  name  is  clearly  meant  to 
remind  insiders  of  partner  NTT  Docomo's 
iMode,  for  which  nearly  30  million  Japanese 
subscribers  gladly  pay  to  get  things  like  daily 
Hello  Kitty  cartoons.  But  AT&T's  mMode  really 
amounts  to  little  more  than  text  messaging  of 
the  sort  that  busts  far  more  thumbs  abroad 
than  here,  an  a\  plementation  of  AOL 

Instant  Messenger  and  a  collection  of  the 
lethargic,  click-happ  s  that  have  been 

such  a  flop. 

AT&T's  new  wrinkl  le  online  games 

with  color  pictures,  like  a  Stc  *  Trek  u  a  idventure  a      ].99  a 
month — plus  per-kilobyte  :eem  to  be  the  only 

reason  for  the  slow-loading,  larger)  irrel<  vani  pictures.  A  color 
local-weather  radar  display  ($1.99  a  month  plus  data 
looks  okay,  but  it's  not  Kke!    to  displace  the  better 
ones  available  on  standard  Web  sites  foi  tree.  A 


detachable  camera  on  a  forth 
coming  Sony  Ericsson  phone 
takes  decent  640-by-480-pixel 
pictures  you  can  e-mail  di 
rectly  to  relatives;  depending 
on  the  service  plan,  each  one 
can  cost  anywhere  from  noth 
ing  to  80  cents. 

The  contact  management  ; 
feature  is  clever  but  falls  a  bit 
short.  After  downloading  a  free 
copy  of  Fonesync  software,  you 
can  synchronize  your  desktop  calendar  and  contacts  from,  say  | 
Microsoft  Outlook  to  AT&T's  servers  and  then  magically  access 
them  from  your  mMode  phone.  Add  a  new  entry  from  the 
phone,  and  it  appears  on  your  desktop  when  you  next  click  the  | 
synch  icon. 

But  to  get  the  info  from  the  phone  you  have  to  access! 
mMode,  click  through  several  screens,  tap  out  the  contact's  sur-i 
name  on  the  phone  keys,  wait  for  a  response,  then  click  some; 
more  to  retrieve  and  dial  the  number.  The  calendar  likewise 
demands  much  clicking  but  can  display  only  a  single  entry  a 
once.  Alas,  you  can't  move  the  info  directly  from  the  service  intc 
the  phone  for  fast  access. 

The  rest  of  mLife  involves  such  wonders  as  downloadable 
ring  tones  and  graphics.  From  the 
phone  I  easily  accessed  the  nationa 
anthems  of  Finland  and  Yugoslavia,  a: 
well  as  the  William  Tell  Overture  b] 
"Mozart,"  which  sounds  surprising!] 
like  the  one  by  Rossini,  only  tinnier. 

You'd  think  AT&T  would  mak 
sure  the  services  connected  to  its  flag 
ship  campaign  were  up  to  date.  For  ; 
time  I  couldn't  download  the  Fone 
sync  software,  thanks  to  the  clums' 
AT&T  site's  incompatibility  with  th 
default  privacy  settings  of  Microsoft' 
Internet  Explorer  6.  Click  to  downloai 
a  wallet  card  for  the  #121  service,  an< 
the  screen  urges  you  to  call  in  for  "th 
latest  Olympic  Winter  Games  update. 
And  one  Wall  Street  journal  mMod 
link  delivered  news  headlines — from  last  November. 

The  "ml  I  assume  it  stands  for  mediocre.  But  the  AT& 
Web  site  does  offer  users  a  ring  tune  that  could  be  an  anther 
for  the  unimpressed:  "If  I  Only  Had  a  Brain."  I 


p{1fl"M»C  I  Stephen  Manes  (steve@cranky.com),  cohost  of  Digital  Duo,  has  been  covering 
— ^«— ».  ■',»„  I  technology  for  nearly  two  decades.  Visit  his  home  page  at  www.forbes.com/manes 
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PLAYING  TO  WIN 


Winning  on  the  road:  How  would  you  like  a  significant  increase  in  online  order  volume?  That's  what 
happened  when  Goodyear  installed  a  high-performance  dealer  extranet  with  the  help  of  IBM  (IBM 
(©server?  IBM  DB2"  software,  IBM  TotalStorage™  -  a  reliable  infrastructure  is  the  key).  It  also  helped  dealers 
cut  costs  by  reducing  their  on-site  inventory.  Winning  in  e-business  means  getting  closer  to  your 
retailers  -  so  everybody  works  more  productively.  Get  in  the  game  at  ibm.com/e-business 
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kh  creates  solidity  around  the  world. 


At  CEMEX,  we  do  far  more  ti 

customers  with  the  best  means 

globe.  By  combining  our  operational 

and  knowledge  of  local  markets*  i 

needs — but  to  anticipate  them  a^ 

continue  to  be-the  choice  of  builders  VfoiHdwidQ; 

CY         home  or  a  landmark  bridfce.  Wlvct 
your .customer  relationships- remain 

NYSE    www.temex.com.  f  ■ 
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i  isti  n 


xibute  cement. We  provide  our 
instruction  projects  around  the 
Reading  information  technology 
■  to  meet  changing  customer 
mr  products  and  services 
he  project  is  a  single-family 
"mess  approach  is  fluid, 
Irn  more  about  us,  visit 


MARKETING 


Sun  Blocked? 

}hilippe  Bourguignon  believes  the  Club  Med  image  can  sell  fitness, 
ragrance  and  food.  But  will  nervous  shareholders  let  him  prove  it? 


Y  JOSHUA  LEVINE 

PHILIPPE  BOURGUIGNON  IS 
sweating  under  the  hot  lights  of 
an  auditorium  on  Paris'  lie  de  la 
Cite.  For  an  hour  and  a  half  the 
chief  executive  of  Club  Mediter- 
inee  S.A.  has  tried  to  explain  Club  Med's 
itest  dismal  results  to  shareholders.  Now 
e's  imploring  them  to  stay  the 
Durse  as  he  guides  the  package- 
acation  merchant  into  such  con- 
'oversial  new  ventures  as  urban 
lubs  and  jazzy  gyms.  "It's  a  deli- 
ate  thing  to  steer,"  he  tells  them, 
heir  response?  The  French 
quivalent  of  a  Bronx  cheer. 

Just  two  years  ago  Bour- 
uignon  was  considered  some- 
iing  of  a  Second  Coming  to  the 
laris-based  purveyor  of  all-inclu- 
ve  sea-or-ski  vacation  packages. 
le  joined  the  company  in  1997, 
tier  large  corporate  sharehold- 
rs,  frustrated  by  a  cycle  of  cost- 
nd  price-cutting  that  did  little  to 
olster  business  at  its  "villages," 
usted  Club  Med's  founding 
rigano  family.  Bourguignon,  a 
>rmer  Disney  marketing  whiz, 
'orked  furiously  to  repair  the 
eeling  thatch  and  wilting  palms 
t  the  tired  holiday  outposts.  He 
lelled  out  $350  million  to  spruce 
p  70  of  the  120  resorts.  He  also 
ided  more  youth-oriented  ac- 
vities,  such  as  rock  climbing,  and  more 
rofitable  high-end  clubs.  Vacationers  and 
lvestors  cheered  the  improvements,  and 
lub  Med's  stock  climbed  from  a  $35  low 
1 1996  to  $159  on  the  Paris  bourse  in  July 


2000.  For  the  fiscal  year  ended  Oct.  3 1, 2000 
the  company  reported  a  51%  boost  in  net 
income  to  $52  million,  on  revenue  of  $1.6 
billion. 

Basking  in  his  success,  Bourguignon  last 
year  started  trumpeting  phase  two  of  his 
plan:  turning  Club  Med  into  an  umbrella 
leisure  brand,  comprising  not  just  resorts 


of  Club  Med — but  battles  something  of  a 
cheesy  reputation.  (Only  12%  of  the  popu- 
lation wants  to  go  to  a  Club  Med.) 

Unfortunately,  his  timing  was  terrible. 
The  U.S.  recession  and  hard  times  in  Asia 
were  pinching  Club  Med  even  before  the 
terrorist  attach  on  Sept.  1 1  ruined  tourism. 
Club  Mediterranee's  revenue  tumbled 


Surprise!  Sex  still  sells: 
Club  Med  has  always 
pushed  packaged  fun; 
now  it's  trying  to  bottle 
it  with  its  own  scent. 

but  fitness  clubs, 
cabarets  and  cosmet- 
ics. A  nifty  idea  in  Europe,  where  Club  Med 
can  capitalize  on  the  popularity  of  its  re- 
sorts. And  not  a  bad  image-booster  in  the 
U.S.,  where  the  brand  has  surprisingly  high 
awareness — 92%  of  the  population  knows 


14.6%  to  $300  million  for  the  three  months 
ended  Jan.  3 1 ,  as  the  number  of  Club  Med 
guests,  or  gentils  membres  (as  its  vacationers 
are  called  in  its  faux-funky  parlance), 
dropped  by  close  to  20%.  For  the  fiscal  year 
ended  Oct.  31,  it  lost  $63  million  on  rev- 
enue of  $1.8  billion.  "We  can't  take  losses 
like  that  for  very  long,"  Bourguignon  ad- 
mits. Recent  share  price:  $45. 

The  unfortunate  scapegoat  is  Bour- 
guignon's  Club  Med  brand-extension  strat- 
egy, much  maligned  by  analysts,  share  - 
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holders  and  the  French  press. 
Doesn't  help  that  one  of  Bour- 
guignon's  new  concepts,  Oyyo,  is 
a  flat-out  dud.  Oyyo  is  a  no-frills, 
nonstop-party  resort  in  Bekalta,  Tunisia, 
for  sex-crazed  25-year-olds.  There's  round- 
the-clock  pizza  but  no  tennis  or  golf.  And 
there  are  kinks:  Its  first  visitors  confronted 
inedible  food  and  bulldozers  on  the  beach. 
"I  would  like  to  see  Bourguignon  spend 
more  time  on  Club  Med's  core  business," 
says  Nigel  Reed,  leisure  analyst  at  BNP 
Paribas. 

But  Bourguignon  argues  that  Club 
Med  needs  new  ventures  for  long-term 
growth.  I  fe  will  reopen  an  improved  Oyyo 
in  June.  In  September  he  will  cut  the  rib- 
bon on  Club  Med  Gym,  the  rechristened 
I  uNci.1  Gymnase  ( Hub  chain  (26  units) 
he  bought  for  $46  million  last  May.  He  is 
also  optimistic  about  the  potential  for  a 
string  of  nightclubs  called  Club  Med 
World.  He  has  opened  two  such  restau- 


Smiling— but 
sweating:  Philippe 
Bourguignon  is 
under  pressure. 


rant/cabarets,  in  Paris  and  Mc 
treal.  The  Paris  club  logg 
400,000  visitors  last  year,  pre 
ing  the  concept's  marketing  [ 
tential.  Bourguignon  is  encouraged,  e\ 
though  Club  Med  World  lost  some  $5  n 
lion  last  year.  "We  think  it's  stupid  to 
tertain  people  for  a  week  and  then  for 
about  them,"  he  says. 

Given  time,  there's  no  reason  the  C 
Med  brand  shouldn't  work  as  a  nightc 
or  a  fragrance,  like  My  Ocean,  the  sc 
launched  recently  by  Cory.  But  it's  unci 
how  much  time  it  will  take.  Bourguign 
squeezed  by  the  continued  iffy  outlook 
leisure  travel,  has  frozen  expenditures  u  | 
Club  Med  stops  losing  money.  "All 
projections  have  hit  the  rocks,"  he  says  | 

The  question  now  is  whether  the 
nelli  family,  which  controls  24%  of  C I 
Med's  stock,  will  give  Bourguignon  eno 
time  to  get  his  turnaround  effort  bad  | 
track — or  ask  him  to  hit  the  road. 
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Danielle  received  so  many  compliments, 
she  knew  she  had  chosen  a  great  dental  plan. 


ental)  plan. 


i  a  Direct  Reimbursement  dental  plan,  you  decide  how  much  your  company  contributes.  You  decide  how  much  your 
)loyees  contribute.  And  since  there  are  no  monthly  'premiums,  you  pay  only  when  your  employees  actually  visit,  the. 
tist.  It's  a  self-funded  dental  plan  for  smart  companies.  What's  more,  your  employees  have  the  freedom  to  choose  any 
tist  they  want.  Wouldn't  you  like  to  get  compliments  on  yqui  dental  plan?  Call  now  for  more  information,. or  visit  our 
)site  for  a  OR  cost  estimate.  1-800-212-7^98  efct.144  j  www.ada.org/DR/144 
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trease  based  on  May  vs.  March  (4/30/Q1  -  5/27/01  vs.  2/25/02  -  3/31/02)  Persons  2+  AA(000), 
to  qualifications  which  will  be  made  available  upon  request. 
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>     respected     names     combine     to     create     a 
^uely    powerful    dynamic    in    cable    business 
A#s.  Forbes  on  FOX  brings  its  distinctive  brand 
economic  intelligence  to  an  audience  that  has 
rown  by  36%  since  the  show's  premiere  last 
spring.    Exploring    the    details    of    the    latest 
business  news  with   experts  in  the  field, 
Forbes  on  FOX  delivers  the  insights 
that    give    you    a    financial    edge 
unlike  any  other  business 
show  on  cable. 
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ENTREPRENEURS 


MACHINE  DREAMS 


t  took  just  months  for  two 
dIT  grads  to  make  their  first 
obot— and  12  years  to  learn 
low  to  sell  one  at  a  profit. 

IY  LEA  GOLDMAN 

IT'S  NO  WONDER  THEIR  FRIENDS 
assumed  Colin  Angle  and  Helen 
Greiner  were  an  item.  The  two  MIT  un- 
dergraduates were  inseparable,  pairing 
up  on  assignments  and  snowboarding 
•utings.  What  drew  them  together,  though, 
vas  not  romance  but  robotics  and  artificial 
ntelligence — the  science  of  making  ma- 
hines  think  like  humans.  And  it  was  AI  that 
ent  Greiner  to  Los  Angeles  to  join  a  ro- 
>otics  firm  and  brought  her  back  again  a 
rear  later,  in  1990,  to  launch  Irobot,  in 
iomerville,  Mass.,  with  Angle  and  Rodney 
Jrooks,  their  former  professor  and  the  head 
>f  MIT's  AI  lab.  Their  radical  plan:  Make  ro- 
>ots  for  the  masses.  One  idea  they  had  was 
o  manufacture  a  wireless  massager  that 
:ould  climb  backs  and,  with  thermal  sen- 
ors,  detect  and  knead  sensitive  areas. 

A  noble  mission,  perhaps,  but  flawed. 
Tie  massager  idea  was  scrapped  for  being 
oo  expensive.  Robots,  a  perennial  just- 
round-the-corner  breakthrough  since  the 
950s,  have  fallen  far  short  of  Steven  Spiel- 
berg's bot-boy.  There  are  only  1 18,000  ro- 
ots now  at  work  in  the  U.S.,  says  the  Ro- 
•otics  Industries  Association.  About  half 
re  used  by  automakers,  mostly  for  mun- 
lane  tasks  like  spray-painting  and  welding. 

What  about  the  toy  market?  Last  year 
smart"  toys  represented  just  2%  of  the 
25  billion  toy  business,  reports  NPD  Fun- 
forld.  After  a  dozen  years  Irobot  has  found 


The  ultimate  video- 
conference  device: 
Helen  Greiner, 
Colin  Angle  and 
their  new  CoWorker. 
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GIZMOS  WITH  GUMPTION 


PACKBOT 


ARIEL 


PACKBOT 

Tanklike  rover  encased  in  impact-resis- 
tant aluminum  shell.  Can  navigate  hills 
and  stairs,  scout  hazardous  situations, 
survive  falls  from  second-story  windows. 

GECKO  WALL  CLIMBING  ROBOT 
Inspired  by  the  lizard,  this  bot  in  develop- 
ment will  traverse  any  terrain,  climb 
walls.  Ideal  for  recon  in  enemy  territory. 

DART  UNDERWATER 
Mimicking  the  fluid  movements  of  fish, 
the  3-foot-long  prototype  has  flexible 
hulls  for  speed  and  turning.  Best  use: 
navigating  hard-to-reach  locations. 


that  promising  tech  doesn't  always  translate 
into  profits.  "We  joked  about  how  cool  it 
was  to  be  self-employed  because  when  the 
winds  were  right,  you  could  leave  and  go 
windsurfing,"  laughs  Angle,  chief  executive. 

For  all  their  consumer  ambitions,  Angle 
and  Greiner,  both  34,  have  scraped  by 
thanks  largely  to  research  contracts.  They 
began  with  primitive  prototypes,  outfitted 
with  microprocessors,  sold  mainly  to  uni- 
versities at  $3,000  each.  Selling  up  to  60  a 
year,  they  were  barely  breaking  even.  The 
duo  and  six  others  toiled  18  hours  a  day 
writing  code  and  soldering  parts.  Forced  to 
front  manufacturing  costs,  they  drew  down 
$100,000  in  bank  debt  and  maxed  out  on 
$10,000  in  personal  credit  card  expenses. 

The  eight  employees  took  $30,000  each 
in  annual  salaries.  They  bought  equipment 
on  the  cheap  from  RadioShack  and  re- 
cruited interns  from  MIT,  pa)  ing  minimum 
wage.  Angle  and  Greiner  often  built  parts  in 
the  university's  high-tech  machine  shop. 

First  big  break  a  $500,000  research  deal 
with  the  Japanese  government  in  1992  to 
develop  designs  for  nanorobots  less 
1  centimeter  in  size  for  medical 
tions.  But  the  checks  were  often  five  1 1 
late,  and  Irobot's  vendors  started  den 


HOLON 

Its  four  "tentacles,"  each  with  high- 
torque  motors,  propel  the  bot  into  pipes, 
up  steep  steps.  Designed  to  inspect, 
maintain  ships  and  nuclear  power  plants. 

ARIEL  UNDERWATER 
Sensors  and  control  systems  along  the 
mine-seeker's  crablike  body  react  to  tides 
and  winds.  Detects  land  obstacles,  too. 

MICRORIG 

Wireless  device  travels  down  miles 
of  earth  through  oil  well  bores.  The  bot 
can  withstand  high  temperatures  and 
pressure  to  make  repairs. 


ing  cash  on  delivery.  A  year  later  the  com- 
pany won  $50,000  from  the  Defense  Ad- 
vanced Research  Projects  Agency — the  Pen- 
tagon's R&D  arm — and  the  Office  of  Naval 
Research  for  an  underwater  minesweeper. 
Irobot  studied  ghost  crabs — how  they 
swayed  with  the  tides  while  still  gripping 
the  ground — and  built  a  prototype  of  Ariel 
Underwater,  a  six-legged  bot  that  could  lo- 
cate a  mine,  drop  an  explosive  and  scurry 
away  before  detonation.  The  military  never 
deployed  the  device. 

More  government  contracts  followed. 
A  $3  million  Defense  Department  assign- 
ment to  build  tanklike  reconnaissance  ro- 
bots to  scope  dangerous  urban  areas  came 
after  the  1995  Oklahoma  City  bombing. 
Four  PackBots  were  deployed  in  the  search 
for  survivors  after  Sept.  1 1,  but  firefighters 
objected  to  them:  If  a  robot  were  lost, 
would  rescuers  have  to  waste  time  finding 
it?  The  PackBots  were  sent  into  peripheral 
areas  to  test  structural  soundness. 

Meantime,  Angle  and  Greiner  finagled 
a  contract  with  Baker  Hughes,  the  oil  ser- 
vice company.  Result:  a  titanium-encased, 
32-inch  wireless  robot  that  could  descend 
5  miles  ot  oil  well  bore  to  make  repairs, 
carry  loads  and  withstand  a  temperature  of 


302  degrees  Fahrenheit  and  a  pressure  of 
10,000  pounds  per  square  inch.  (Baker 
Hughes  backed  out;  Halliburton  has  since 
picked  up  an  interest  in  the  device.) 

Irobot  began  exploring  the  toy  market. 
Inspired  by  Tamagotchi,  the  virtual  pet  that 
swept  the  U.S.  toy  market  in  1997,  Angle 
created  a  self-steering  ball  that  rolled  away 
from  dark  places — and  that  evolved  into  a 
doll  head  dubbed  "Bit"  that  laughed,  cried 
and,  during  lulls,  looked  bored.  A  network 
of  sensors  and  some  computer  code  de- 
tected when  she  was  being  held  or  bounced. 
Tickle  her  chin  and  she  giggled.  Shake  her 
and  she  cried.  Angle  hit  up  an  old  friend  to 
set  up  a  meeting  with  Hasbro,  which  signed 
a  three-year  exclusive  contract  in  1998,  giv- 
ing Irobot  $1  million  to  develop  Bit  into 
My  Real  Baby;  Irobot  would  get  a  5%  roy- 
alty once  Hasbro  recouped  its  investment. 

Not  so  easy — even  with  a  two-year 
window  for  a  prototype.  Parts  were  expen- 
sive, given  that  off-the-shelf  items  like  sin- 
gle gears  went  for  $15  and  the  doll  required 
dozens  of  them.  So  Angle  and  Greiner  can- 
nibalized body  parts  and  wiring  from  ex- 
isting dolls  and  toys.  The  project  nearly 
tanked:  Because  the  doll  was  so  sensitized  to 
rattling  off  baby  noises  and  words,  Hasbro 
thought  it  heard  it  utter  "Bad  mommy" 
and,  ominously,  "Don't  do  it."  For  four 
months  Irobot's  engineering  crew  repro- 
grammed  the  baby's  speech  code. 

A  year  later,  in  the  fall  of  2000,  My  Real 
Baby  hit  store  shelves.  Tickling  her  feet 
evoked  giggles;  after  a  feeding,  she'd  say 
"Uh-oh,"  a  cue  to  change  her  diaper.  At 
$96,  Baby  was  expensive  but  still  a  fraction 
of  Aibo  (then  $2,500),  Sony's  famed  lifelike 
puppy.  The  doll  sold  100,000  units. 

More  promising  yet  is  an  adult  robot 
called  CoWorker,  a  3-foot-tall  device  with 
a  video  camera  that  can  transmit  live  im- 
ages from  remote  locations.  Moving  at  a 
mile  an  hour,  this  mobile  machine  is  re- 
markably nimble,  turning  sharp  corners, 
negotiating  walls  and  tight  spaces.  Disney 
and  Halliburton  are  testing  the  bot,  which 
cost  $2.5  million  to  develop.  Someday,  per- 
haps, the  CoWorker  might  serve  as  a 
granny-sitter  or  help  a  doctor  by  making 
his  house  calls  for  him.  Someday. 

Last  year  Irobot  eked  out  a  profit  on 
sales  of  $15  million.  As  Greiner  says,  "Good 
companies  take  a  long  time  to  build."     F 
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MONEY      MANAGEMENT      IS      WHAT     WE      DO. 


Actually,   we're   pretty   good   at   reducing   stress,   too. 

salth  is  a  great  achievement  and  a  great  responsibility.  It  can  take  over  your  time,  or  it  can  enhance 
ur  life.  How  do  you  make  your  wealth  work  for  you,  rather  than  the  other  way  around?  Neuberger 
•rman  has  solutions.  For  more  than  sixty  years,  we've  helped  people  manage  wealth  and  preserve 
pital.  By  focusing  on  money  management  and  listening  to  your  goals,  we  can  help  you  gain  the 
3St  precious  asset  of  all  -  peace  of  mind.  If  you  have  $500,000  to  $50  million  or  more  to  invest  in  a 
stomized  portfolio,  call  us  at  866.483.1046,  ext.  21402  for  our  free  brochure  Orchestrating 
recess.   Or,  for  more  information   and  a   list  of  our  offices  across  the  country,  visit  us  at  nb.com. 


sitD3nb.com 


NEUBERGER    BERMAN 


Private  Asset  Management 


"Money  management  is  what  we  do"  is  a  service  mark  of  Neuberger  Berman.  LLC.  ©2001 .  AH  rights  reserved.  Member  NYSE/NASD/SIPC.  7/01 . 
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.  ERRY  MASSIE  exhorts  fans  of  his  Outdoor 
Channel  to  pressure  cable  operators  to  carry  the 
tiny  network.  The  strategy  is  working. 


BY  DOROTHY  POMERANTZ 

PERRY  T.  MASSIE  COULDN'T  HAVE  IN- 
vented  a  better  pitchman  than  Ted 
Nugent,  the  1970s  rocker  and  hunts- 
man. You  can  catch  the  Nuge  chasing  Texas 
wild  boar  or  white-tailed  deer  with  his  bow 
and  arrow  on  Ted  Nugent  Spirit  of  the  Wild 
every  Tuesday  night  at  9:30  p.m.  on  the 
Outdoor  Channel,  a  cable  network  co- 
founded  by  Massie.  And  Nugent  is  forever 
plugging  the  show  during  radio  interviews 
and  appearances  on  Politically  Incorrect, 
urging  his  fans  to  demand  their  cable  sys- 
tems add  the  tiny  network.  "There  was  the 
lI  want  my  MTV'  campaign,"  Nugent  says, 
taking  a  break  from  recording  his  new 
album,  Craveman.  "I  would  like  to  think 
we're  starting  an  T  want  my  Outdoor 
Channel'  campaign." 

It  doesn't  have  MTV's  throw  weight  yet. 
But  organizing  grassroots  demand  for  the 
Outdoor  Channel  has  helped  build  a  view- 
ership  of  14  million  for  the  Temecula, 
Calif-based  network.  "The  guys  who  like 
this  kind  of  programming  will  seek  it  out," 
says  Massie,  who  is  also  chairman.  "They'll 
call  their  cable  companies  and  demand  it 
be  put  on."  That's  what  happened  in  tiny 
Stevens  Point,  Wis.  (pop.  25,000),  where 
Charter  Communications  planned  to  add 
Style,  which  is  about  fashion,  to  the  city's 
analog  cable  lineup — and  ended  up  insert- 


ing the  Outdoor  Channel  instead. 

Such  incremental  pickup  hasn't  gotten 
the  Outdoor  Channel  near  the  distribution 
of  its  closest  rival,  Comcast's  Outdoor  Life 
Network,  which  is  available  in  41  million 
homes.  But  it's  a  far  cry  of  the  wild  from  its 
origins  in  1985,  when  Massie  raised 
$500,000  in  a  blind-pool  public  offering  to 
fund  trips  to  Alaska  for  members  of  the 
Gold  Prospectors  Association  of  America 
(then  run  by  his  dad).  Three  years  later  his 
brother  Thomas  hit  on  the  idea  of  making 
infomercials  to  boost  membership.  (Today 
the  Outdoor  Channel's  parent,  Global  Out- 
doors, trades  on  the  bulletin  board;  its 
$1 1.35  share  price  gives  it  a  market  value  of 
$61  million.)  In  1993  Massie  bought  space 
on  a  C-Band  satellite,  launching  the  Out- 
door Channel  as  a  wild  feed  that  could  be 
picked  up  by  anyone  with  a  brown-bear- 
size  dish.  Programmers  like  those  who  pro- 
duce Cajun  Phil's  Outdoors  &  Fishin'  paid 
for  carriage  on  the  network  in  exchange  for 
50%  to  100%  of  the  ad  revenue. 

In  1995  Massie  moved  the  signal  to  a 
satellite  easily  picked  up  by  operators  like 
Comcast  and  Time  Warner,  which  could 
then  beam  it  to  their  local  systems.  The 
cost,  $1 15,000  per  month,  was  more  than 
double  what  the  network  had  been  spend- 
ing on  C-Band.  Having  mortgaged  all  of 
his   family's    property — including   his 


mother's  house — just  to  pay  satellite  fees 
Massie  turned  to  his  viewers  to  help  sell  the 
network.  Mining  the  Web,  Executive  Via 
President  Jacob  Hartwick  tracked  dowr 
5,000  hunting,  fishing  and  snowmobilin^ 
clubs,  which  he  barraged  with  informatior 
about  the  network.  Club  members  wen 
encouraged  to  post  flyers  in  gun  and  tackle 
shops  and  to  encourage  sportsmen  to  caL 
cable  systems  and  insist  they  add  the  Out- 
door Channel.  Massie  also  tapped  nationa 
organizations,  selling  time  to  the  Nationa 
Wild  Turkey  Federation,  which  exhortec 
its  390,000  members  to  hit  up  cable  oper- 
ators. A  similar  deal  is  in  the  works  with 
the  National  Rifle  Association  and  its  4.1 
million  members. 

Today  EchoStar  and  942  cable  opera- 
tors, mosdy  in  rural  and  suburban  markets 
carry  the  network.  The  Outdoor  Channel'; 
parent  company  has  been  profitable  for  the 
last  three  years,  earning  $81 1,000  on  $1/ 
million  in  revenues — half  from  selling  air- 
time  to  producers  and  advertisers,  the  othei 
half  from  cable  and  satellite  subscriber; 
(they  get  35%  of  the  $2  monthly  charge  pei 
EchoStar  customer)  and  the  prospecting 
club,  which  now  has  34,000  members. 

Fans  alone  can't  sustain  the  network 
Last  summer  Massie  hired  Bear  Stearns  tc 
haul  in  someone  with  deep  pockets  anc 
wider  distribution.  So  far,  no  takers.        ¥ 
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MEDICINE  IN  HAND 

Great  idea:  Replace  illegible  prescription  pads  with  digital 
commands.  So  why  is  Allscripts  Healthcare  chronically  ill? 
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BY  MARY  ELLEN  EGAN 

IF  AT  FIRST  YOU  DON'T  SUCCEED,  TRY  A 
new  line  of  business.  Since  its  birth  in 
1986  Allscripts  Healthcare  has  burned 
through  $54  million  of  venture  capital,  $10 
million  in  convertible  bond  proceeds  and 
$203  million  from  public  stock  offerings — 
without  turning  a  profit.  The  Libertyville, 
111.  firm  still  sells  commonly  prescribed 
medicines  to  doctors,  who  sell  them  to  pa- 
tients. But  it  has  refocused  to  develop  med- 
ical software  that,  among  other  things,  lets 
doctors  write  electronic  prescriptions. 

The  fact  that  six  of  eight  companies 
selling  similar  services  have  failed  hasn't 
deterred  Glen  Tullman.  Allscripts'  42-year- 
old  chief  executive  (its  fourth  in  16  years) 
insists  the  company  is  "on  track  to  be  prof- 
itable in  2003" — despite  losing  $4iy  mil- 
lion on  revenues  ol  $71  million  last  year. 
Tullman  and  Chi  David 

Mullen  have  had  pri<  »i  s.  There  was 

Enterprise  Systems,  which  I  added  sup- 
plies, operating  room  logisl  k  and  patient- 
scheduling  for  hospitals.  Th  sold  that  to 
HBO  &  Co.,  amedicalu.n.,  n  $250 

154      FORBES*  Mi 


million.  And  before  that  they  had  an  auto- 
mated car  insurance  claim  processor  called 
CCC  Information  Services.  "Sort  of  a  man- 
aged care  for  cars,"  says  Tullman.  (CCC, 
which  trades  on  Nasdaq,  lost  $30  million 
on  $188  million  in  revenues  last  year.) 

Allscripts  is  another  matter.  When  Tull- 
man took  the  top  job  in  August  1997,  the 
company  derived  99%  of  its  revenue  from 
sales  of  drugs  to  doctors  in  solo  practice  or 
small  groups;  the  rest  came  from  a  pro- 
gram called  TouchScript,  which  enabled 
doctors  to  review  patient  drug  histories,  ac- 
cess managed  care  formularies  and  submit 
prescriptions  to  pharmacies.  Tullman  re- 
placed the  sales  force,  and  raised  Touch- 
Script's  monthly  fee  from  $30  to  $250.  But 
the  future,  he  believed,  lay  in  more  than 
just  e-prescribing.  He  set  out  to  build  a 
suite  of  services  to  perform  such  tasks  as 
dictation,  tracking  billable  hours,  patient 
scheduling  and  medical  referencing. 

Because  it  didn't  have  the  expertise  to 
develop  digital  software  in-house,  Allscripts 
had  to  go  shopping.  Between  1999  and 
2001    Tullman  spent  $417  million  in 


Allscripts  stock  to  acquire  five  companies: 
TeleMed  Corp.  has  an  online  medical  ref- 
erence library;  ShoppingAtHome  lets 
physicians  buy  services  over  the  Web; 
ChannelHealth,  a  unit  of  IDX  Systems 
Corp.,  makes  software  to  access  medical 
data  and  manage  clinical  workload;  Medi 
for  offers  Internet  patient  education;  Mas- 
terChart  develops  dictation  software. 

Tullman  ended  up  writing  off  most  ol 
those  purchases  last  year,  but  he  did  create, 
a  highly  souped-up  Touch  Works  system 
that  can  be  accessed  via  a  PDA  device  with 
32MB  of  memory.  And  does  it  cost.  Doc: 
tors  pay  a  one-time  licensing  fee  of  between 
$8,000  and  $10,000,  depending  on  the 
number  of  applications,  and  must  also  shell 
out  a  fee  to  maintain  the  software  (20%  of 
its  retail  cost).  Monthly  leases  run  $150, 

This  is  no  automatic  sell.  Harried  and 
financially  pressed,  M.D.s  aren't  easily  per 
suaded  to  change  old  habits.  "I  was  skepti 
cal"  says  Dr.  Gerard  Criner,  chief  of  pul 
monary  and  critical  care  medicine  at 
Temple  University  Hospital  in  Philadelphia 
Pa.  "Most  of  us  have  never  used  a  PDA,  and 
we  weren't  sure  what  the  reward  would  be; 
since  it  takes  work  loading  the  database.' 
Criner  uses  an  iPaq  to  replace  the  pre- 
scription pad  and  its  illegible  scrawl  with  z 
digital  prescription  that  is  zapped  directly 
to  the  patient's  pharmacy.  As  he  writes  the 
prescription,  the  doctor  can  see  on  his 
screen  if  that  brand  of  medication  is  cov- 
ered, for  example,  by  that  patient's  HMO. 

Last  year,  as  part  of  a  pilot  project,  9C 
physicians  signed  on  for  a  25%  discount 
Today,  says  Criner,  out  of  1 1  people  in  hi; 
division,  one  won't  use  it,  6  use  it  90%  ol 
the  time  and  the  other  4  use  it  up  to  40%  ol 
the  time.  Allscripts  says  it  has  signed  up 
20,000-plus  physicians — 10%  of  them  ai 
deeply  discounted  rates — and  hopes  tc 
make  a  profit  on  an  expected  $95  million  ir 
revenues  this  year. 

"Managing  doctors  is  like  herding  cats,' 
says  CIBC  analyst  Benjamin  Rooks.  "Yoi 
have  to  get  them  to  want  to  change,  and  ir 
order  to  do  that,  you  have  to  give  then 
more  time  and  make  them  more  money." 

Time  and  money — which  must  weigl 
on  investors,  too,  however  patient.  Allscripts 
shares  have  doubled  since  Ian.  1  to  a  recen 
$6.34 — but  that's  still  down  68%  from  it 
public  offering  price  in  July  1999.  t 


Seven  new  models 
from  17"  to  22" 

Each  delivers  brilliant 
performance  and  value 
in  your  choice  of  black 
or  white  cabinet  styles. 

SuperBright™  makes 
images  come  alive. 

Instantly  doubles 
brightness  for  intense 
video,  graphics  and 
multimedia  applications. 

NaViSet™  offers  a 
new  level  of  control. 

Advanced  software 
enhances  user  control 
and  enables  remote 
adjustment  over  LANs. 

Compact,  light, 
even  more  adaptable. 

New  ergonomic 
design  trims  weight  and 
reduces  footprint  for  a 
better  fit  everywhere,      j 


Introducing  CRT  monitors  as 

brilliant  as  your  ideas. 

With  SuperBright™  Diamondtron '",  an  all-new  design  and  even  more  lifetime 
value,  our  MultiSync"  FE™  Series  just  might  change  what  you  know  about  CRTs. 
These  all-new  monitors  are  full  of  dazzling  innovations.  For  example,  the 
SuperBright  technology  in  the  MultiSync  FE771 ",  FE791''",  FEggr"  and  FE2lll',B 
models  doubles  your  brightness  at  the  touch  of  a  button.  New  industry- 
standard  sRGB  color  matching  gives  truer  tones  in  web  applications.  And 
NaViSet™  control  software  puts  a  virtual  control  panel  on  your  desktop 
for  precise  adjustment  via  mouse  and  keyboard. 


The  FE  Series  also  offers  extreme  reliability,  easy  deployment 
and  low  total  cost  of  ownership.  Power  use  has  been  reduced 
by  as  much  as  21%,  lowering  electricity  costs.  Plus  we've 
trimmed  pounds  and  inches  for  a  lighter,  more  ergonomic 
form  factor.  Add  patented  self-diagnostics  and  intelligent 
network  control  capability,  and  the  new  choice  in  CRT 
monitors  is  clear. 

Learn  more  at  www.necmitsubishi.com/FE 
orcall888-NEC-MITS. 

The  new  MultiSync  FE  Series. 

A  bright  investment  in  intelligent  design. 


MultiSync  is  a  registered  trademark,  and  FE.  NaViSet  and  SuperBright  are  trademarks 
of  NEC-Mitsubishi  Electronics  Display  of  America.  Inc.  Diamondtron  is  a  registered 
trademark  of  Mitsubishi  Electric. 

©2002  NEC-Mitsubishi  Electronics  Display  of  America,  Inc. 
All  rights  reserved.  Simulated  images  in  monitors. 


SEE  mOQE. 


NEC/MITSUBISHI 

NEC-MITSUBISHI  ELECTRONICS  DISPLAY 


NTT 

Do  Co  Mo 


Beyond  The  Mobile  Frontier 


The  growth  of  i-mode  that  changed  Japan, 
makes  its  move  to  Europe. 


Growth  in  number  of  i-mode  subscribers  | 


30.0Q0.000  — 


25.000.000  — 


20.000.000  — 


I 


NTT  DoCoMo's  successful  mobile  multimedia  service  dubbed  "i-mode"  skyrocketed  to 
over  32  million  subscribers  in  just  3  years  after  its  launch  in  Japan  in  1999.  Boasting 
such  services  as  e-mail,  information  search  and  news  distribution  services,  i-mode 
transformed  the  style  of  mobile  phone  use  and  became  a  social  phenomenon  in  Japan. 
As  part  of  the  international  expansion  of  our  i-mode  technology  and  business  model, 
we've  teamed  up  with  leading  European  mobile  partners.  These  cooperative  efforts 
culminate  in  E-Plus's  i-mode  launch  in  Germany  on  March  16,  2002,  KPN  Mobile's 
recent  i-mode  launch  in  the  Netherlands  on  April  18,  2002  and  KPN  Orange's  plan  for 
an  i-mode  launch  in  Belgium  in  the  near  future.  With  each  new  breakthrough,  NTT  DoCoMo 
as  expanded  the  reach  of  mobile  communications. 


DCM 


NYSE 


NTT  DoCoMo  is  listed  on  the  New  York  Stock  Exchange  and  London  Stock  Exchange  on  March  1, 2002. 


Actual  screens  may  differ  !i  u.ibove 

The  i-mode  service  is  only  available  to  NTT  DoCoMo's  subscribers  In  Japan  and  other  alliance  partners'  subscribers  in  Europe 


www.nttdocomo.com 


i-mode  and  the  i-mode  logo  are  registered  trademarks  of  NTT  DoCoMo.  Inc.  in  Japan 
The  FOMA  logo  is  a  trademark  of  NTT  DoCoMo,  Inc.  in  Japan 
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Thrifty  Nicholas  Gerber,  flanked 
by  Andrew  Ngim  and  Robert  Nguyen, 
is  just  now  moving  to  an  office. 


www.^lcx^ndcrs  net 


Jew  funds  can  deliver 
(reat  returns  but 
end  to  be  expensive. 
rhe  guys  at  Ameristock 
igured  out  how  to  do 
veil  for  less. 

Y  MICHAEL  MAIELLO 


IT  WAS  MOVING  DAY  FOR  AMERISTOCK  FUNDS.  BUT  NOT  FROM  ONE  OFFICE  TO 
another.  From  the  homes  of  the  four  managers,  where  they  had  been  running  their  new- 
comer fund  company,  to  their  first  real  office,  in  Alameda,  Calif.,  an  island  city  in  San 
Francisco  Bay.  Their  parsimony  is  extreme,  part  of  their  strategy  to  get  established  in  a 
mutual  fund  world  dominated  by  giants. 

So  they  charge  a  low  0.8%  of  assets  annually  as  the  expense  ratio  for  their  flagship  $1.5 
billion  Ameristock  Fund.  They  have  no  clerical  help:  The  managers  answer  the  phone  when 
investors  call  the  800  number.  They  send  out  mailings,  stuffing  and  licking  the  envelopes 
themselves.  Their  prospectuses,  which  they  once  cranked  out  at  Kinko's,  are  done  now  by  a 
cheap  printer.  They  do  no  advertising,  depending  on  fee-only  financial  advisers  to  sell  their 
funds.  They  contract  out  to  a  mutual  funds  service  agency,  Alps,  to  handle  the  money  and  the 
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monthly  statements.  Company  leader  Nicholas  Gerber,  39,  took 
home  a  mere  $75,000  salary  in  2001,  a  pittance  compared  to  the. 
average  fund  manager's  $400,000.  The  only  reason  they  sprang 
for  an  office  was  to  attract  institutional  money  It  wouldn't  do  to 
entertain  those  guys  in  their  living  rooms,  says  Robert  Nguyen, 
another  Ameristock  manager. 

Do  you  want  to  put  your  money  in  a  shoestring  operation 
like  this?  More  to  the  point,  do  you  want  to  go  with  any  young 
fund  when  such  T-Rexes  as  Fidelity  Magellan  and  American 

Sticking  With  It 


Ameristock's  low  turnover  of  6%  is  reflected  in  its  reluctance  to  sell  off  issues  it  considers  only 
temporarily  down,  like  IBM  and  Duke  Energy.  The  fund  still  owns  31  of  the  34  stocks  it  bought  at  its  1995 
inception.  Duke  is  one  of  the  newer  additions  to  the  portfolio.  Ameristock  originally  owned  First  Union 
shares,  but  was  happy  to  see  the  bank  acquired  by  Wachovia,  whose  performance  of  late  has  been  superb. 


Company 


Recent 
price 


Bank  of  America       $73 


P/E 


16 


Year-to-date 
performance 

13% 


Comment 


Attractive  dividend  yield  and  enough  cash  on  hand 
to  remain  an  acquirer. 


Boeing 


44 


16 


11 


Takes  options  as  an  expense;  mix  of  commercial 

and  military  sales  help  the  stock  in  a  bad  travel  market. 


Duke  Energy 


37 


17 


-2 


Stock  was  hurt  by  Enron,  but  Duke  will  survive  and 
even  fill  some  holes  left  by  its  bankrupt  competitor. 


IBM 


82 


22 


-27 


Stock  is  depressed  on  accounting  concerns  that 
will  fade. 


Wachovia 


32  24  20  ^'rst  Union's  potential  has  been  harnessed  by 

Wachovia's  conservative  management  team. 


Data  as  of  May  3.  Sources:  Ameristock;  Forbes.com. 

Century  Ultra  have  long  performance  records  and  vast  service 
apparatuses  behind  them? 

Well,  remember  that  Fidelity  Magellan  and  American  Cen- 
tury Ultra  once  were  small,  too,  and  did  much  better  when 
they  were  small.  If  you  choose  right,  a  fledgling  fund  can  de- 
liver outstanding  returns  because  it  can  get  meaningful  posi- 
tions in  smallish  companies  and  can  do  so  without  disturbing 
the  prices.  Magellan  is  muscle-bound.  It  pretty  much  has  to 
stick  to  shares  of  large  companies,  and  other  traders  see  it 
coming. 

Among  the  most  nimble  newbies  is  Schroder  Ultra,  a  small- 
cap  growth  fund  that  began  in  late  1997  and  has  done  spectacu- 
larly even  in  this  wretched  bear  market.  It  has  made  some  clever 
buys  like  research  outfit  Bio-Rad  Laboratories  (up  52%  this  year 
to  date)  while  !->alancing  the  long  positions  out  with  short  sales 
and  the  purchase  of  put  options.  Since  the  beginning  of  2000 
Ultra  has  returned  an  annualized  97%.  Magellan,  burdened  by 
big  stal  tieral  I  octric  (down  21%  this  year)  and  Tyco 

(off  66%  ia  negative  20%  compound  annual  return 

in  that  pei 

For:  and  many  young  funds,  though,  you  pay 

for  the  chai  the  :.    rching  returns.  New  funds  have 

small  asset  ba  the  economies  of  scale  a 

Magellan  enj<  to  its  paltr]  $21]  million  in  assets, 

Schroder  soaks  riel  pense  ratio;  Magellan,  at 

$78  billion,  charge 

You  don't  knov  i  novice  fund  will  become 
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the  next  Magellan.  Or  even  survive.  Starting  a  mutual  fund  i 
tough,  especially  without  the  backing  of  a  major  family,  whicll 
provides  marketing  power  and  deep  pockets.  Of  the  2,389  fund 
formed  since  1997,  319  have  been  liquidated. 

The  main  cause  is  blah  performance.  Heartland's  Mid-Caf 
Value  fund  started  in  1996  and  closed  in  late  1999,  when  valu 
was  out  of  style.  The  fund  lost  2%  annualized  while  the  S&P  50 
roared  ahead  by  28%.  Too  bad  it  didn't  stick  around  to  partici 
pate  in  the  value-driven  market  of  the  last  two  years. 

Since       Ameris 

tock's    founding    iii 

1995  its  managin 
quartet  has  stuck  t 
value,  a  tough  disci) 
pline,  particularly  in 
1999,  value's  dar 
night  of  the  soul.  A 
hot  tech  funds  sucke< 
the  air  out  of  every 
thing  else,  Ameristoc 
that  year  turned  in 
puny  3%  return.  Th 
fund  lost  a  third  of  ill 
assets  amid  investo 
defections.  Then  cami 
relief  in  2000  whe:.» 
the  bull  market  col 
lapsed  and  Ameris 
tock  turned  in  a  nice  21%  showing.  In  2001  (up  a  mere  1.3% 
and  this  year  (down  0.4%),  the  results  haven't  been  awe-inspii 
ing,  but  at  least  they've  beaten  the  S&P  500  decently  (down  129 
and  5.5%). 

Gerber  and  Nguyen  worked  together  at  Bank  of  Americ 
(Gerber  was  an  index  fund  manager,  Nguyen  managed  privat^ 
accounts)  before  striking  out  on  their  own.  Gerber  an 
Nguyen  raised  $100,000  from  friends  and  family  to  start  th 
Ameristock  fund.  Two  other  friends,  Andrew  Ngim  an 
Howard  Mah,  joined. 

Supported  by  his  wife,  who  worked  as  a  distribution  analy 
for  the  Gap,  Gerber  didn't  draw  a  salary  in  1995.  He  promise 
her  that  when  the  fund  reached  $25  million  in  assets  she  coul 
quit  her  job  and  pursue  her  dream  of  writing  children's  book 
After  a  28%  return  in  1996,  Gerber  was  able  to  keep  his  promisi  j 

Gerber  uses  a  slow-and-steady  approach.  Ameristock  sti 
owns  31  of  the  34  stocks  he  bought  at  the  fund's  inception  an 
turnover  is  just  6%.  Since  2000  Gerber  has  added  just  thre 
stocks  to  his  portfolio:  Dell,  Duke  Energy  and  Texas  Instrumen 
{see  table). 

Research?  The  Ameristock  crew  does  this  itself,  natch.  Tr 
cerebral  Gerber  archives  all  the  business  magazines  that  h 
reads,  and  then  he  rereads  them  two  years  later,  to  see  wh 
pledged  what — and  if  they  delivered.  That's  how  he  got  intei 
ested  in  Duke  Energy.  "They  predicted  all  of  the  consolidatior 
in  the  industry  and  saw  where  new  technologies  would  con 
into  play,"  says  Gerber.  I 


III 


American  Reassurance 


^nsters  in  the  closet.  Growth  stocks  in 
ur  value  fund.  Same  thing.  ~ 

re  call  it  a  value  fund,  it  is  a  value  fund.  No  drift.  And  no 
prises  inside.  This  has  let  our  Value  Fund  take  advantage 
?ast  market  rotations.  Rest  assured,  all  our  value  funds 
managed  with  a  consistent,  disciplined  approach.  Using  our 
i  screening  methodology,  we  identify  stocks  we  believe  to 
jndervalued  despite  strong  fundamentals.  As  a  result,  our 


Value  Fund  has  outperformed  the  S&P  500  for  one,  three  and 
five  years,  and  since  its  inception  in  1993.  To  find  out  more, 
ask  your  advisor  or  visit  us  at  americancentury.com.  As  you  get 
older,  you  realize  there  are  no  monsters  in  the  closet.  But  peer 
into  your  mutual 
funds,  and  who 
knows  what  you 
might  confront. 


Duration 

Value  Fund 

S&P 500 

1  Year 

17.96% 

0.21% 

3  Years 

12.56% 

-2.54% 

5  Years 

12.46% 

10.17% 

Life  of  Fund 

14.49% 

13.21% 

age  annual  returns  are  as  of  3/31/02. 

'performance  may  be  subject  to  substantial  short-term  changes,  due  to  market  volatility  or  other  factors.  For  further  information,  including  current  fund- 
rmance  information,  please  call  us  or  visit  our  Web  site. 

presented  reflect  past  performance  and  are  no  guarantee  that  the  advertised  performance  may  be  repeated  or  consistently  achieved  in  the  future, 
nuance  over  a  longer  period  of  time  is  more  meaningful  than  shoxt-term  performance.  Data  assume  reinvestment  of  all  dividends  and  capital  gains. 
ttment  returns  and  principal  values  will  fluctuate,  and  redemption  value  may  be  more  or  less  than  original  cost.  Performance  reflects  Investor  Class 
•s.  For  information  about  other  share  classes,  please  consult  the  prospectus 

i&P  500  Index  is  a  capitalization-weighted  index  of  500  widely  traded  stocks.  Created  by  Standard  &  Poor's,  it  is  considered  to  represent  the  performance 
•  stock  market  in  general.  It  is  not  an  investment  product  available  for  purchase. 

se  call  1-877-44-AMCEN  for  a  prospectus  ivith  more  complete  information,  including  charges,  expenses  and  minimums.  Be  sure  to  read  it 
hilly  before  you  invest  or  send  money. 
rican-Century  Investment  Services,  Inc.  ©2002  American  Century  Services  Corporation 
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Pollyanna  Pensions 


Some  companies 
are  pumping  up 
profits  with 
optimistic 
pension-plan 
assumptions. 
Be  wary  of  them. 

BY  ELIZABETH  MACDONALD 


EVIDENTLY  THE  WORD  IS  NOT  YET 
out  that  the  market  peaked  two 
years  ago.  For  its  2001  shareholder 
report,  Goodyear  Tire  &  Rubber  opti- 
mistically hiked  its  expected  return  on 
pension-plan  assets  from  9.5%  to  10%. 
This  during  a  year  when  its  $4.8  billion 
pension  fund,  far  from  making  money, 
lost  $231  million.  By  making  an  opti- 
mistic assumption  about  what  it  might 
earn  someday-  Goodyear  minimizes  the 
pension  cost  it  figures  into  its  earnings 
statement  today.  The  boost  in  the  as- 
sumed return  had  the  effect  of  shrinking 
Goodyear's  2001  loss  before  nonrecur- 
ring charges  from  M  .V  a  share  to  $1.27. 
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Off  By  a  Mile 

These  corporate  pension  plans  were  si 
intruded.  Instead  of  lush  returns,  they 

Expected 
return 
Company                                       rate 

jpposed  to  do  terrifically  in  2001.  Then  reality 
all  ended  up  losing  money. 

Pension 
profit1                      RETURN  (Smil) 

($mil) 

projected            actual 

Baxter  International 

11% 

$24 

$177             $-351 

FleetBoston  Financial 

10 

15 

248               -107 

Household  International 

10 

38                      102               -137 

IBM 

10 

1,025                  4,202            -2,405 

Lehman  Brothers 

11 

32                        97                 -88 

Mellon  Financial 

10 

134 

181               -112 

Union  Pacific 

10 

23 

213               -190 

Weyerhaeuser 

11 

234 

437               -412 

'Amount  credited  to  net  income. 
Sources:  Company  filings;  Milliman  USA. 
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Atlantic  Management  Associates,  Inc.  j  220  Broadway,  Ste  205  •  Lynnfield,  MA  01940  •  (800)  818-0186 
www  atlanticma.com  |    Business  management  consulting  focusing  on  bottom  line  enhancement. 

'DaimlerChrvsler  |  1000  Chrysler  Drive  •  Auburn  Hills,  MI  48326  •  www.daimlerchrysler.com 
DaimlerChry'sler  is  a  leading  automotive,  transportation  and  services  company. 

'Digital  Federal  Credit  Union  I  220  Donald  Lvnch  Blvd  •  Marlborough,  MA  01752  •  (800)  328-8797 
vrww.dcu.org  |  A  leading  not-for-profit,  full-service  financial  cooperative. 

'The  Egan  Companies  |  7100  Medicine  Lake  Road  •  New  Hope,  MN  55427  •  (763)  544-4131 
weganco.com  |    Integrated  MEP,  curtainwall,  controls/security  systems  contractor. 

'EnerQuest  Systems,  LLC  |  1999  Broadway,  Ste  3200  •  Denver,  CO  80202  •  (303)  298-9847 
www.enerquest.com  |    Airborne  laser  mapping/ imagery  for  3D  city  model/GIS  applications. 

Garcia  Labor  Companv,  Inc.  |  2482  Brights  Pike  •  Morristown,  TN  37814  •  (423)  586-7309 
www.garcialabor.com  |' Temporary  Employment  Agency  providing  temporary'  and  permanent  labor. 

'HMHTTC  Response,  Inc.  |  P.O.  Box  5215  •  Parsippany,  NJ  07054  •  (973)  335-6696 
yww.hmhttc.com      Masters  of  disaster- response  to  hazardous  material  incidents  and  disasters. 

Innovative  Solutions  International,  Inc.  |    1608  Spring  Hill  Road,  Ste  200  •  Vienna,  VA  22182 

(703)  883-8033  •  www.isicns.com  |  1S1  is  a  leader  in  development  of  CNS/ ATM  for  nations  worldwide. 

'Iowa  Veterans  Home  |  1301  Summit  Street  •  Marshalltown,  IA  50158  •  (641)  753-4307 
The  Gold  Standard  for  veterans'  and  spouses'  long  term  care  needs. 

'Knights  of  Columbus  I  1  Columbus  Plaza  •  New  Haven,  CT  06510-3326  •  (203)  772-2130 
ww  w.kofc.org  |  A  catholic,  family,  fraternal,  service  organization. 

'Library  S\  stems  &  Services,  LLC  |  20250  Century  Blvd,  Ste  200  •  Germantown,  MD  20874-1114 
;i'-t1(X)  •  www.lssi.com  |  Innovated  solutions  for  library  management  services. 

hew  Bennett,  Inc.  |  601  Washington  Ave,  Ste  401  •   Baltimore,  MD  21204  •  (410)  823-3714 
www.bennettstamps.com  |  Auction  house  for  rare  stamps  and  documents,  established  1948. 

'Morrow  County  Hospital  I  651  W.  Marion  Rd  •  Mt.  Gilead,  OH  43338  •  (419)  946-5015 
www.morrowcountyhospital.com  |  Known  for  compassionate,  personalized,  high-tech  patient  care. 

'Pathfinder  Village  i  3  Chenango  Road  •  Edmeston,  NY  13335-2314  •  (607)  965-8377 

www  pathfindervillage.org  |  A  community  of  hope  and  opportunity  for  people  with  Down  syndrome. 

•Piantedosi  Baking  Company,  Inc.  I  240  Commercial  Street  •  Maiden,  MA  02148  •  (800)  339-0080 
www  piantedosi.com  |  Bread  manufacturer  since  1916.  Fully  baked-parbaked-frozen  dough. 

'Planetree  |  130  Division  Street  •  Derby,  CT  06418  •  (203)  732-1365 
vrww.planetree.org  |    A  non-profit  national  alliance  of  patient-centered  hospitals. 

fcrovena  Senior  Services  |  200  East  Court  Street,  Ste  200  •  Kankakee,  IL  60901  •  (815)  937-2034 
www.provenaseniorservices.com  |    Innovative,  dynamic,  high  quality,  mission-based  senior  services. 

Safety  Insurance  |  20  Custom  House  Street  •  Boston,  MA  02110  •  (800)  951-2100 
www.safetvinsurance.com  |    The  preferred  provider  of  P&C  insurance  in  Massachusetts. 

Sappi  Fine  Paper  North  America  |  225  Franklin  Street  •  Boston,  MA  02110  •  (617)  423-7300 
www.sappi.com  |    Sappi  is  the  recognized  leader  in  coated  fine  paper. 

•SUvercrest  Extended  Care  Facility  |  144-45  87th  Avenue  •  Briarwood,  NY  11435  •  (718)  480-4007 
www.silvercrest.org  |  A  320  bed  skilled  nursing  facility  and  leader  in  specialty  programs. 

•Software  Engineering  of  America  |  1230  Hempstead  Turnpike  •  Franklin  Square,  NY  11010 
(516)  328-7000  •  www.seasoft.com  |   Complete  datacenter  software  solutions  provider. 

•Sonic  Innovations.  Inc.  |  2795  E.  Cottonwood  Pkwy.  •  Salt  Lake  City,  UT  84121  •  (801)  365-2800 
www.sonici.com  [  Fastest  hearing  aid  company  ever  with  4  year  CAGR~20090. 

•Tender  Corporation  |  PO  Box  290  •  Littleton,  NH  03561  •  (800)  258-4696 
www.tendercorp.com  |  Quality  therapeutic  skin  care  products  for  outdoor  ailments. 

•L'S  Health  Advisors,  Inc.  |  1901  N.  State  Hwy  360  •  Grand  Prairie,  TX  75050  •  (817)  303-3381 
www.ushealthadvisors.com    |    US  Health  Advisors  is  a  quality  benefits  marketing  company. 

*WKB  Properties  Inc.  |  15720  John  J.  DeLaney  Drive,  Ste  360  •  Charlotte,  NC  28277 

(704)  541-6525  •  www.wkbproperties.com  |  Creating  lifestyle  communities  for  active  adults. 


'  Summerall  Success 
Stories,  as  seen  week- 
days on  The  Fox  News 
Channel  nationally, 
spotlights  companies 
and  organizations  that 
define  "success."  Each 
has  demonstrated  strong 
leadership,  growth  and 
community  involvement 
and  is  worthy  of  your 
patronage." 

-  Pat  Summerall 


Learn  more  about  these  up-and-coming  companies  by 
visiting  their  web  sites  or  contacting  them  directly. 


The  Fox  News 
Channel! 

Tues.  -  Thurs. 
between  1:30  -  2:00 
between  5:30  -  6:30 
P.M.  EST 


,<»"  *, 


1 


Made  possible  by: 

Pat  Summerall 
Productions 

Richardson,  Texas 

(972)  907-2525 
patsummerall.com 
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MONEY  S,  INVESTING  1  NUMBERS  GAME 


Even  10%  wasn't  good  enough  for 
Lehman  Bros.  Last  year  the  investment 
house  said  its  expected  pension  fund 
return  was  1 1%.  That  rate  was  responsible 
for  $32  million  of  its  2001  pretax  profits, 
or  8  cents  of  its  reported  $4.38  earnings, 
per  share  for  the  year.  Curious  that  as  this 
optimism  was  creeping  into  its  P&L,  its 
pension  plan  was  getting  killed  in  the  mar- 
ket. The  fund  lost  $88  million  instead  of 
earning  the  expected  $97  million. 

With  sufficiendy  favorable  assumptions 
about  the  future,  a  company  can  declare  its 
pension  plan  overfunded  and  report,  on  its 
income  statement,  a  negative  cost  for  pro- 
viding pensions.  That  is,  it  can  create  a 
paper  profit  from  the  plan,  even  if  it  did 
not  in  fact  withdraw  cash  from  the  fund 
and  could  not  have  legally 
done  so.  The  table  on  page 
1 60  lists  eight  companies  that 
picked  up  paper  profits  from 
actuarially  overfunded  plans. 

How  is  it  that  companies 
can  raise  forecasted  returns 
even  though  actual  returns 
on  pension  funds  are  nega- 
tive? Pension  accounting  is 
pretty  abstruse.  But  here's 
the  essence  of  it. 

A  dollar  that  has  to  be 
paid  out  to  a  pensioner  in  2020  is  a  liability 
now.  That  future  payout  needs  to  be  sup- 
ported by  enough  plan  assets.  What  to  use 
to  figure  out  the  assets  needed  to  cover 
those  payments?  It's  accepted  practice  to 
look  in  a  rearview  mirror.  Union  Pacific, 
for  one,  says  its  pension  plan  averaged  an 
1 1.6%  return  from  December  1986  to  De- 
cember 2001,  so  its  10%  expected  return  is 
well  in  line.  The  S&P  500's  total  annualized 
return  since  1926  is  not  far  off  at  10.6%. 
Other  companies  say  their  expected  long- 
term  returns  are  just  as  kosher. 

As  for  recent  losses  in  the  stock  mar- 
ket, the  accountants  have  an  alibi  here,  too. 
A  rule  designed  to  even  out  fluctuations  in 
pension  assets  means  that  it  will  take  a 
while  for  a  spill  in  the  stock  market  to  be 
fully  reflected  in  reported  pension  costs. 
Nor  is  it  expected  that  a  bad  year  or  two 
should  .liter  the  pension  sponsor's  long- 
term  view  of  its  prospective  returns. 

Sd  the  pension  Pollyannas  aren't  vio- 
lating any  generally  accepted  accounting 
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principles.  But  there  are  two  little  problems 
with  an  1 1%-return  assumption.  One  has 
to  do  with  the  market's  boffo  returns  over  i 
the  past  decade  or  two.  The  fact  remains  • 
that  stock  prices  are  still  very  high.  The  ratio 
of  stock  prices  to  corporate  earnings  is  cur- 
rendy  at  least  twice  the  ratio's  long-term 
norm  (at  least  if  you  include  writeoffs  in 
earnings).  In  other  words,  the  terrific  re 
turns  during  the  1990s  may  be  a  harbinger 
of  bad,  not  good,  times  to  come,  as  P/E  ra- 
tios return  to  earth. 

The  other  matter  is  that  pension  funds 
haven't  always  been  fully  invested  in 
stocks,  says  accounting  expert  Jack  T.^ 
Ciesielski  of  The  Analyst's  Accounting 
Observer,  a  corporate  accounting  news- 
letter in  Baltimore,  Md.  Besides  just  real 


Up,  Up  and  Away 


Companies  that  hiked  their  expected  rates  of  return 
on  pension  plan  assets.  Good  luck  getting  them. 


Company 

EXPECTED  RETURN 

2001 

2000 

Citigroup 

9.50% 

9.25% 

Conoco 

9.25 

9.00 

Goodyear  Tire  &  Rubber 

10.00 

9.50 

SBC  Communications 

9.50 

8.50 

Source:  Milliman  USA. 

estate  and  cash,  they  own  bonds,  too,  and 
the  long-term  return  from  bonds  is  more 
like  5%,  according  to  Ibbotson.  "But  from 
looking  at  the  financials,  it's  hard  for 
investors  to  figure  out  if  expected  returns 
are  baloney,  because  companies  don't  have 
to  disclose  what  their  pension-plan  asset 
mix  is,"  says  Ciesielski. 

Goodyear's  fund  might  well  earn  its 
projected  10%  return  over  the  next  sev- 
eral decades,  as  it  insists  it  will.  But  if  it 
falls  short,  the  grim  reality  will  sooner  oi 
later  show  up  in  earnings  statements.  Al 
some  point  pension  benefits  have  to  b( 
paid  in  cash,  and  if  the  assets  on  hand  an 
inadequate,  the  company  may  have  tc 
raise  the  pension  cost  being  booked  or 
its  income  statement  as  well  as  its  casl 
contributions  to  the  fund. 

While  the  accounting  rules  are  aimec 
at  smoothing  out  the  effect  of  the  stocl 
market's  ups  and  downs  on  reporte< 
earnings,  there  is  one  place  where  prob 
lems  have  to  be  owned  up  to  immedi 


What's  the  value  of  a  company 
that  discovers  how  to  double 
the  average  lifespan? 


In  a  word:  inestimable.  Yet  Senesco  Technologies 
has  done  just  that.  We've  developed  gene  technology 
that  allows  us  to  delay  the  aging  of  plants 
after  harvest.  The  result  is  greatly  extended  shelf 
life  -  double  or  more  -  and  vastly  reduced  waste 
of  food  crops,  which  today  runs  anywhere  from 
20  to  30  percent  in  the  5600-billion-plus  world 
agricultural  industry.  We  have,  in  short, 
developed  a  minor  miracle. 


SENESCO  TECHNOLOGIES.  PATENTS  PENDING.  EXCITEMENT  MOUNTING. 


Our  specialty  is  "senescence."  the  natural 
aging  process  in  plants  that  causes  the 
breakdown  of  cellular  tissue.  By  suppressing 
genes  already  existing  in  all  plants,  and 
not  altering  their  natural  taste,  nutrition,  or 
texture,  we've  bred  tomatoes  that  remain 
unspoiled  for  as  long  as  five  weeks  after  picking 
Run-of-the-mill  tomatoes  last  around  two  weeks. 


The  potential  is  immense.  Our  scientific  expertise  is 
unrivaled.  And  approvals  with  key  regulatory  agencies  are 
relatively  straightforward.  The  fact  is,  there  may  not  have  been  a 
more  exciting  breakthrough  in  agriculture  since  the  creation 
of  synthetic  fertilizers. 

We  may  be  small.  This  is  big.  A  minor  miracle  with  major  implications 

YOU  CAN  LEARN  MORE  ABOUT  SENESCO  TECHNOLOGIES,  INC.  AT  WWW.SENESCO.COM. 


What  bear  market? 

Set  your  own  standard. 


The  Muhlenkamp  Fund 


1  Year     3  Years     5  Years     10  Years 


Return  Before  Taxes      19.75%    18.63%    16.92%    16.85% 

Return  After  Taxes  on  Distributions*    19.75%    18.09%    16.55%    16.45% 

Return  After  Taxes  on  Distributions 

and  Sale  of  Fund  Shares*    12.13%    15.26%    14.16%    14.63% 

S&P500**    0.25%     -2.53%    10.18%    13.25% 

Average  Annual  Total  Returns  as  of  3/31/02 

Call  1-877-935-5520  x4  or  visit  www.muhlenkamp.com  to  obtain  a 
prospectus.  Please  read  it  carefully  before  investing  or  sending  money. 


Muhlenkamp  &  Company,  Inc. 

Intelligent  Investment  Management 

'  After-lax  returns  are  calculated  using  the  historical  highest  individual  federal  marginal  income  tax  rates  and  do  not  reflect 
the  unpad  of  state  and  local  taxes.  Actual  after-tax  returns  depend  on  your  situation  and  may  differ  from  those  shown. 
Remember,  the  Fund's  past  performance,  before  and  after  taxes,  is  not  necessarily  an  indication  of  how  the  Fund  will 
perform  in  the  future. 

The  investment  return  and  principal  value  of  an  investment  will  fluctuate  so  that  an  investor's  shares,  when  redeemed, 
may  be  worth  more  or  less  than  their  original  cost.  The  returns  shown  reflect  reinvestment  of  dividends  and  capital  gains. 

The  S&P  500  is  a  widely  recognized,  unmanaged  index  of  common  slock  prices.  The  figures  for  the  S&P  500  reflect  all 
dividends  reinvested  but  do  not  reflect  any  deductions  for  fees,  expenses  or  taxes 

The  prospectus  contains  more  complete  information,  including  risks,  fees  and  expenses. 

The  Muhlenkamp  Fund  is  distributed  by  Quasar  Distributors,  LLC. 


TEN  5 


People  like...  Jack  Welch,  Larry  Ellison,  Robert  Reich,  Michael  Dell, 
Bill  Esrey,  Richa^j  Holbrooke,  Rtipert  Murdoch,  Sumner  Redstone. 


Find  out  more  at 

then  enroll  today.  Because  people  are  talking. 

The  greatest  minds.  The  be6t  information. 
It's  all  at  a  Forbes  Conference. 


Forbes 

Management  Conference  Group 


MONEY  &  INVESTING 
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ately,  and  that  is  on  the  balance  sheet  If ; 
pension  plan  is  underfunded  and  expert 
ences  a  loss  resulting  from  poor  invest 
ments,  the  company  will  immediately 
take  a  hit  to  shareholders'  equity,  explain 
Adrien  LaBombarde,  a  pension  actuary  a 
the  benefits  consulting  firm  Millimai 
USA  of  Seattle.  That  can  have  a  real  effec 
if  it  makes  lenders  more  cautious  and 
raises  a  company's  borrowing  costs. 

General  Motors  started  out  200 
with  $78  billion  in  pension  plan  assets 
But  then  the  plan  lost  $4.4  billion  and 
ended  up  the  year  underfunded  by  $i 
billion.  The  poor  pension  performanc 
cut  its  stockholders'  equity  by  a  third,  t<\ 

Pension  funds 
raise  FORECASTED 
RETURNS  even 
though  the  returns 
are  negative. 


$19.7  billion.  GM  has  a  huge  retired  wor 
force  and  underfunded  benefit  liabilitie 
one  reason  Standard  &  Poor's  dowr 
graded  its  credit  rating  last  October.  Tt 
automaker  says  there  is  no  reason  t 
worry  about  its  pension  accounting  an 
that  in  March  it  contributed  $2.2  billic 
in  cash  to  its  pension  plan.  That's  a  lot  < 
money  to  take  out  of  the  cash  accoun 
GM  had  the  good  fortune  of  enjoyir 
higher  sales  and  successful  forays  int 
the  capital  markets,  which  doubled  i 
cash  to  $17.3  billion.  So  the  pension  pa' 
ment  didn't  hurt  that  much — this  tim< 
Even  if  you  are  bullish  about  the  sto< 
market  over  the  next  20  years,  you  mig 
want  to  be  bearish  about  companies  th 
are  raising  assumed  pension  fur 
returns.  It  could  be  that  they  are  straihii 
to  find  paper  profits  when  their  busine 
operations  are  not  providing  enough  re 
ones.  "It  is  a  belly  laugh  because  it  ju 
looks  like  companies  are  pulling  tl 
levers  of  the  pension  accounting  machi: 
to  get  the  income  they  want,"  sa 
accounting  expert  Ciesielski. 


Additional  reporting  by  Josephine  Lee. 
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4th  Annual  Forbes  Executive  Women's  Summit  •  May  16-17,  2002  .  The  Fairmont,  San  Francisco,  California 


ire  are  lots  of  advantages  to  being  a  woman. 


Here  are  two  more 


ie  Forbes  Executive  Women's  Summit 

inual  event  focuses  on  essential  leadership  strategies  in  a  time  of  risk. 
ig  insights  and  applicable  strategies  to  help  companies  weather 
>rm  and  emerge  stronger  than  ever  before.  You  will  hear  from  an  elite 
of  innovators  and  leaders  who  are  building  the  new  road  ahead.  The 
it  ateo  provides  an  unequalled  opportunity  for  women  executives  to 
rk  with  their  peers  from  a  broad  spectrum  of  industries  and  forge  ties 
ill  endure. 

rmed  speakers  include: 

Bostrom,  SVP,  Internet  Solutions  Group,  Cisco  Systems 
)avis,  Author,  Lessons  From  the  Future,  Future  Wealth,  and  Blur 
Fuller,  President  &  CEO,  Mirant 
S.  Gorelick,  Vice  Chair,  Fannie  Mae 
i  Patrick,  COO,  Martha  Stewart  Living  Omnimedia 
3lese,  CEO,  Marimba 


2.  Save  $100. 

If  you  are  reading  this  ad  you  are  entitled  to  a  $100  savings  on  the 
enrollment  fees  to  the  Forbes  Executive  Women's  Summit.  To  register 
and  receive  your  discount,  call  Amanda  Feszchur  at  212-367-3521  and 
be  sure  to  mention  your  discount  code  "AD02." 

OK,  so  it's  not  a  day  at  the  spa  but  who  doesn't  like  a  bargain? 


The  Forbes  Executive  Women's  Summit. 
A  great  place  to  meet  with  some  of  the 
smartest  people  on  earth:  Women. 

For  more  information  visit  our  web  site  at  www.forbes.com/conf 
Call  212-367-3521;  Email  afeszchur@forbes.com 


>red  by: 
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Makers  &  Breakers 


Shot  in  the  Arm 


THIS  IS  A  REBUILDING  YEAR  FOR  BRISTOL-MYERS  SQUIBB.  IT  HAD 
better  be.  Earnings  in  the  first  quarter  were  down  30%  as 
generics  sucked  up  the  market  for  former  blockbusters  like 
_^_i^__^_^^^^^^^^^^_    Glucophage,  Taxol 

Of  50  compounds  under  development 
Bristol-Myers  has  12  in  late-stage  test 
ing.  Potential  blockbusters  include: 


ULLtHOL  forschizo 


Entecavir 


Erbitux 
Vanlev 


jr  hepatitis  B 


for  colorectal  cancer 


and  Buspar.  Sales  for 
those  three  fell  from 
$888  million  to  $87 
million.  But  the  firm 
still  has  a  healthy 
bench.  Sales  for  the 
rest  of  its  drug  lineup 
advanced  14%  last 
year.  Investors, 

though,  are  fixated 
on  the  down  side. 
Bristol-Myers  (NYSE: 
BMY),  at  $28,  goes  for 
half  of  what  it  did  a  year  ago  and  at  a  sickly  1 1.5  times  trailing 
earnings. 

Eugene  March,  a  portfolio  manager  for  the  Armada  Growth 
Fund,  has  hope.  Chief  Executive  Peter  Dolan  has  instituted  cost 
cuts  and  is  moving  to  eliminate  excess  drug  inventories  at 
wholesalers  that  made  past  sales  look  rosier  than  they  were. 
There's  also  solid  stuff  in  the  pipeline  awaiting  federal  approval, 
such  as  Atazanavir,  an  antiviral  aimed  at  AIDS.  Bristol  also  main- 
tains an  excellent  sales  force,  and  at  year-end  carried  $5.7  billion 
in  cash  versus  $6.2  billion  in  long-term  debt. 

If  earnings  don't  rebound,  the  company  would  still  be  a  tasty 
target  for  European  pharmas  like  Novartis,  Pharmacia  or  Glaxo- 
SmithKline  eager  to  move  into  the  profitable 
U.S.  market.  Plausible  buyout  price:  $36. 

— Christopher  Helman 


For  more  financial  stats,  go  to  www.forbes.com/maker! 


Between  this  and -short-sellers'  grousing  about  off-balance-shet 
financing,  Hanover  shares  have  fallen  55%  from  a  52-week  higi 

Yves  C.  Siegel,  energy  analyst  with  Wachovia  Securities,  say 
the  market  has  overreacted  to  Hanover's  accounting  problem 
He  thinks  Hanover  will  benefit  from  growing  demand  for  na 
ural  gas  and  for  compression  equipment  needed  to  boost  pre 
duction  at  aging  U.S.  wells.  Another  positive:  a  tight  relationshi 
with  Schlumberger,  a  leading  oilfield  services  company. 

At  a  recent  $18,  Hanover  goes  for  19  times  trailing  earning 
a  considerable  discount  to  its  five-year  average  multiple  of  33. 

— Andrew  T.  Gilli 


Cash  Machine 


CHANCES  ARE,  WHEN  YOU  PULL  MONI 
from  an  automated  teller  or  pay  a  tab  I 
credit  or  debit  card,  you're  coming  in  an 
tact  with  efunds,  the  world's  largest  noi< 
bank  processor  of  electronic  funds  transfe 
(sales:  $513  million).  Its  software  is  used 
process  15  billion  transactions  a  year  worl 
wide,  and  its  files  hold  credit  records  on  most  American  co 
sumers,  information  used  by  77,000  retail  locations  and  90,0i 
financial  services  companies.  Efunds  (Nasdaq:  EFDS)  is  also  t 
largest  nonbank  ATM  owner  in  the  U.S.,  with  1 1,000  machine 
William  Frels,  comanager  of  the  Mairs  &  Power  Grow 
Fund,  says  Efunds  will  benefit  as  folks  make  more  paymer 
electronically  or  over  the  Internet.  Frels  says  Efunds'  opei 
tions — which  also  include  credit-card  authorization  ai 
antifraud  services — can  easily  grow  15%  to  20%  a  year  for  t 
next  five  years.  At  $16,  shares  trade  at  20  times  earnings. — C. 


Gas  Pump 


DESPITE  A  RECEN1  ["URAL  GAS 

prices,  the  last  few  months  haw  been  ugly  for 
HANOVER  COMPRESSOR,  the 
largest  provider  of  equip- 
ment and  services  for 
pumping    natural    gas 
the     well      and 
pipelines. 
In  February  Han* 

said  it  would 
restate  results  followi  iunti  ig  review 

of  a  joint  venture  in  Ni  eria.  rhat  p  ovokedi 
Securities  &  Exchange  (  o  nmission  inquiry. 


Stock  price 

■Jk..:-. 

Hang  Up  the  Phone 

INTER-TEL  SELLS  AN  ARRAY  OF  BUSINESS  TELEPHONE  SYSTEMS, 

from  phone  trees  to  voice  mail.  Its  larger  competitors — 

Avaya,  3Com  and  Lucent — are  losing  money,  but  Inter-Tel 

I  Nasdaq:  INTI.)  in  a  rough  2001  posted  a  $13  million  profit 

followed  by  a  $15  million  profit  in  2002's  first  quarter.  As  a 

its  stock  has  doubled  over  die  past  12  months. 

At  $21,  or  20  times  earnings,  the  stock  looks  cheap.  But 

Stephen  Worthington  of  the  Barbary  Coast  hedge  fund 

warns  people  away.  Nearly  all  of  Inter-Tel's  first-quarter  profit  came  from  a  noi 

million  arbitration  settlement.  In  addition,  Inter-Tel  has  a  troublir 

acquisition  history  that  includes  a  $51  million  charge  last  year  for  the  assets 

utone  Information  Systems.  Last  year  Inter- Tel  gobbled  up  a  piece  of  Coi 

logies  that  is  now  causing  indigestion.  Convergent  sells  compet 

products  and  Inter- Tel  is  having  a  hard  time  servicing  them.  Meanwhil 

.sales  arc  declining.  Short  the  stock  and  cover  at  $12.  — Daniel  Krug 
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NIMBLE. 

By  using  a  portfolio  management  approach 

we  can  react  quickly, 

no  matter  which  direction  the  energy  market  goes. 


At  TXU,  we've  developed  a  business  model  that  lets  us  manage  everything  from  production  to  trading 
to  retail.  With  this  strategy  we'll  be  able  to  capitalize  on  the  rapidly  changing  energy  markets  while  still 
protecting  ourselves  from  vulnerability.  We've  invested  in  our  future,  and  now  is  a  good  time  for  you  to 
do  the  same.  For  more  information  call  1-800-828-0812  or  visit  us  at  www.txu.com. 

TXU 


Portfolio  Strategy  By  Kenneth  L.  Fisher 

Controlled  Risk 


I  COMPOSE  THIS  COLUMN  FROM  THE  COMPUTER  CENTER  ON 
board  the  Crystal  Symphony,  which  is  hosting  the  fourth 
Forbes  Cruise  for  Investors  as  it  sails  the  Pacific  south  from 
Acapulco.  What's  on  these  investors'  minds?  Repeatedly  I 
have  been  asked  how  to  make  real  money  in  what  has  been 
a  very  ugly  stock  market.  These  investors  don't  want  to  settle  for 
T-bill  returns,  and  they  know  that  small  market  pockets  are 
doing  well,  like  domestic  small-cap  value  or  Russia,  and  want  to 
know  what  can  make  good  money  right  now.  It's  a  wrong — but 
telling — question. 

First,  that  I  am  being  asked  the  question  in  volume  is  a  sign 
the  ugly  markets  aren't  over.  If 
they  were,  investors  would  be 
content  simply  to  avoid  having 
their  financial  heads  chopped 
off.  At  and  around  real  bot- 
toms, optimism  is  basically 
wiped  out  and  investors  don't 
stretch  for  return;  they  duck 
for  cover.  Stretching  reflects 
partial  optimism,  which 
reflects  excess  demand  for 
stocks,  which  presages  still 
more  ugliness  ahead. 

The  right  questions  are: 
What  bet  do  you  take?  How 
much  risk  do  you  want  to 
adopt  taking  it?  What  tactics 
do  you  like?  You  always  have 
market  risk  (which  way  the 

market  goes),  factor  risk  (what  type  of  stock  you  buy)  and 
stock-picking  risk  (how  your  stock  varies  from  its  type).  But 
these  can  be  separated  and  controlled  almost  completely. 

Suppose  you  like  technology,  want  market  risk  and  like  pas- 
sive investing.  Then  buy  the  QQQ  (the  exchange-traded  fund — 
ETF— for  the  Nasdaq  100)  at  $30.  It  is  a  bet  on  market  risk  and 
tech  as  a  factor  risk  but  has  no  stock-picking  risk.  But  if  the 
market  falls  and  tech  does  worse,  you  implode. 

Now  suppose  you  agree  with  my  view  that  it's  more  likely 
tech  will  lag  rather  than  lead  the  market  this  year.  You'd  like  to 
make  a  clear,  controlled,  measured  antitech  bet.  How? 

Well,  you  could  sell  short  the  QQQ.  But  I  wouldn't.  Again, 
that  combines  tech  and  market  risk.  If  the  market  rises,  the  QQQ 
will  probably  do  so,  too.  I  always  know  I  may  be  wrong.  Simply 
selling  QQQ  short  could  butcher  me  if  I'm  right  about  tech  but 
wrong  about  the  market — ii  the  market  force  ends  up  a  bigger 
factor  than  the  tech  pla    (  « introl  your  risks.  How? 

Buy  the  S&P  500  change-traded  fund  (SPY;  [~ 

recently  $1 10)  and  sell  QQQ.  Now  you  are  simply  I 
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betting  that  tech  lags  the  mar 
ket,  and  you  don't  care  if  the; 
overall  market  rises  or  falls.  Thi 
I  would  do  and  recommend  tc 
you.  You  could,  for  example 
buy  $50,000  of  the  SPY  whild 
shorting  $50,000  of  the  QQQ 
Full-service  brokerage  commis- 
sions at  Schwab  run  $840  foi 
this  round-trip.  So  if  the  QQQ 
lost  another  15%  while  the  SPY 
was  flat,  you  would  get  $7,50( 
less  $840.  If  you  use  Schwab's  discounted  Internet  rates,  the 
commissions  drop  to  $140,  saving  $700. 

Of  course  if  I'm  wrong  and  tech  beats  the  SPY,  my  bet  loses 
But  it  is  a  controlled  bet,  and  it  is  very  unlikely  you  will  lose  any 
more  than  $7,000  from  it. 

Suppose  you  want  more  risk.  Then  boost  your  short  posb 
tion  some  while  decreasing  your  long  position.  This  leaves  yov 
with  a  lopsided  bet  on  the  tech/nontech  spread.  Note  that  SPY  i 
about  18%  tech  itself,  so  for  every  $100  you  buy  of  the  SPY  yov 
are  buying  $82  of  nontech  stocks  and  $18  of  tech.  Now  short 
say,  $150  of  tech,  and  your  net  position  is  long  $82  of  nontechl 
short  $132  of  tech. 

More  extreme,  wickedly  efficient,  but  a  bit  more  complex  (i 
you  don't  mind  greater  complexity):  Sell  the  QQQ  short  fo 
$50,000,  as  above,  and  then  against  that  buy  three  sector  ETFs  a 
$17,000  each:  the  energy  sector  (IYE,  $100),  the  chemical  secto 
(IYD,  $43)  and  the  REIT  sector  (lYR,  $84).  These  are  all  valu 
plays  and  have  a  smaller  average  market  cap  than  the  QQC 
When  selling  something  short,  you  inject  into  your  portfolir 
the  reverse  of  that  which  you  sell.  Since  QQQ  is  huge  in  caj 
($123  billion,  correctly  calculated)  and  growthy,  selling  it  shor 
injects  into  your  portfolio  smallness  and  value.  Buying  the  thre 
somewhat  smaller  value  sectors  and  shorting  a  bigger  growti 
area  creates  a  synthetic  small-cap  value  portfolio.  And  truly  act 
just  like  small  value.  Of  course,  if  small  value  does  badly,  this  bt 
will  backfire.  But  it  is  a  controlled  risk. 

Now  add  stock  picking.  Applied  Materials  (24,  amat)  make 
wafer  fabrication  equipment.  I  think  it  will  be  dog  meat  the  re: 
of  this  year.  The  Street  expects  a  big  earnings  rebound — an 
fast.  Intel's  falling  price  indicates  just  the  reverse.  But  I  might  b 
wrong.  So  sell  AMAT  short,  but  control  your  risk.  Now  you  ai 
going  to  flip  the  QQQ  trade  around.  Go  long  the  QQQ  in  ordt 
to  offset  your  short  AMAT  bet.  The  net  position  has  you  bettin 
only  on  whether  AMAT  does  better  or  worse  than  tech.  There 
risk  in  this  bet,  but  again — it  is  a  controlled  risk.  I 


I  P<r|rl"|f»C     I  Kenneth  L.  Fisher  is  a  Woodside.Calif.-based  money  manager. 
■__.,-»,.,    |  Visit  his  home  page  at  www.forbes.com/fisher. 
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Financial  Strategy  By  A.  Gary  Shilling 

Dividends:  Back  in  Style 


THE  AMAZON  ERA  IS  DEAD.  LONG  LIVE  DIVIDENDS.  NO 
longer  can  managements  entice  investors  to  trade  cold 
cash  for  the  promise  of  earnings — in  a  decade.  Cor- 
porations can  keep  and  reinvest  their  earnings  if  they 
can  show  sustainable  GAAP  growth  and  especially  if 
they  have  cash  in  the  bank  to  prove  that  they  are  really  making 
money  (like  Microsoft).  All  others  will  be  forced  by  investors  to 
pay  meaningful  dividends. 

Significant  dividends  ensure  that  companies  are  run  pru- 
dently, with  real  earnings  and  cash  flow,  and  will  continue  to  be 
so  managed.  Those  that  cut  payouts  are  punished  in  the  stock 
market,  even  today.  The  im- 
pact of  higher  dividends  is 
hard  to  ignore:  For  the  46 
years  through  December  1991 
the  Dow  industrials  rose  6.1% 
per  year  in  price  but  delivered 
an  11.2%  total  return  with 
dividends  included. 

The  long  bull  market  took 
the  spotlight  off  dividends.  It 
used  to  be  that  the  S&P  would 
never  climb  above  33  times 
dividends — that  is,  the  floor 
for  dividend  yields  on  the 
index  used  to  be  3%.  In  the 
bubble  of  early  2000  a  yield  of 
1.1%  was  deemed  acceptable. 
Dividend  payouts  as  a  percent 
of  reported  earnings  fell  from 

a  postwar  average  of  50%  to  30%  in  the  third  quarter  of  2000. 
All  the  attention  during  the  1982  to  2000  bull  run  went  to 
stock  price  appreciation,  with  the  S&P  500  index  rising  15.3% 
per  year.  This  was  way  out  of  line  with  earnings  growth,  so  the 
S&P's  price/earnings  ratio  ballooned  from  8  to  28.  The  tax  code 
helped  tip  the  balance  away  from  dividends.  Corporate  earn- 
ings distributed  in  that  fashion  are  subject  to  ordinary  rates  and 
are  taxed  twice  (first  on  the  corporate  return  and  again  on  your 
1040).  Capital  gains,  in  contrast,  are  taxed  at  a  lower  rate — and 
only  once. 

But  the  bubble  of  expanding  price/earnings  ratios  is  over, 
leaving  much  subdued  >reciation.  Long  run,  earnings 

grow  with  gross  domesti<  .  luct.  I  foresee  2.5%  real  (that  is, 
inflation-adjusU<n  GDP  gi  hand  1%  to  2%  deflation,  or 
around  1%  nominal  growth  ie.  But  let's  use  the  more 

conventional  consensus  ot  3  GDP  and  2.5%  inflation. 

So  nominal  GDP  and  earning  hen  rise  6%  annually,  as 

would  most  stocks. 

Is  6%  an  adequate  retui  n  on  a  risky  asset  during  a 
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period  of  2.5%  inflation?  No,  sc 
investors  will  demand  a  decen 
dividend  yield  on  top  of  th< 
price  appreciation — probably  a 
least  the  old  minimum  yield  o 
3%.  Yet  getting  there  from  hen 
will  be  tough.  That's  because  o; 
this  interesting  fact:  The  div'i 
dend  payout  ratio  equals  tht 
dividend  yield  times  the  P/E. 

To  get  a  3%  yield  with  tht 
S&P  500  trading  at  45  times  las 
year's  reported  earnings  would  require  a  135%  payout  ratio.  No 
way.  In  the  postwar  era  that  ratio  seldom  rose  above  65%,  ever 
in  recessions  when  earnings  collapsed  but  dividend  cuts  were 
less  severe. 

Let's  give  the  bulls  the  benefit  of  the  doubt  and  try  operat 
ing  earnings  as  S&P  defines  them  (earnings  before  gains  ano 
losses  from  asset  sales  and  other  nonrecurring  items,  goodwill 
impairment  charges,  acquisition  expenses  and  legal  settle 
ments).  That  P/E  was  29  in  the  fourth  quarter,  calling  for  ai 
87%  payout  ratio.  Again,  out  of  sight. 

If  you  can't  raise  the  bridge,  try  lowering  the  water.  Checl 
out  this  scenario:  Add  a  percentage  point  to  the  current  5.7°/4 
yield  on  30-year  Treasurys,  to  reward  investors  for  the  greater 
riskiness  of  stocks  versus  bonds.  The  result  is  a  stock  earning: 
yield  of  6.7%  or,  inverted,  a  15  P/E.  With  a  15  P/E  and  3%  divi- 
dend yield  the  payout  ratio  is  45%,  a  bit  below  the  postwar  aver ' 
age  but  still  50%  above  the  recent  low. 

But  slashing  the  P/E  by  half — from  29  to  15 — ain't  easy.  On( 
way  is  to  hold  stocks  flat  and  let  earnings  recover,  using  Stan 
dard  &  Poor's  estimates,  by  19%  this  year  and  9%  in  2003,  anc 
then  6%  annually.  By  that  route,  however,  you  are  now  buyinj 
stocks  at  15  times  2010  earnings.  Eight  years  of  no  stocl 
growth?  Weeds  would  grow  on  Wall  Street.  Alternatively,  i 
stocks  rise  6%  a  year,  a  1 5  P/E  will  be  reached  in  five  years  i 
earnings  leap  21%  annually.  Unlikely,  with  6%  GDP  growth. 

Frustrations  over  dividend  yields  may  promote  the  end  o 
double  taxation.  Meanwhile,  investors  should  search  for  com 
panies  that  have  a  dividend-paying  habit  that  can  be  enhancec 
easily.  My  list — all  industries  with  dividend  yields  over  3%— 
includes  coal,  tobacco,  natural  gas,  perhaps  petroleum,  nontele 
com  electric  utilities,  banks,  property-casualty  insurers  and  rea 
estate  investment  trusts,  especially  apartment  owners. 

Avoid  industries  with  dividend  yields  below  1%:  retailers 
shoemakers,  supermarkets,  homebuilders,  ad  agencies,  hotels 
restaurants,  airlines,  entertainment  and  securities.  I 


Forbes 


A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co.,  economic  consultants 
and  investment  advisers.  Visit  his  home  page  atwww.forbes.com/shilling. 
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We've  assembled  some  of  the  best  CFO  minds  from  a  broad  range  of  highly  successful 
organizations  -  such  as  GM,  Pfizer  and  Oracle  -  for  this,  our  7th  Annual  Forbes  CFO 
Forum.  These  sessions  represent  an  exceptional  opportunity  for  you  to  benefit  from 
these  highly  successful  individuals  as  they  share  their  experiences  with  these  multi- 
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built-in  opportunities  to  meet  with  them  personally  and  enjoy  informal  discussions. 
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Sometim?u  don't 


Give  your  employees  the  knowledge 

to  know  the  difference, 
and  give  your  bottom  line  a  boost 


Now  there's  a  simple  way  to  provide  better  benefits 
for  your  employees  and  save  money  at  the  same  time. 

Introducing  the  What  To  Do  For  Health  series 
of  books  from  the  Institute  for  Healthcare 
Advancement.The  series  features  books  that  tell 
people  what  to  do  in  virtually  any  health  situation, 
including  when  to  call  a  doctor. There  are  books  to 
care  for  everyone,  including  seniors,  teenagers,  and 
even  expecting  parents. 

But  what  makes  these  books  different  is  that  they  are 
written  in  clear,  simple  language.  In  fai  I  anyone  with 
a  grade  school  education  can  read  am  'asily 
understand  these  books,  which  is  why        'tut  To  Do 


books  are  used  so  often.  For  the  first  time,  people  are 
not  intimidated  by  medical  jargon,  and  the  result  is  a 
much  more  active  role  in  their  healthcare. 

In  the  past  companies  that  offer  the  books  to  their 
employees  have  enjoyed  lowered  premiums,  reduced 
absenteeism,  and  happier  and  healthier  employees. 
And  government  entities  that  give  out  the  books  have 
reduced  healthcare  costs  to  the  public  and  generated 
tremendous  good  will. 

To  learn  more  about  the  What  To  Do  For  Health 
books  and  programs,  including  volume  discounts,  visit 
www.iha4health.org,  or  call  1-800-434-4633.  All 
books  available  in  English,  Spanish,  and  Vietnamese. 
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HEALTH 


Fit?  Buff?  Tanned?  You  can  be  all 
three  and  still  get  varicose  veins. 
Some  new  procedures  offer  relief. 

BY  ALAN  FARNHAM 

TO  TAKE  EXCEPTION  TO  THE  EMINENT 
T.S.  Eliot,  May,  not  April,  is  the  cruelest 
month.  That's  when  25  million  Ameri- 
cans, including  healthy,  fit  adults  in  their 
30s  and  40s,  confront  a  disturbing  real- 
ity: varicose  veins.  There,  on  newly  naked  legs, 
popping  out  for  all  the  world  to  see,  are  veins  that 
might  look  tolerable  on  a  Spandex-stockinged 
matron,  but  not  on  a  hard-bodied  go-getter. 

If  the  swelling  ranks  of  aging  Americans 
needed  a  varicose-vein  poster  boy,  Clint  Eastwood 
would  do  fine.  Like  many  of  the  20%  of  sufferers 
who  are  male,  Clint,  despite  much  golfing  and  ten- 
nis-playing, developed  lower  legs  that  looked  like 
they  had  snakes  wrapped  around  them.  Though 
getting  exercise  and  watching  one's  weight  can 
help  stave  off  the  condition,  they  don't  guarantee 
against  it.  Fortunately,  new  procedures  are  catch- 
ing on  that  promise  better  relief  with  less  agony 
than  any  previously  available. 

Stephen  O'Connor,  a  New  York  City  financial 

planner,  used  a  gym  four  times  a  week,  swam  and 

taught  scuba  diving,  but  he  watched  helplessly  as 

ropy  blue  lines  snaked  up  his  left  thigh.  He  gave 

up  wearing  shorts.  By  the  time  he  was  in  his 

40s,  he  was  suffering  nighttime  cramps  so 

severe  he  called  the  pain  "the  shark." 

His  doctor  explained  the  cause.  The 
saphenous  vein,  the  culprit  in  about 
70%  of  varicose  cases,  runs  from 
ankle  to  groin  and  is  supposed 
to  return  deoxygenated  blood 
from  the  lower  extremities  to 
the  heart.  For  a  variety  of  rea- 
sons, including  heredity,  in- 
jury or,  in  women,  hormonal 
changes  resulting  from  preg- 
nancy, valves  inside  the  vein  fail 
^^      to  close  properly.  Blood  be- 
gins pooling  in  the  legs, 
where  it  exerts  pressure  on 
surrounding  tissue,  causing 
pain,  swelling,  skin  discol- 
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oration  or  even  ulcers. 

O'Connor  didn't  want  to  undergo  the 
same  procedure  his  father  had  endured — 
vein  stripping.  This  is  every  bit  as  grisly  as 
it  sounds.  An  incision  is  made  at  both  ends 
of  the  vein.  A  wire  is  inserted.  One  end  of 
the  vein  is  secured  to  the  wire.  The  wire 
then  is  withdrawn,  and  the  vein  ripped  out. 
Nerve  endings  and  neighboring  tissue  go 
along  for  the  ride.  It  costs  about  $2,500  per 
leg,  and  is  no  more  painful  than  your 
average  threshing  accident.  "I'd  never 
seen  him  in  pain  like  that  before,"  recalls 
O'Connor.  Full  recuperation  can  take  a 
month,  while  the  body  heals  and  reroutes 
blood  flow  through  other  veins. 

O'Connor  instead  went  with  a  year- 
old  laser  procedure  performed  by  Dr. 
Robert  Min  of  Weill  Medical  College  of 
Cornell  University  in  New  York.  Min 
made  a  small  incision  in  O'Connor's  knee, 
inserting  a  catheter  up  the  saphenous  vein. 
With  O'Connor  under  local  anesthetic 
and  conscious,  Min  fired  up  a  laser  located 
in  the  catheter's  tip.  He  then  withdrew  it, 
the  laser's  heat  collapsing  and  sealing  off 
the  vein  on  the  way  out.  The  45-minute 
procedure,  O'Connor  recalls,  caused  "a 
billionth  of  a  second  of  discomfort."  He 
returned  to  work  immediately.  Since  then 
he's  been  free  of  attacks  and  again  wears 
shorts.  It  cost  O'Connor  a  little  less  than 
$2,000  per  leg  when  he  had  the  procedure 
done  in  August,  2000,  with  two-thirds  of  it 
covered  by  insurance.  Today  the  cost 
would  be  more  like  $3,000. 

Gregory  Myers,  a  40-year-old  phar- 
macist outside  Salt  Lake  City,  first  noticed 
swelling  in  his  ankles;  later,  skin  lesions 
that  wouldn't  heal.  When  he  accidentally 
knocked  a  scab  off,  "blood  shot  out  like 
out  of  a  squirt  gun."  He  taped  one  of  his 
daughter's  maxi  pads  over  the  spot  and 
took  himself  to  the  nearest  med  center. 
Vascular  surgeon  Dr.  Kenneth  Granke  told 
him  he  had  varicose  veins  and,  like  any 
other  patient,  had  several  options. 

One  was  to  postpone  surg< 
people  with  varicose  veins  can  li\ 
the  condition  practical! 
they  wear  elastic  st<        i  js  to  counteract 
the  pressure  in  their  l       indele    itetheii 
feet  whenever  possil  i        also 

described  .i  procedure 
the  Food  &  Drug  Kdn 


Less  Invasive 

None  of  the  procedures  for  treating  varicose 
veins  is  what  you'd  call  a  walk  in  the  park,  but 
new  ones  that  use  heat  to  close  the  vein  are 
less  painful  and  invasive  than  vein  stripping. 

OLD  METHOD 


Vein 


First  incision  cuts  vein  Second  incision 

Vein  stripper  inserted  and  pulled  back 


Large  end  of  vein  stripper  pulls  out  vein 


NEW  METHOD 


Catheter  slowly  withdrawn,  closing  up  vein 

frequency  occlusion,  also  known  as  Clo- 
sure. It  is  similar  to  the  laser  treatment  but 
uses  a  catheter  emitting  radio  waves  at  460 
kilohertz  to  heat  the  vessel  walls,  causing 
them  to  shrink  and  collapse.  Granke 
prefers  it  to  laser  treatment,  believing  the 
heat  to  be  better  diffused. 

"I  had  it  done  on  a  Friday,  went  to  my 
kids'  soccer  game  on  Saturday,  rode  an  ex- 
ercise bike  Sunday  and  was  back  at  work 
on  Monday,"  says  Myers,  lbs  only  dis- 
comfort was  a  sensation  akin  to  a  groin- 
muscle  pull,  but  it  went  awav  in  two  days. 

There  was  an  almost  immediate  decrease 
in  the  swelling  of  his  ankles.  The  skin  color 

it  his  legs  improved,  and  his  lesions  healed 
entirely.  Cost:  about  $3,000  per  leg. 


Even  after  the  saphenous  vein 
closed  or  stripped,  further  treatment 
small  superficial  veins  also  maybe  nece,.. 
"sary,  explains  Dr.  Mark  Adelman,  assi 
tant  professor  of  surgery  at  New  Yo 
University  Medical  Center.  The  newe 
tactic  for  handling  leftover  trouble  is  trail 
silluminated  powered  phlebectomy,  ( 
TriVex.  Its  creator,  British  medical  devi 
firm  Smith  &  Nephew,  received  FDA  aji 
proval  at  the  end  of  1999.  Two  probe 
one  a  light  source,  the  other  a  Rote 
Rooter-style  grinder,  are  thrust  just  b 
neath  the  skin,  each  through  a  separa 
stab  incision.  In  a  darkened  room,  tr 
surgeon  uses  the  light  source  to  ilium: 
nate  offending  veins  and  the  grinder  t 
chew  them  up  and  suck  them  out.  Ade 
man  considers  it  an  improvement  ov< 
other  treatments  requiring  multiple  inc 
sions:  "You  get  a  whole  thigh's  worth  < 
veins  through  just  two  ports." 

Though  far  less  invasive  than  strip 
ping,  these  procedures  are  still  relative 
new.  To  date  there's  only  one  publishe 
study  in  the  U.S.  (by  Dr.  Robert  A.  Wei: 
of  Johns  Hopkins  University)  compariri  -Of 
laser  with  radio-frequency.  Its  conclusion  ton 
In  tests  on  animals,  radio,  so  far,  resulted 
in  less  tenderness  and  bruising. 

No  matter  what  treatment  you  elec1 1 
insurers  usually  won't  reimburse  fc 
them  without  proof  of  medical  neec 
which  typically  requires  a  $150  ultr; 
sound  exam  to  determine  whether  th 
valves  in  your  saphenous  veins  indee 
have  gone  kerflooey.  I 

Sources  for  Further  Information 


K 

Tf. 

w 


VARICOSE  VEINS  AND  THEIR  TREATMENT.  Ameri- 
can College  of  Phlebology,  www.phlebology.org; 
510-834-6500.  Society  of  Vascular  Technology: 
www.svtnet.org;  301-459-7550. 
RADIO-FREQUENCY  OCCLUSION  (CLOSURE). 
Catheter  that  uses  heat  generated  by  radio  waves 
to  close  and  seal  the  vein.  About  200  doctors  in 
the  U.S.  currently  offer  it.  VNUS  Medical  Tech- 
nologies: www.vnus.com;  877-883-VEIN. 
END0VEN0US  LASER.  Similar  to  Closure,  but  the 
catheter's  heat  is  generated  by  a  laser.  Diomed: 
www.diomed-lasers.com;  978-475-7771. 
TRIVEX.  A  mechanical  and  optical  device  that 
when  inserted  beneath  the  surface  of  the  skin 
allows  physicians  to  detect,  grind  up  and  suck 
out  enlarged  veins.  Smith  &  Nephew: 
www.smith-nephew.com;  978-749-1000. 
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eeping  up  with  online  advertising  isn't  easy.  Not  bee 
lough  information,  but  because  there  is  too  much  -  and  it  is  often 
)ntradictory  or  downright  confusing.  The  e-advertising  industry  may 
3  awash  in  data,  but  it  has  been  a  desert  of  perspective,  until  now. 


i/vhat  every  advertiser  should 
know  about  e-advertising. 


F orbes.com  presents  the  definitive  overview  of  research 

data  covering  key  aspects  of  the  online  advertising 
dustry,  developed  and  vetted  with  insights  from  eMarketer  - 
e  world's  leading  provider  of  e-business  statistics. 


f  Online  Advertising  update: 
'eview  of  Research  Data 
asuring  the  Growth  and 
xtiveness  of  Online 
/erasing  in  the  U.S.  aggre- 
es  and  analyzes  the  latest 
nbers  to  provide  an 
ective  picture  of  the  current 
te  of  online  advertising. 

e  data  is  conclusive. 

» internet  is  a  powerful 
rketing  tool  that  smart 
'ertjsers  are  using  to  their 
npetitive  advantage, 
leading  the  Online 
/ertising  Update,  you  learn: 
he  e-advertising  growth 
rospects  for  2002  and 
eyond 

he  four  key  reasons  driving 
nline  ad  growth 
i  look  at  who's  online  and 
ow  much  time  they  spend 
low  e-advertising  gets  results 


The  data  shows  the  more 
affluent  and  more  senior  the 
manager,  the  more  valuable  the 
internet  becomes  to  marketers. 

if  you  are  faced  with  the 
challenge  of  reaching  and  influ- 
encing busy  business  profes- 
sionals, you  may  be  interested 
to  know  that: 
■  CEOs  spend  more  time 

online  than  with  any  other 

medium. 


Average  Number  of  Hours  Spent  per  Week  with 
Different  Media  among  US  Corporate  Executives,  2002 


■  The  internet  is  emerging  as 
the  "prime-time"  medium  for 
reaching  business  profession- 
als during  the  workday. 

The  Online  Advertising  Update 
reviews  many  facts  and  figures 
of  interest  to  advertisers  and 
their  agencies.  For  example, 
despite  the  economic  and 
media  downturn  in  2001, 
online  advertising  is  poised  to 
_     grow  11%  in 


ES 


Note.  n=262 

Source  Research  Net,  February  2002 


For  affluent  investors,  the 
internet  is  the  medium  of 
choice. 


2002.  Online 
buyers  will 
number  70 
million  by 
year-end.  The 
white  paper 
also  provides 
compelling 
evidence 
that  online  advertising  is  an 
effective  tool  for  branding  as 
well  as  direct  response. 


Forbes 

Online 

Advertising 

Update: 

a  Review  of  Research  Date  Measuring 
the  Growth  and  Effectiveness  of 
online  Advertising  in  the  US 
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Free! 


Extraordinary  offer! 

The  Online  Advertising  Update 
not  only  contains  a  wealth  of 
information,  it  is  absolutely 
free.  It  is  also  online,  so  it  can 
be  on  your  desktop  in  seconds. 

Go  to:  www.emarketer. 
com/forbes.  a  pdf  file  will 
be  sent  to  your  e-mail  address 
immediately.  (For  a  paper  copy, 
call  toll-free  1-877-378-2871). 

For  a  complete  review  of 
spending  estimates,  online 
advertising  success  strategies 
and  more,  get  eMarketer's 
new  Online  Advertising  Report. 


Forbes    eMarketer. 
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CAPITALIST  TOOL 

Platinum  Visa®  Card 

Get  the 
low  rates  and 
exceptional  benefits 
you've  been  looking  for 
in  a  Platinum  credit  card. 

•  Low  Introductory  APR  on  Purchases 
and  Balance  Transfers 

•  No  Annual  Fee 

•  Credit  Line  from  $5,000  up  to  $100,000' 

•  24-hour  Cardmember  Service 

Call  Toll  Free  to  Apply! 

1-888-205-3168 


In  certain  instam  es,  you  may  receive  a  Classic  card  with  a  credit  line  up  to  $5,000. 
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LOOMIS-BACKED 


EXPERIMENTS  IN  RADAR  AMD  HSS.OM 


HELPED  TO  WIN  WORLD  WAR  H. 


The  Alchemist 

tow  a  Wall  Street  tycoon  with  a  scientific  bent  transformed  himself  into  a  wartime  physicist. 

BY  SUSAN  ADAMS 


FEW  PEOPLE  ENJOY  SUCCESSFUL  SECOND  ACTS.  ALFRED 
Lee  Loomis  did.  A  Wall  Streeter  who  socked  away  cash 
on  the  eve  of  the  1929  crash,  he  bankrolled  a  private 
physics  lab  in  the  basement  of  his  mansion  in  Tuxedo 
Park,  a  tony  village  40  miles  northwest  of  New  York 
ity.  To  it  he  attracted  (among  other  scientific  luminaries)  Ein- 
ein,  Fermi  and  Lawrence,  who,  as  his  guests,  collaborated  to 
roduce  discoveries  that  helped  win  World  War  II.  In  Tuxedo  Park 
Simon  &  Schuster,  $26),  journalist  Jennet  Conant  tells  how 
aomis  parlayed  preeminence  in  one  field  into  another. 
Born  in  1887,  Loomis  was  a  child  of  privilege.  Named  for  his 


paternal  grandfather,  a  renowned  physician  and  philanthropist, 
he  went  to  Andover  and  then  Yale,  where  he  excelled  in  math 
and  science.  In  spare  moments  he  indulged  his  fascination  with 
physics  by  hurling  boomerangs  around  campus,  all  the  while 
jotting  down  formulas  to  describe  their  motion.  When  he  was  a 
college  sophomore,  his  father  died  of  pneumonia.  Feeling  the 
need  for  a  practical  career,  he  went  to  law  school  (Harvard),  then 
joined  first  cousin  Henry  Stimson's  white-shoe  New  York  law 
firm,  Winthrop  &  Stimson. 

During  World  War  I  Loomis  enlisted,  becoming  head  of 
research  and  development  at  the  Aberdeen  Proving  Ground  in 

FORBES"   May  27,  2002      177 


FORBES  LIFE  1  BOOKS 


Maryland.  Always  fascinated  by  gadgetry,  he  produced  his  first 
important  invention  there:  a  chronograph  for  measuring  the 
velocity  of  artillery  shells. 

After  the  war  he  determined  to  make  a  fortune  on  Wall 
Street.  When  brother-in-law  Landon  Thome  proposed  the  idea 
that  the  duo  buy  control  of  Bonbright,  a  flagging  investment 
firm,  Loomis  agreed.  Backed  by  General  Electric  president 
Charles  A.  Coffin,  they  transformed  Bonbright  into  a  vibrant 
financier  of  electric  utilities. 

But  monetary  success  didn't  satisfy  Loomis,  and  he  offered 
to  support  the  research  of  a  friend  from  his  Aberdeen  days — 
Robert  Wood,  an  experimental  physicist.  In  1926  Loomis 
bought  a  huge,  crumbling  mock-Tudor  mansion  in  Tuxedo  Park 
called  Tower  House,  where  he  set  up  the  lab.  He  also  outfitted 
the  place  with  luxurious  guestrooms,  offices  and  palatial  ball- 
rooms. He  himself  lived  nearby  in  another  Tuxedo  Park  man- 
sion with  his  wife  and  three  sons. 

Loomis  started  leading  a  double  life.  By  day  he  handled 
investments.  By  night  and  on  weekends  he  gave  himself  to  sci- 
ence, avidly  pursuing  sound  wave  experiments  with  Wood  that 
led  ultimately  to  the  development  of  sonogram  technology. 

His  home  lab  drew  scientists  from  around  the  world.  They 
were  attracted  not  just  by  the  quality  of  his  setup — the  guy  knew 
how  to  show  a  scientist  a  good  time.  At  soirees,  liveried  servants 
stood  behind  each  guest's  chair.  An  evening's  entertainment 
might  include  a  lecture  or  a  music  recital,  with  visiting  scientists 
featured  as  the  star  performers.  Einstein  called  Tower  House  a 
"palace  of  science." 

In  1929,  foreseeing  the  impending  market  crash,  Loomis  and 
Thome  held  the  bulk  o\  Bonbright's  profits  in  cash.  With  its 


study  cells  as  they  were  subjected  to  extreme  gravitational  fore] 
In  1936  Ernest  Lawrence,  the  Nobel  Prize- winning  atonl 
smasher,  visited  Tuxedo   Park.   In   addition   to   sharirl 
Lawrence's  scientific  "interests,  Loomis,  because  of  his  inves| 
ment  work  with  utilities,  appreciated  the  need  to  create  an  ef 
cient  high-voltage  transformer.  The  two  men  became  conf 
dantes  and  best  friends.  Loomis  backed  much  of  Lawrencel 
work,  not  least  his  uranium  fission  research,  which  led  to  tl 
development  of  the  atomic  bomb. 

In  1940  President  Roosevelt's  science  adviser,  Vannevar  Buslj 
appointed  Loomis  to  head  the  top-secret  "Rad  Lab"  at  MI] 
Loomis  threw  himself  into  the  job,  shutting  down  the  Tuxedl 
Park  lab  to  work  on  developing  a  long-range  radar  system  thl 
would  allow  Allied  forces  to  detect  enemy  movements  durir 
World  War  II.  Loomis  enjoyed  direct  access  to  the  White  Hou: 
through  Henry  Stimson,  who  had  become  Secretary  of  War. 

After  the  war  Loomis  tried  to  make  yet  one  more  transfoi 
mation — this  time  in  his  private  life.  He  divorced  his  wife  of  3 
years  and  married  Manette  Hobart,  21  years  his  junior  and  th 
ex-wife  of  his  chief  lab  assistant.  This  change  proved  more  tha 
his  elite  social  and  financial  circle  could  accept,  and  they  ostre 
cized  him  for  it.  He  turned  his  back  on  Tuxedo  Park  and  relc 
cated  to  Manhattan  and  East  Hampton.  When  he  tried  to  giv 
his  mansion  laboratory  to  the  Rockefeller  Foundation,  Tuxec 
Park  neighbors  nixed  the  deal.  In  the  end  Loomis  adapted  bette 
than  his  haughty  neighbors.  While  he  lived  out  the  rest  of  his  8 
years  serving  happily  on  boards  (including  MIT's  and  the  Ran 
Corp.'s,  where  he  was  a  founding  trustee),  Tuxedo  Park  fell  int 
decline.  As  early  as  1948  social  historian  Cleveland  Amory  wa 
calling  it  the  "graveyard  of  the  aristocracy." 


He  quit  Wall  Street  to  pursue  science  FULL  TIME, 


financial  reserves  intact,  Bonbright  con- 
tinued to  thrive  in  the  early  1930s,  while 
I  oomis  and  Thome  rode  out  the  Depres- 
sion in  high  style.  They  backed  a  yacht- 
ing syndicate  that  competed  in  the 
America's  Cup.  (Their  vessel,  equipped 
with  such  Loomis- inspired  gadgets  as  a 
CUStom-designed  wind  tracker,  came  in 
dc,\d   last.)   They  acquired   most   of 
Hilton  I  lead  Island,  S.C  tor  use  as  their 
private  playground. 

In  1934,  at  the  height  of  his  finan- 
cial power,  loomis  quit  Wall  Street  to 
pursue  science  full  time.  By  now  his 
Standing  was  Mich  that  he  could  pick 
lii>.  projects.  1  le  had  built  a  reputation 
as  a  patron  (by  underwriti  g,  tor 
example,  the  influential   icademic 
journal  Physical  Review). 

made  innovations  and  diso  •,  Mich  as 

the  microscope  centrifuge — a  .loped  with  Prince- 

ton professor  I".  Newton  Han  ?y — that  enabled  biologi 
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www.cingular.com 

^9  Marriott 
www.marriott.com 


H  Malaysia:  An  Innovati 
Nation.  The  Perfect 
Investment  Destination  s 

"T\  Malaysia  Industrial 

Development  Authority  (MID  !: 
www.mida.gov.my 

^b  Telekom  Malaysia  Berhadi 

www.telekom.com.my 

""n  Multimedia  Development 
Corporation  Sdn  Bhd 

www.mdc.com.my 

~^b  Malaysia  External  Trade 

Development  Corporation 

www.matrade.gov.my 
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"V  Malaysia  Airlines 
http://www.malaysiaairlines.co 
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Luxury  Yachting 


•edible  Panoramic  Views  of  the  Great  Smoky  Mountains 

jnding  mountain  views  from  every  corner  of  this  new  development, 
ed  with  natural  bounty  and  abundant  beautiful  views  of  the  Great  Smoky 
itains.  a  series  of  new  home  sites  has  been  unveiled...  Majestic  Mountains. 
£d  less  than  25  miles  from  Knoxville's  McChee  Tyson  Airport  and  convenient 
If,  shopping,  and  modem  health  facilities. 

E>  to  $79,900         jj-r-3  t£r 

■realt 

II  Free  1-877-983-4473 

57801 


Capital  Available 


Investments 


RNEYS  ACCOUNTANTS 

0.MAKERS  Public  or  private 
available  for  expansion  of 
icts  with  excellent  manage- 
t  and  growth  potential 
OC  INC  561-627-7110 


Your  Future  Is  Now! 

Ink  Jet  Recycling  Industry.  80%  Margins. 
Home/Mobile/Storefront.  Low  Risk 
Fast  Cash  Flow.  Certified  Trainm 
and  Equipment.  ^^s 

Easy  Financing  Plus      — =  -*     ,  t 
Lifetime  Support! 
1-512-339-8213x118 
www.RamoraU.com 
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Rent  A  Greek 
J  £ ruising  Palace 


And  sail 

among  the 

\ 000  Greek 

islands 


THEN  YOU'CAN  SELECT  YOUR  OWN 
ENVIRONMENT,  YOUR  OWN  SCENERY,  YOUR  OWN  ISLAND! 


Charter  a  motor  yacht,  motor  sailer  or  sailing  yacht  (for  6  to  50  guests, 

from  50'  to  200'  and  $700  to  $20,000  pet  clay  for  entire  yacht  with 

its  full  crew)  from  VALEF  YACHTS,  agents  for  the  largest  fleet 

ol  clewed  yachts  for  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 

BUT 

•  You  can  plan  your  own  itinerary  with  your  own  captain 

•  Your  food  \\  ith  your  own  chef 

•  Your  drinks  with  your  own  steward,  or  leave  it  up  to  them 

to... pamper  you. 

VALEF  YACHTS  LTD 

International  Headquarters:  7251  Fir  Rd.,  P.O.B.  385,  Ambler,  PA  19002  U.S.A. 

Tel:  (2 1 5)  6  i  I  - 1 62  i  •  (2 1 5)  6  i  I  -0-1 2  5  •  (800)  22  3-3845  •  Fax:  (2 1 5)  64 1  - 1746 

E-mail:  INFO(« 'VALEFYACHTS.com  •  Website:  VALEFYACHTS.com 
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g  affordable  asset  protection 

ke  clients   lawsuit  proof.  All 

ocal    appointments    uiu    can 

Lifetime   residuals    24-hr. 

(800)-653-4497 


♦Companies 

♦  H.i  1 1  kin«  coo?"*1  * 

♦Credit  Cards   /->  _v_1   a 

♦Privacy  CaP11*!  As^t 

Management 
(800)710-0002        Fr~  Brochure 
Visa/MC/Amex     wwwjis«««proCectlon.com 


Buy  Foreclosed  Property. 

Use  OUR  Money.  Split  Big  Profits. 

Complete  Training.  Call  for  Free 

Information  Package. 

800-995-0049  Ext  7675 


ncorporate 


gistered  agent  services 
5.  bank  accounts  opened 
■rninee  director  services 
'aware  Incorporation  Handbook 
ware  Business  Incorporators,  Inc. 

)Q.423.2993 


WHY  DIDN'T  I  THINK  OF  THAT 


Tlut'x  the  response  we  hear  after  we 
explain  our  unique  and  exciting 
opportunity.  If  you're  looking  for  a 
simple  business  with  HIGH  INCOME 
POTENTIAL  and  absolutely  no 
downside,  lei's  talk.  $12,900 
Investment  required. 


Call  1-800-675-6144 


For  information  and 

rates  on  advertising 

in  the  next  Forbes 

Display  Classified  Section 

Call  Media  Options 

1  -800-442-644 1 


Health/Back  Pain 


BACK  PAIN? 


There  is 
an  ansvserl 

Send  for  FREE  information 

on  NEW, guaranteed 

seat  and  back  supports 

designed  by  a  leading 

back  pain  specialist. 

Posture  Education 

15  Parkway,  Katonah,  NY  10536 

www.posfureeducation.com 


CALL  TOLL-FREE  1-800-392-0363 
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Call:  Media  Options 
1 -800-442-6441 

Forbes  Business  Classified 


Forbes  Subscriber  Service. ..to  order,  change  address  or  other  customer  service,  call  1-800-888-9896. 
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Alternative  Investments 


Searching  for  an  Alternative  to 
the  Equity  or  Bond  Market? 


EUR/USD      USD/JPY      GBP/USD    USD/CHF 


Currency  Traders  have  the  ability  to  profit  both  in  rising  or  falling  markets. 
Unlike  the  equity  market  where  funds  tend  to  rise  and  fall  with  the  market, 
currency  funds  generate  returns  independent  of  market  direction. 

There  is  no  correlation  between  the  performance  of  currency  funds  and  stocks, 
bonds,  or  the  economic  conditions.  Therefore,  allocating  a  portion  of  a  portfolio 
to  currency  funds  can  reduce  overall  portfolio  risk  and  increase  returns. 

FXCM  helps  match  investors  with  premier  trading  programs  or  funds, 

based  on  their  individual  financial  goals.  Additionally,  FXCM  offers  the  ability 

to  directly  participate  in  the  currency  market  through  its  online  trading  platform. 

•  www.fxcm.com  •  1-866-600-FXCM  • 
FXCM  is  registered  Futures  Commission  Merchant. 


Public  Relations 


HOWS  YOUR  PR? 

With  Over  Forty  Years 
Experience  We  Review, 
Advise,  Vary  or  Validate 
Your  P.R.  Program. 
WWW.PHILLIPSPR.COM 


Promotional  Product 


CUSTOM  MAGNETS 


Business  Cards  Magnets  as  low  as 

Other  Styles  Available!   ^/1£ 
www.fridgedoor.com/biz.html    ' 

1-800-501-3953 
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Education 


FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
for  life  and  work  experience.  Bachelor's, 
Master's,  and  Ph.D.  degrees  in  most 
fields.  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations.  Guaranteed  Student  Loans. 
1-800-951-1203  www.arrc.org 
Fax:  1-707-371-2979 
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Iwe  help  write  your  book  torn 

lpalbizpress.com  •  860-945-6 


Real  Estate 


miamiluxurypenthouses.ee 

Visit  our  website 

or  call 
1.800.983.7060 


Mailing  Lists 


Sales  Leads  &  Mailing  Li: 


14  Million  Businesses  -  Select  by  geography,  sales  volurr 
business  type,  contact  name,  credit  rating,  and  more. 

250  Million  Consumers  -  Select  by  age,  income,  home  | 


buying  behavior,  geography,  and  more. 

Customer  Analyzer  &  Prospect  Builder  -  Analyze  your  I 


customers  &  find  prospects  that  match.  Free  analysis  &  25 
prospects  at  infoUSA.com. 

mfdvs^  1  -800-555-5335 
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Investment  Opportunity 


"NO  OFFSHORE  HERE!  INVEST  IN  THE  II 
"LL18%APR"< 

YOU...   I  U  /O    HT  II   MONTHLY 

IRA  QUALIFIED  ROLLOVER 


REFERENCES,  BIG  DEPRECIATION  I 

MIN.  $23,615/36  MOS. 

21  YRS.  EXP.  •  NO  GIMMICKS 

(888)  539-5006  /  (985)  966-3763  I 

BALLY  FINANCIAL  LLC. 
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Legal  Services 


Asset  Protectic 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banl 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 

•  Global  Investments 


Forbes  Subscriber  Se    ne...to  ordi 


or  other  customer  service,  call  1-800-888-9896 
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Montana  Heal  Estate  Auction 


Aircraft  Ownership  Programs 


ABSOLUTE  AUCTION 

Saturda>  •  Julv  13-12  Noon 


54  Magnificent  Homesites 

1  Hand-Carved  Log  Home 

2  Large  Undeveloped  Tracts 


20  Minutct  East 
S  HOMESITES  TO  SELL  REGARDLESS  OF  PRICE!     of  Helena,  MT 

1  •  Private  I!  to  10  acre  home  &  equmrian  ranch  nm.  nun)  bordering  the  million-acre 
Helena  National  Forest  or  Can) on  Ferry  C rowing's  49-acre  old  growth  preserve 
ft  wildlife  corrvdor 

I  •  Breathtaking,  expansive  views  of  3  majestic  mountain  ranges  ft  27-mile  long,  pristine 
Canyon  Fern  Lake 

•  Sensitively  designed,  covenant  enhanced,  underground  utilities,  ft  hard-surfaced  roads 
I  *  Adjacent  lull  service  manna  ft  abundant  year-round  recreation 

•  Previews  dairy  5  1 5  thru  1  1 2 

•  Property  ft  bidder's  seminars  every  Saturday  ft  Sunday  at  1  pm  5  1 5  thru  7  7 

g  tfhmg^f      800-994-4945 

■rt— ...  «j  Dwndin ?«*<*•««  ttoru».*  www  canyonferrycrossing  com 

Properties  Available  for  Pa  re  bait  Prior  to  the  Auction   *  Financing  Available 
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AFFORDABLE 
AL  OWNERSHIP 

Business  aircraft  is  the  answer  to  more  productivity  and  more  time  with  family 
Command  Share  has  a  program  to  fit  the  small  business  market. 


Rarity  Bay,  East  Tennessee  Real  Estate 


Newsletter 


Commemorative  Coin 


IVERSTOCKED? 


Market  got  you  thinking? 

It's  time  to  consider 
bonds,  preferreds,  and 
convertibles. 

Fcybes  columnist  Richard 
ehmann  of  Forbes/ Lehmann 
come  Securities  Investor  will 

tow  you  how  to  preserve  your 
capital  and  enjoy  rock-solid 
come.  In  2001  his  subscribers 
imed  over  28%.  Call  today  for 
J  FREE  trial  issue  and  receive 
9%  off  the  subscription  price. 

1-800-765-3816 

iase  provide  savings  code  JLMFRB415 


Exceptional  Waterfront  Golf  Living 

It  s  an  interesting  choice:  the  coast  of  southern 
France  or  a  home  on  the  shores  of  Rarity  Bay,  a  scenic 
960-acre  peninsula  with  a  championship  golf  course, 
an  equestrian  center,  country  club,  and  homes  in 
PTench  Country  architecture.  Grand  Estate  homesites 
offer  you  Chateau  elegance  and  waterfront  vistas 
with  the  ambiance  of  Provence  in  the  foothills  of 
the  beautiful  Qreat  Smoky  Mountains.  Call  soon. 

Rarity  Bay  •  Vonore,  Tennessee  •  Toll  Free  1-888-RARITYBAY 
e-mail:  infol&raritybay.com  •  www.raritybay.com 


Homes  starting  in 
the  $200,000s 
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Call  Media  Options 
1  -800-442-6441 


Forbes  Subscriber  Service. ..to  order,  change  address  or  other  customer  service,  call  1-800-888-9896. 


THOUGHTS 

On  the  Business  of  Life 


It's  clear  to  me,  having  seen  so  many  chief  executives  over  the  years,  that  the  ablest  thrive  on 
power,  on  the  ability  to  decide  what  should  he  done  and  then  to  get  it  done.  The  prestige  and  the 
psychic  income  that  accrue  from  positions  of  power  far  outweigh  the  lure  of  any  amount  of  dol- 
lar income.  Connecticut's  former  Congressman  Toby  Moffettput  it  with  poignant  clarity  after  being 
defeated  in  November's  election:  "It's  losing  that  kind  of  power  that  I  think  is  very,  very  tough.  I  don't 
mind  tellingyou,  I'm  shell-shocked  today."  — MALCOLM  S.  FORBES  (1983) 


One  of  the  first  businesses  of  a  sensible 
man  is  to  know  when  he  is  beaten, 
and  to  leave  off  fighting  at  once. 

—SAMUEL  BUTLER 


Victory  has  a  hundred  fathers  but  defeat 
is  an  orphan. 

— GALEAZZO  CIANO 


In  a  game,  just  losing  is  almost  as 
satisfying  as  just  winning.  In  life, 
the  loser's  score  is  always  zero. 

— W.H.  AUDEN 


The  world  is  divided  into  two  categories: 
failures  and  unknowns. 

—FRANCIS  PICAB: 


There  is  not  a  fiercer  hell  than  the  failure 
in  a  great  object. 

—JOHN  KEA' 


When  we  begin  to  take  our 
failures  nonseriously,  it  means 
we  are  ceasing  to  be  afraid  of 
them.  It  is  of  immense  importance 
to  learn  to  laugh  at  ourselves. 

— KATHERINE  MANSFIE; 


All  th'  world  loves  a  good  loser. 

—KIN  HUBBARD 


Show  me  a  good  loser  and  I  will  show 
you  a  loser. 

—PAUL  NEWMAN 


There  may  be  as  much  nobility  in  being 
last  as  in  being  first,  because  the  two 
positions  are  equally  necessary  in  the 
world,  one  to  complement  the  other. 

—JOSE  ORTEGA  Y  GASSET 


We  are  not  interested  in  the  possibilities 
of  defeat;  they  do  not  exist. 

-QUEEN  VICTORIA 


There  are  few  things  more  dreadful  than 
dealing  with  a  man  who  knows  he  is  going 
under.  What  is  left  of  that  man  flees  from 
what  is  left  of  human  attention. 

—JAMES  BALDWIN 


Take  care  to  sell  your  horse  befi 
The  art  of  life  is  passing  los  ?s  on. 

— R>  i  BERT  i 


There  is  no  loneliness  greater  than  the 
loneliness  of  a  failure.  The  failure  is  a 
stranger  in  his  own  house. 

—ERIC  HOFFER 


A  Text... 

A  prudent  manforeseeth  the  evi% 
and  hideth  himself,  but  the  simp 
pass  on,  and  are  punished. 

—PROVERBS  27:1 

Sent  in  by  John  Moritzky,  Lakewood,  Col 
What's  your  favorite  text?  The  Forbes  Book 
Quotations:  Thoughts  on  the  Business  of  LifA 
given  to  senders  of  Bible  texts  that  are  used. 


More  than  14,000  "Thoughts,"  arranged  alphabetically 
subject,  are  available  in  a  900-page,  one-volu: 
deluxe  edition,  Forbes  Book  of  Quotations:  Thoughts  on 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shipping  a 
$1  per  item  for  handling  (add  applicable  sales  taa 
To  order,  please  call  toll-free,  1-800-876-6556.  ' 
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Treehouses  of  the  Upwardly  Mobile 

Scotland's  Snootiest  Golf  Course 
drew  Ferguson  &  Son's  Excellent  River  Adventure 
French  Real  Estate:  Get  It  While  It's  Cheap 
quila  Grows  Up 
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Some' i- 


find  yourself  in  the  middle  of  nowhere.  And  sometimes  in  the  middle  of  nowhere  you  find  yourself.  The  legendar; 


Okay,  now  you  can  breathe. 
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like  nothing  else. 
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TO-391  Parallel  Target  RL 
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S682  Gold  ETrap 


CJi 


S687  Silver  Pigeon  II  Sporting 


Pigeon  Skeet 


ELd 


Sporting 


NEW! 


ttom  Single  Combo 


Gold,  Silver,  Bronze... 
^petitions,  international  events  or  t 
lympics,  more  medal-winners  in  trap, 
skeet  and  sporting  clays  have  trusted 

tta  shotguns  over  any  other  gunmaker 

during  the  last  twenty  years. 

• 
ith  more  than  70  available  target  shooting 

configurations,  1 2  and  20  gauge  models, 

eretta  semiautomatic  and  over-and-under 

shotguns  employ  high-performance  features 

such  as  Beretta  Mobilchokes®,  Optima-Bore® 

barrels,  Optima-Chokes-,  detachable  and 

adjustable  triggers,  and  Beretta's  Adjustable 

Stock  Memory  System  to  ensure  that  the 

serious  competition  shooter  can  comfortably 

'toulder  the  gun,  quickly  and  accurately 

-e  targets,  and  maintain  the  gun  with  ~ 


Beretta  U.S.A.  Corp..  1 760 1  Beretta  Dr„ Actc-keek,  MD  20607. Tel  30 1 .283.2 1 9 1 ,  Fax  30 1 .283.0 1 89 
Ade  Catalog  of  firearms  &  Beretta  Sport  ddtfjing and  accessories,  call  1 .800.528.7453  ($3  shipping). 
„..^ry  in  New  York  and  Dallas.  For  a/free  fireafm  loclcfor  your  Beretta  pistol,  semiautomatic 
shdteun  or  bolt-action  rifle  send  your  J4 M&k  or  money  order  for  shipping  &  handling  to: 
Beretta '  U.S-A  C$g§Bjj§^thgace  Blvd.,  New  Castle  DE  19720-2000. 
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ile  and  loaded  with  high-perform 
es,  Beretta  competition  shotguns 
le  from  end  to  end,  providing  the  absolute 
reliability  and  dependability  needed  to 
consistently  break  more  tarj 

See  your  Beretta  dealer,  visit  our  websit 
til  800-636-3420  to  locate  a  dealer  near 
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To  order  our 

131-page 

SieMatic  Kitchen  Book, 

or  for  the  location  of 

the  SieMatic  showroom 

nearest  you, 

call  today 

or  visit  our  Web  site. 

1.800.601.9455 

www.  siematic.  com 
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Chapter 6  MamginsT"" 


How  a  couple 
of  investors 

avoided  being 
bitten  by  taxes 

by  choosing  a  fund  that 
knew  how  to  hold  still. 


When  comparing  mutual  fund  tax  advantages,  how  a  fund  is 
managed  can  make  a  big  difference.  What  should  you  watch  for? 

A  high  turnover  rate. 

Aggressively  managed  funds  that  are  constantly  adjusting 
their  positions  turn  over  a  lot.  And  all  that  turnover  can  mean 

higher  taxes. 

Tax-managed  funds,  on  the  other  hand,  stay  the  course  to 
keep  turnover  low.  Which  can  make  for  less  churning  in  your 
stomach  around  tax  time. 

If  smaller  bites  sound  better,  call  us  at  1-800-962-5089,  or 

visit  us  at  vanguard.com."' 
We  can  help. 


jiC 


1-800-962-5089 
www.vanguard.com 


THAfeuiguardGROuR 

Invest  in  our  way  of  investing 


For  more  information,  including  risks,  charges  and  expenses,  about  any  Vanguard  fund,  obtain  its  prospectus  from  The  Vanguard  G 
Read  it  carefully  before  you  invest  or  send  money.  Tax-managed  funds  may  or  may  not  meet  their  objective  of  being  tax  effii 
©  2002  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 
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Days  Of  Heaven  /  When  we  went  down  to  the  sea  in  woodies — 

looking  cool,  feeling  cool.  Photographs  by  Michael  Stratton 52 

Boogie  Woodie  /  What  do  you  get  when  you  combine  440 

board  feet  of  lumber  with  a  truck  chassis?  An  American 
dream  of  bygone  summers,  by  Mike  Salisbury 


.62 


A  Salmon  River  Send-Off  /A  father  and  son  create  their  own 
turbulence  while  rafting  in  the  Idaho  wilderness. 
by  Andrew  Ferguson 


.66 


Toys  of  Summer  /  The  latest  and  greatest  from  Gadget-Land. 

by  Lorraine  Korman 70 

Home  Branch  /  Canapes  in  the  canopy?  Trunk-hugging  mansions 
allow  you  to  chuck  100,000  years  of  evolution  without 
unplugging  the  espresso  machine,  by  Thomas  Jackson 


Axles  Of  Evil  /  It's  a  bike!  It's  a  blur!  Three  sleek  machines 
for  the  Wild  One  in  you.  by  Patrick  Cooke 


What,  NO  Parrot?  /  As  this  excerpt 
from  The  Pirate  Hunter:  The  True 
Story  of  Captain  Kidd  shows,  these 
hearties  were  a  floating  crime 
wave  that  could  shiver  your  timbers 
right  down  to  your  toes. 

by  Richard  Zacks 
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.  Grand  Marnier1 /Cointreau 
I  of  cranberry  Juice 
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To  make  the  best 

Cr^y^v^Op^rCA^        in  the  world, 

start  with  Grey  Goose  L'Orange. 


hlincy^l^^fcthc  Beverage 'I  csring  Institute    Rank   Vodka  Cosmopolitans 
'h.,-^y  aJBp^ri  sC     n  Cosmopolitans,  each       iSI     Grey  Goose"  L'Orange 
■■ripe  of  Cointreau*cranberry  juice, 


"Aromatic  citrus  nose.  Lush,  smooth 
mouth-feel.  Robust,  natural  orange 
•  premium    and    ultra-premium  flavors  ...  Long  evolving  finish. 

odkasWer   careful   consideration,  "^judges  '':' v  refreshing  and  lughlv  drinkable' 


<Twi^B^tcip> 
tn^^sading 


:arc 

:hose  the  Cosmopolitan  made  £fch  Grey  Goose  2nd  Grey  Goose'  Vodte 

'Orange,  the^est  tasting  vodka  in  the  world  with  3rd    Belvedere 

i  whisper   of  oraage.    Imported   from   Fiance,  4th    Ketel  One 

JOrange  is  a  blend  of  choice  grains  and  natural!].  5th    Stolichnaya  Gold 

Utered  mineral  water  infused  with  the  s  6th    Absolut 

)f  succulent  oranges.  7*    Absolut  Mandrin 

www.greygoos  e"od!<a.com 
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IEY!  I  PARTICIPATED  IN  THE 

?ORBES  FYI  READER  SURVEY  AND 

\LL  I  GOT  WAS  A  ©#!%&*# 

CAPITALIST  COOL"  BASEBALL  CAP! 


II 


[DID  GET  A  SHOT  AT 

Pi  FABULOUS  TRIP 

TO  NEW  YORK  CITY 

UCLUDING:  ROUND-TRIP  AIRFARE  ON  A  GENUINE,  NAM 

RAND  AIRLINE  (OR  TOWN  CAR  SERVICE  IN  THE  NYC  ARE 

TWO  NIGHTS  AT  A  POSH  HOTEL  *  200  BUCKS  TO  CHEW  ON  AT 
FAMED  NYC  STEAKHOUSE  *  TWO  TICKETS  TO  ANY  BROADWAY 
HOW  THAT  DOESN'T  STAR  BEA  ARTHUR  *  A  GUIDED  TOUR  OF 
HE  FORBES  GALLERIES  (FABERGE  EGGS!  TOY  BOATS!  AUTO- 
RAP  HS!)  *  DINNER  ABOARD  THE  FORBES  HIGHLANDER  YACHT 

RE'S  HOW  YOU  CAN  ENTER  TO  WIN:  GO  TO  AND  ANSWER  FAST,  EASY  QUESTIONS  ABOUT  YOUR 

KFERENCES  IN  FASHION.  THIS  DATA  WILL  THEN  BE  FED  INTO  A  MASSIVELY  HUGE  COMPUTER.  IF  WE  LIKE  THE  RESULTS, 
I'LL  PUBLISH  THEM  IN  THE  SEPTEMBER  ISSUE  OF  FYI.  IF  WE  DON'T,  YOU'LL  NEVER  HEAR  ANOTHER  WORD  ABOUT  IT. 

UT  YOU  COULD  STILL  GET  THE  BASEBALL  CAP. 


PURCHASE  REQUIRED.  FIRST  SURVEY  CLOSES  JUNE  7,  2002 
NTEST  VOID  IN  FLORIDA.  MUST  BE  18  OR  OLDER  TO  PARTICI 
TE.  SEE  WEBSITE  FOR  OFFICIAL  RULES  AND  PRIVACY  POLICY 


My  Solid  Pigeon, 

That  Drape  Is  a  Killer-Diller 


FOR  A  GUY  WHO  DIVIDES  HIS  TIME 
between  Berlin  and  London,  Max 
Decharne  is  sure  hep  to  a  lot  of  Amer- 
ican jive.  He  is  the  author  of  Straight 
from  the  Fridge,  Dad:  A  Dictionary  of 
Hipster  Slang  (Broadway  Books,  $12.95). 
Much  of  the  language,  most  of  it  hav- 
ing to  do  with  sex,  drinking  and  vio- 
lence, originated  with  mobsters  and 
musicians  during  a  period  that  began 
with  Prohibition  and  ended  with  the 


Rat  Pack.  Other  terms  sprang  out  of 
such  pulp  fiction  greats  as  Michael 
Storme's  novel  Hot  Dames  on  Cold 
Slabs.  Some  of  the  terms  are  familiar 
and  still  in  use  today:  cop  a  plea,  sour- 
puss,  painting  the  town.  Others  invite 
translation:  If  a  guy  wearing  a  cookie 
cutter  (a  policeman's  badge),  for  exam- 
ple, nabs  you  slipping  the  dose  (shoot- 
ing) to  some  nickel  rat  (cheap  crook) 
with  a  Chicago  piano  (machine  gun), 
you  could  be  sniffing  Arizona  perfume 
(get  the  gas  chamber)  and  then  they'll 
throw  that  dirt  in  your  face  (bury  you). 
Dig?  Available  on  www.amazon.com. 


A  CLASS  MENAGERIE  Warm  -weather  libatior 
give  off  a  mouthwatering  glowwhen  they're  poured  into  Baccarat's  vibrar 
Mosaique  line  of  barware.  The  crystal  tumblers  are  simultaneously  pla). 
ful  and  elegant;  the  simple  lines  let  the  colors  make  the  statement.  An< 
at  3%  inches  high,  these  are  a  refreshing  change  from  the  Big  Gulp  glass» 
on  everyone  else's  shelf.  $160  each;  www. baccarat.fr for  a  store  nearyot 


12  FORHKSFYI 


1 

II 

■feh 

"-'  .;   ■   ''"             : 

WARM  UP  THE  SET 


If  televisions  weren't  ugly,  people  wouldn't  hide  them  in  hulking  armoires  or  shell  out 
$14,000  to  buy  one  that's  all-but-invisible  sideways.  It  wasn't  always  so.  From  1958 
to  1962,  Philco  reigned  as  king  of  the  cathode.  Philco's  atomic-age  classics  were 
swank  as  Sputnik,  with  a  price  tag  equally  out  of  reach  (in  fact,  the  company  went  bust). 

Now,  a  Wisconsin  company  called  Telstar  Electronics  has  brought  back  the  stylish 
tubes.  Well,  sort  of.  "These  aren't  your  father's  TVs,"  said  Dave  Riedel,  who  helped 
dream  up  Telstar's  eight  retro-chic  Predicta  models,  which  are  all  more  Nick  at  Nite 
than  Nikita  and  Ike.  In  other  words,  retrofits  these  are  not.  "The  litmus  test  was,  what 
if  the  technology  we  have  today  was  available  back  then?"  That  means  the  handmade 
sets  are  cable-  and  stereo-ready,  remote  controllable  and,  of  course,  blistering  with  color. 

The  most  popular  model  is  the  Cyclops-like  Pedestal,  which  letails  for  $2,999.  But 
Riedel  and  his  partner,  Mike  Scott,  a  former  Dungeons  &  Dragons  artist,  are  split  about 
what's  best  to  watch  on  it.  Scott  picks  the  1956  kitsch  fantasy  Forbidden  Planet.  Riedel 
prefers  Elvis's  Blue  Haw.vi.  "All  those  swaying  palms  against  the  blue,"  he  said. 

Peter  Curry,  an  L  .-based  musician  who  plays  ;n  a  surfer  band  called  Los  Strait- 
jackets,  doesn't  ca>  I  just  like  to  look  at  it,"  he  said,  "when  it's  turned  off."  (262)  392- 
3366,  www.predicta.com. 
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ALONG  CAME  A  SPYDER 


Alas,  it  won't  be 
too  much  longer  now  before  the  autom- 
obile clutch  as  we  know  it  passes  the  way 
of  the  rumble  seat  and  the  ah-oo-gaa 
horn.  All  those  mortifying  stall-outs  in 
driver's  ed  class — and  for  what?  Perhaps 
it  would  be  harder  to  lament  this  soon- 
to-be-lost  art  if  the  new  batch  of  clutch- 
less  sport  models  out  there  weren't  so  fun 
to  drive.  Case  in  point,  the  2002  Toyota 
MR2  Spyder  sport  convertible.  Oh,  you 
can  still  get  one  with  a  standard  five- 
speed,  but  this  year's  "sequential  manual 
transmission,"  which  allows  you  to  shift  up 


and  down  using  buttons  on  the  steering 
wheel,  feels  far  more  efficient.  The  Spyder 
overall — a  two-seat,  138-hp  mid-engine 
roadster — is  a  well-balanced  machine  with 
terrific  acceleration  (o  to  60  in  about  seven 
seconds),  astonishingly  good  brakes  and 
steering  so  precise  that  if  you  closed  your 
eyes  powering  out  of  a  tight  corner  you'd 
swear  you  were  driving  an  open-wheel 
race  car  (don't  close  your  eyes,  for  good- 
ness' sake!).  It  also  comes  with  a  load 
of  standard  equipment  that  makes  the 
$25,000  price  tag  seem  quite  reasonable 
indeed,  www.toyota.com. 


Voulez-Vous  Coucher  Avec  Moi,  Ce  Soir? 


B 


eautiful  ready-made  sheets,  towels  and  tablecloths  are  a  staple  at  Porthault,  but 
with  a  little  extra  time  and  money  (two  to  six  months,  and  a  five-figure  price  tag), 
you  can  dress  your  bed  in  haute  couture.  Since  1925,  this  French  linen  com- 
pany has  been  sweetening  the  dreams  of  luminaries  like  Winston  Churchill;  John  and 
Jackie  Kennedy;  and  enough  Whitneys,  Vanderbilts,  and  Rothschilds  to  fill  a  museum 
with  its  hand-embroidered  linens.  What  keeps  Porthault  fresh  today  is  a  willingness  to  % 
mix  old  and  new,  whether  that  means  reworking  p^erns  from  its  extensive  archives  .. 
(like  the  vintage  Beauvais  embroidery  showr  ;  s  »erpi  ting  a  client's  own  cus- 

tom designs.  Porthauit  is  still  the  onl]  >ed  in      <;tes  at  the  Ritz, 

and  who  knows — you  might  s!  you  have  a  little  bit  of 

Paris  in  bed  with  yon  (212)  688-1660. 
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NEW   YORK       PALM    BEACH       BEVERLY  HILLS       BAL   HARBOUR 


800-VCA-5797 


■  . 


NO.  I'VE  DECIDED  TO  OPT  FOR  A 


You  could  eat  up  a  lifetime  pondering  \\  hat  to  ao  with  your  days  on  earth.  Or  you  could  take  ona 
at  a  machine  like  the  W  ide  Glide!  And  let  gui  instinct  take  it  from  there.  Get  a  load  of  the  high  hand! 


1 yow  i  ■: manual  (torn  crnrei  lo  cover.  Ptolect  your  privilege  to  lirJe  by  loming  the  American  Motorcyclist  Association  ©2001  H-D. 


AND  RATHER  UNEVENTFUL  LIFE 


tretched-out  profile.  We  didn't  hold  anything  back  in  building  this  ride.  So  what's 
ng  you  back?  1-800-600-3507  or  www  harley-davidson.com.  The  Legend  Rolls  On: 


DAVID    YURMAN 

A   FUSION   OF  ART   AND  SCIENC 
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THOROUGHBRED  DUALTIME 

A  stainless  steel  and  signature  sculpted  rubber  bi 
joins  together  a  visionary  union  of  two  time 
creating  a  new  American  classic  luxury  sports. 
A  sapphire  crystal  exhibition  back  reveals  a 
winding,  complicated  precision  movement.  I 
handcrafted  in  La  Chaux-de-Fonds.  Swii/ 
From  $2,850  to  $3,950. 

Available     at      Neiman      Marcus.     Saks      Fifth     A 
and   David    Yunnan.   Madison  and  64th. 
'AVIDYURMAN.COM    877    22e    1 400 
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A  Case  for 
Gardening 


SINCE  1953,  GOYARD  HAS 
supplied  extraordinary  trunks  and 
cases  to  elite  travelers.  Now, 
as  a  special  tribute  to  the  green- 
thumbed,  Goyard  is  rolling 
out  the  Gardener's  Trunk, 
created  with  the  Paris  boutique  Le 
Prince  Jardinier.  It  was  designed 
to  enable  gardeners  to  take 
their  tools  with  them  on  their 
travels,  and  is  crafted  with  a 
poplar  wood  frame,  natural  leather 
and  waterproof  canvas.  The 
contents  include  everything  from 
shears  to  seeds.  Available  as  a 
special  order  directly  from  the 
original  Goyard  store  at  233,  rue 
Saint-Honore,  Paris;  tel.  011- 
33-1-42-60-57-04;  approximately 
$6,000,  and  Goyard  can  arrange 
delivery  anywhere  in  the  world. 


A  Rockirf  Little  Combo  from  Guitar  Town 


Somewhere,  on  an  island  far,  far  away  (unless  you  live  in  Jersey),  lies  an  en- 
chanted cavern  of  stringed  instruments  that  you  can  play  all  day  long  with- 
out being  rousted  by  store  security.  Mandolin  Brothers,  on  New  York's 
Staten  Island,  is  many  musicians'  first  and  last  resort  for  new,  used  or  vintage 
banjos,  mandolins,  ukuleles,  guitars  and  basses.  In  an  industry  where  market 
share  continues  to  be  gobbled  up  by  mediocre  chains,  this  unassuming  n-room 
shop  continues  to  do  bang-up  mail-order  and  walk-in  business  (Saturday  morn- 
ings resemble  a  Macy's  one-dav  sale).  Among  the  discoveries  on  a  recent  visit: 
the  "high-end  room"  (for  instruments  well  into  four  figures  and  up);  the  "four- 
course  room"  (for  instruments  with  four  strings  or  four  sets  of  strings);  and  the 
"leftorium,"  for  left-handed  players.  Virtually  everything  is  meant  to  be  picked 
up  and  jammed  on,  but  there's  always  an  exception:  Owner  Stan  Jay  recently 
acquired  the  Gibson  L^C  played  by  jazz  virtuoso  Wes  Montgomery  during  the 
peak  of  his  career.  The  guitar,  damaged  by  fire  at  the  late  musician's  Cincinnati 
home,  was  restored  by  Gibson,  down  to  the  personalized  mother-of-pearl 
heart  inlaid  to  keep  Montgomery's  fingernails  from  scratching  the  wood.  The 
price:  a  mere  $200,000.  Oh,  but  it  can  sing.  (yi8)  981-8585,  www.mandoiueb.com. 
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Fabulous 
Thnnderhirds 


THE  SUCCESS  OF  NUEVO  RETRO 
auto  designs  has  inspired  other 
commercial  artists  to  go  back  to 
the  future.  Ford's  new  Thunder- 
bird,  for  instance,  inspired  a 
racy  take  on  aviator  sunglasses  by 
Oliver  Peoples.  Like  the  car,  these 
shades  juxtapose  chrome  and 
color,  with  metal  frames  in  either 
brushed  chrome  or  matte  black, 
and  lenses — in  vibrant  shades  like 
Blue  Lagoon,  Red  October  and 
Wild  Honey,  shown — that  come  far 
closer  to  mimicking  the  colors  of 
a  T-Bird  than  the  typical  gray/brown 
palette.  You  can  even  get  them  in 
photochromic  (light-sensitive)  or 
polarized  (glare-minimizing)  versions 
Glass  lenses,  $200;  photochromic, 
$250;  polarized,  $300.  Available 
at  Neiman  Marcus,  Bergdorf 
Goodman,  Saks  Fifth  Avenue  and 
Fred  Segal;  www.oliverpeoples.com. 


Asian  Hotties  Want  to  Meet  You 


The  Kamado  grill's  inventor,  Richard  Johnson,  claims  to  have 
gotten  the  idea  for  making  these  genie-in-the-bottle  designs 
back  in  the  1960s  when  he  discovered  that  the  Japanese  cooked 
their  rice  in  an  elaborate  ceramic  device  called  a  "Mushikamado." 
Because  its  ceramic  interior  traps  so  much  heat  and  stays  so  hot — in 
excess  of  700  degrees — the  Kamado  can  outperform  ordinary  back- 
yard grills  :it's  more,  there's  virtually  no  cleaning,  because  the 
heat  reduces  .  leftover  food  to  ash.  These  mosaic-tiled  barbecues 
come  in  colors  and  in  sizes  ranging  from  the  "#i  Mosaic" 
red  here)  for  $299,  to  the  monster-sized  "#9  Mosaic," 
<oo  lbs.,  for  $995.  Best  of  all,  the  Kamado  can  be  left 
°utsic  .    n-round.  888-KAMADOS,  www.kamado.com. 
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Charmed,  Tin  Sure 
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PAUL  MORELLI  BLENDS  WHIMSY  WITH 
serious  jewelry  in  a  charm  bracelet 
that  invites  the  wearer  on  a  round- 
the-world  jaunt  to  rival  Auntie  Mame's. 
Made  of  18k-gold  with  pearls,  rubies, 
diamonds  and  sapphires,  it  features 
London's  Big  Ben;  a  Hollywood  movie 
camera;  the  Eiffel  Tower;  Tokyo's 
Harbor  Gate;  New  York's  Empire 
State  Building;  and  a  tiny  dress  to  rep- 
resent Milan.  A  finishing  touch  is 
the  sculpted  clasp,  shaped  like  a  little 
jet  airplane  with  ruby  lights  poised 
to  circle  the  globe — or  your  wrist.  Charm 
bracelet,  $19,800,  by  Paul  Morelli, 
(800)  716-3859,  at  Bergdorf  Goodman,  New 
York,  and  select  Neiman  Marcus  stores. 
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Mural,  Mural  on  the  Wall 

AFTER  EARNING  HIS  M.F.A.  IN  PAINTING,  GLENN  PALMER- 
Smith  took  up  photography,  married  a  model  and  became  a  father.  The  marriage 
ended,  but  Palmer-Smith  and  his  son,  Austin,  continued  making  art  together.  It 
was  a  serious  hobby  until  two  things  happened:  A  friend  asked  the  Palmer-Smiths 
to  design  a  mural;  and  the  events  of  September  nth  motivated  Palmer- Smith ^n? 
to  do  what  he'd  always  wanted  to  do — just  paint.  Thus  inspired,  the  Palmer-Smiths 

and  friend  Brian  Kuppi  formed  True-Faux  Murals, 
Inc.  Based  in  New  York,  they'll  travel  anywhere; 
and  they  can  work  on  plaster  or  wood  walls,  or 
on  canvas  to  be  installed  later.  Styles  range  from 
Pompeiian  scenes  with  trompe-l'oeil  cracks  and 
flakes,  to  Dutch  floral  still  lifes.  And  when  the 
director  of  Deutsche  Bank  Alex.  Brown  recently 
commissioned  them,  saying  "I  want  to  live  inside 
an  Impressionist  painting,"  the  True-Faux  team 
obliged  by  decorating  his  Park  Avenue  family 
room  with  a  riverscape  that  looks  like  it  was 
put  there  by  Pissarro.  True-Faux  Murals,  Inc.,  New 
York,  (212)  874-5083,  www.true-fauxmurals.com. 
Prices  start  at  $15, 000— $25, 000  per  large  wall. 
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the  revolutionary  digital  camera 
ith  the  invisible  3X  optical  zoom, 


<3QG>) 


iiyj/lGE  J^f 


There's  only  one  way  to  design  a  digital  camera  that's  a  mere  3/4  inch  thick  with  its 
3X  optical  zoom  fully  extended:  you  have  to  bend  the  rules  of  conventional  optics.  Introducing  the  DiMAGE  X, 
with  a  lens  system  that  zooms  in  and  out  without  ever  leaving  the  camera's  small  interior! 
The  X  is  so  small, thin  and  light, you  could  forget  it's  in  your  pocket.  And  it's  so  easy  to  use, you  won't  believe  the  detail  and  natural 
color  it's  capable  of.  With  2  megapixels,  Minolta's  CxProcess™  image  processing,  and  optics  as  exceptional  as  they  are  unusual, the  X 
gives  you  pictuies  that  are  nothing  less  than  stunning. 

The  X  is  built  for  traveling,  in  an  elegant  but  sturdy  dual  metal  body.  It  records  short  movie  clips  with  audio.  And  it  has  the  world's 
fastest  start-up  time-faster  than  you  can  catch  your'breath!— so  it's  always  ready  to  catch  shots  that  leave  you  breathless* 
The  DiMAGE  X  is  a  small  revolution.  Only  from  Minolta. 


"Among  optical  zoom  digital  cameras  with  autofocus  and  an  LCD  monitor,  as  of  1- 1-02 


The  essentials  of  imaging 


www.minoltausa.com 


MINOLTA 


SWISS     WATCHMAKERS     SINCE      1865 


ChronoMaster 
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And  the  Wieners  Are. .. 

Call  it  a  red  hot,  Depression  steak  or  diner  dachshund — according  to  the  National  Hot  Dog 
&  Sausage  Council,  "we"  eat  some  20  billion  wiener  sandwiches  each  year.  Still,  questions  "  v^ 

linger:  Boiled  or  grilled?  (Grilled.  Duh.)  Aren't  these  basically  just  slices  of  bologna,  shaped  into  a  tube?  (Sure.)  And 
if  so,  why  not  dress  them,  like  bologna  sandwiches,  with  mayo?  (Why  not,  indeed?)  A  half  dozen  compelling  choices: 


THE  SKINNY 


WHAT  IT  SAYS 
ABOUT  YOU 


THE  BEST 
NEWS 


BEVERAGE 
OF  CHOICE 


WHERE  TO 


FLUKY'S  FAT-FREE  CHICAGO  BRAND  HOT  DOGS: 


A  fingerling  dog — ten  to  a  one-pound  package —  You're  regular 

from  a  company  cooking  'em  up  since  1929.  folks.  Well, 

Fluky's  makes  many  different  kinds,  but  the  fat-  middle-aged 

free  version  is  so  tasty  it  doesn't  even  feel  regular  folks, 
like  a  compromise. 

HEBREW  NATIONAL  DINNER  BEEF  FRANKS; 


Celebrity 
endorsement 
from  the  late 
John  Candy 


Light  beer 


Ships  nation- 
wide from 
www.flukys.com. 


Burly,  quarter-pound,  all-beef  dog  made  under 
rabbinical  supervision;  it  uses  no  artificial  flavors 
or  fillers  and  has  a  rich,  genuine  meatiness. 

NIMAN  RANCH  FEARLESS  FRANKS: 


You  know  a  Answers  to  a  There  are  some        Store  deli 

good  thing  when       Higher  good  kosher  counter,  or 

you  taste  it.  Authority  wines.  Really.  www.hebrewna- 

tional.com. 


Quarter-pound  bun-bruiser  from  gourmet  Marin 
County  meat  purveyor.  Arguably  the  beefiest- 
tasting  dog  around,  smoked  with  real  hickory  wood. 


OSCAR  MEYER  BEEF  FRANKS: 


Nothing  is  too 
good  for  the  rich. 


Humane  animal 
treatment  (ex- 
cept for  killing 
and  eating 
them)  and  sus- 
tainable agricul- 
ture practices 


Blow  a  few  Ships  nation- 

bucks  on  a  juicy      wide  from 
red  Rhone.  www.niman- 

ranch.com. 


The  baseline  beef  dog.  Is  blandness  a  sin? 


You.strive  to  get 
along  without 
posing  a  threat. 


Still  foots 
the  bill  for 
Wienermobiles 
and  those 
plastic  wiener 
whistles. 


Store-brand 
soda 


Look  in  the 
refrigerator; 
you  probably 
already  have 
some. 


YVES  VEGGIE  CUISINE  TOFU  DOGS: 


These  soy  protein  tubes  from  a  Vancouver  vege-  You're  still  There  is  no 

tarian  food  outfit  were  easily  the  most  artificial-  demanding  a  cholesterol  in 

tasting  of  all  these  dogs,  with  a  lingering  fake  recount  for  these.  None, 

smoke  character  reminiscent  of  melting  rubber.  Nader. 


Don't  wash 
down  your  food. 


Next  to  the 
tofu  crown 
roast.  (Or  try 
www.yvesveg- 
gie.com.) 


7WFIRIF'S  WHITE  HOTS: 

A  kind  of  American  boudin  blanc,  these  beef,  pork 
and  veal  dogs  are  white  because  they're  nitrate- 
free.  They  are  a  specialty  of  the  Frozen  North 
(in  this  case,  Rochester,  New  York),  spread  to 
sunnier  climes  by  the  annual  snowbird  migration. 
Subtly  spiced  and  smoky  from  the  grill,  they 
are  the  most  intriguing  hot  dog  on  the  chart. 


You'd  rather  be 
curling. 


The  official  hot 
dog  of  the 
Buffalo  Bills 


Keg  of  Genesee 
Cream  Ale 


Order  from 
Calabresella's 
Imports,  (585) 
235-7860, 
or  try  Zweigle's 
website,  www. 
Zweigles.com. 
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Your  Inner 
Apollo  Ohno 

THE  WINTER  OLYMPICS  ARE 
over,  but  you're  still  convinced 
there's  a  short-track  skating 
champion  in  your  body  waiting  to 
emerge.  Problem  is  that  it's 
spring,  the  ice  has  melted... 
better  turn  to  the  new  Lightning 
skates  from  Rollerblade.  Yes, 
they've  got  the  lightest  wheels  on 
the  market  and  a  soft  shell  that 
conforms  to  the  shape  of  your 
feet.  And  yes,  the  CoolMax  fabric 
keeps  the  same  cool  and  sweet- 
smelling.  (Well,  almost.)  Best 
of  all,  though— these  skates  go 
very,  very  fast.  Pictured:  the 
Lightning  05  for  women,  $295; 
www.rollerblade.com  for  retailers 


Let's  Table     I 
The  Motion 

LIKE  A  FUTURISTIC  LAZY  SUSAN 
for  your  living  room,  this  super- 
swank  coffee  table  not  only 
swivels  for  effortless  hors  d'oeuvre 
passing,  but  allows  TV-transfixed 
diners  to  adjust  the  height  of 
one  of  its  two  surface  areas  from 
cocktail  to  dining  height.  Designed 
and  manufactured  in  Germany 
by  Peter  Draenert,  an  architect 


A  FAN'S  NOTES 


B 


ased  on  the  idea  that  consistency  is  the  key 
to  achieving  and  maintaining  fitness,  and 
that  people  need  variety,  a  team  of  certi- 
fied personal  trainers  and  graphic  designers  has 
devised  the  Training  Fan,  a  compact,  portable, 
but  suprisingly  comprehensive  workout  guide 
in  the  form  of  a  paint  chip  booklet.  Organized 
in  color-coded  sections  corresponding  to  the 
muscle  groups,  each  section  contains  a  variety  of  ex 
ercises  for  that  group,  using  no  equipment,  minimal 
equipment  or  heavy  gym  equipment.  Benefit  Health 
Media,  www.benefithealthmedia.com  or  (866) 550-6666. 
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For  the  (Very) 
Well  Attuned 

ANDANTE,  THE  ONLINE  FUN 
house  for  classical  music  junkies, 
is  expanding  its  operation. 
On  top  of  its  massive  website 
of  classical  music  news,  reviews, 
essays,  event  listings,  discogra- 
phies  and  other  reference 
resources,  Andante  has  begun 
remastering  and  rereleasing  great 
recordings  of  the  past.  Easy 
listeners  beware — these  beauti- 
fully packaged  box  sets  are  made 
for  the  keen  and  devoted.  In 
the  set  of  Beethoven's  piano 
concertos,  for  instance,  you 
get  two  interpretations  of  three 
of  the  pieces.  To  hear  how 
Marguerite  Long  played  concerto 
no.  3  in  1939  versus  how  Artur 
Rubinstein  did  in  1944  is  like 
seeing  a  sculpture  from  different 
angles.  The  box  sets  fall  into 
four  categories:  Great  Composers, 
Great  Interpreters,  Great  Operas 
and  Great  Orchestras.  Eleven  sets 
are  available  so  far,  but  Andante 
promises  to  release  close  to 
three  hundred  sets  over  the  next 
five  years,  www.andante.com. 


The  bossy,  microchip-managed  House  of 
Tomorrow  has  long  included  big  plans  for  informa- 
tion-age kitchens  and  media  rooms.  But  somehow  the 
home's  great  refuge  and  abode  of  solitary  contempla- 
tion— the  water  closet — had  remained  resistant  to  elec- 
tronic enhancement.  That,  however,  was  before  outfits  like  TOTO 
and  Panasonic  began  fielding  the  next  generation  of  toilet  seats. 
Both  companies'  products  fit  over  your  existing  bowl  and  pretty 
much  change  everything  you  remember  from  toilet  training.  Various 
nozzles  produce  warm  cleansing  sprays,  followed  by  gentle  puffs 
from  air  dryers  that  make  squeezing  the  Charmin  a  vestige  of  the 
20th  century.  Panasonic's  IntiMist  features  an  ergonomic  control 
panel,  safeguards  against  accidental  water  jetting,  and,  in  the  top- 
of-the-line  model,  a  heated  seat  that  eliminates  "frosty  touch."  The 
TOTO  Jasmin  Washlet's  remote  control  allows  you  to  adjust  water 
temperature,  pressure  and  spray  direction,  and  activates  a  massage 
feature  that  alternates  between  front  and  rear  washing  to  provide, 
the  company  says,  "unparalleled  comfort."  When  was  the  last  time 
your  old  toilet  seat  managed  that?  Panasonic  IntiMist,  $6g6-$ygy,  at 
MuBidet.com.  TOTO  Jasmin  Washlet,  $i,2oo-$i,j8o,  at  totowashlet.com. 
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We  set  out  to  create  the  world's  most  aerodynamically  advanced  golf  ball. 
The  result  is  the  Callaway  Golf  HX™  ball.  Its  patented  hexagon  pattern  is  the  first  to 
cover  100%  of  the  surface  area.  This  innovation  virtually  eliminates  the  flat  spots 
found  on  conventional  golf  balls  that  negatively  affect  aerodynamic  performance. 
The  revolutionary  design  produces  a  longer,  more  penetrating  ball  flight. 
Put  simply,  the  HX  ball  just  flies  better.  In  all  playing  conditions.  HX  Blue  and  HX  Red. 
The  next  generation  of  golf  ball  aerodynamics. 


<^la% 


'   'iny  the  game'.- 


www.callawayc.vH    om      , 


HX  and  Enjoy  the  game  are  trademarks  of  Callaway  Golf  Company. 


GOLF  BAG 
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Welcome  to 
Muirfield— 

'lease  Leave  At  Once 

ot land's  snobbiest  old-boy  club  hosts  its  21st  British  Open  Championship. 

By  James  Y.  Bartlett 

a  Sunday  eveninc;  in  July  1980,  Ben  Crenshaw  and  Tom  Watson, 
h  assorted  friends  and  wives,  slipped  onto  the  ninth  fairway  of  the  links 
)nging  to  the  Honourable  Company  of  Edinburgh  Golfers,  more  popu- 
f  known  as  Muirfield.  Earlier  that  same  afternoon,  Watson  had  captured 
Claret  Jug — the  third  of  his  eventual  five  British  Open  wins — and 
nshaw  had  finished  third, 
n  the  long  twilight  of  the  Scottish 
lmer,  with  perhaps  a  celebratory 
m  or  two  under  his  belt,  Crenshaw 
eiled  some  antique  hickory-shafted 
is  and  a  handful  of  old,  rocklike 
ta-percha  balls.  His  plan:  "Let's  go 
I  a  few  holes  the  way  they  used  to  be 
red."  And  so  he  led  his  small  expe- 
on  onto  the  empty,  quiet  course, 
rhe  rowdy  group  had  played  up  the 
1  and  back  down  the  18th  with  their 
que  clubs  when  a  pear-shaped  older 
1  burst  out  of  the  Muirfield  club- 
ise  and  came  stalking  down  the 
way,  flashlight  bobbing  furiously. 
This  is  no  playground!"  said  the 
1.  "Ill  see  to  it  you  are  banished  from 
course  forever!"  Captain  P.W.T. 
ddy"  Hanmer,  Royal  Navy  (Ret.), 
etary  to  the  Honourable  Company 
keeper  of  its  links,  dutifully  noted 

names  of  the  miscreants:  Crenshaw,  Jacklin,  Lietzke  (Watson  having  van- 
d  in  the  gloaming).  Hanmer  pointed  and  they  slunk  back  the  way  they  came, 
vluirfield,  which  hosts  its  15th  Open  Championship  this  July  18-21  (and  the 
for  the  Honourable  Company),  has  long  been  the  exception  to  the  wel- 
ling attitude  most  golf  clubs  in  the  British  Isles  extend  to  overseas  visi- 
Although  nominally  "private,"  most  British  clubs  depend  on  the  revenue 


and  the  flag  at  18, 
one  of  the  toughest 
finishing  holes  in  golf. 
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The  snootiness  has  been  deeply  ingrained  from 
the  beginning — and  the  Honorable  Company 
claims  to  be  the  oldest  golf  club  in  the  world. 


Tom  Watson  hoists  the  Claret  Jug  in  1980 

from  free-spending  Americans  and 
other  international  visitors  to  keep 
their  courses  in  good  nick  and  pay 
for  new  color  televisions  in  the  men's 
lounge.  Muirfield,  whose  member- 
ship is  drawn  from  the  upper  crust  of 
Edinburgh  society,  couldn't  care  less 
if  eager  Americans  are  standing  in 
line  to  play  the  famous  course,  and 


frankly  might  prefer  that  every- 
one just  go  away. 

This  snootiness  has  been 
deeply  ingrained  in  the  club's 
history  from  the  beginning — 
and  the  Honourable  Company 
of  Edinburgh  Golfers  claims 
to  be  the  oldest  golf  club  in  the 
world.  (The  Edinburgh  Burgess 
Golfing  Society,  which  later 
became  Royal  Burgess,  claims 
to  have  predated  the  HC  by 
nine  years,  although  the  histor- 
ical proof  is  questionable.) 

Still,  even  though  the  Hon- 
ourable Company  is  ten  years 
older  than  the  Society  of  St. 
Andrews  Golfers,  and  drew  up 
the  game's  first  set  of  codified 
rules,  it  was  the  latter  club  that 
has  since  hogged  the  glory  and  be- 
come the  Royal  &  Ancient,  arbiter  of 
golf  throughout  most  of  the  world. 
The  friction  between  the  two  clubs 
persists  to  this  day.  Muirfield,  for 
example,  refuses  to  allow  the  R&A  to 
construct  the  amphitheater  of  bleach- 
ers around  the  18th  green  for  the  Open 
in  such  a  way  as  to  impede  the  view  of 


the  Honourable  members,  sipping  atch 
their  gin  and  tonics  in  the  clubhouse  Tin 

It  isn't  as  though  they  -haven't  tie  i 
had  no  years  to  find  better  seating  Idw 
hiere.  The  Open  Championship  wa;  irb 
launched  in  i860,  and  after  the  firsjndrf 
dozen  tournaments  at  Prestwick,  thi'  watt 
tournament  began  a  yearly  rotatior  ieeri 
among  Prestwick,  St.  Andrews  anq  iegn 
the  course  at  Musselburgh,  where  thj  una 
Honourable  Company  then  sharequnt 
space  with  the  Burgess  Society,  thfhEn 
Royal  Musselburgh  Golf  Club,  thij  oyla 
Bruntsfield  Links  Golfing  Societi  Mi 
and  about  60  other  small  groups.      !  s  ov 

In  1891,  the  club  purchased  larujb 
overlooking  the  Firth  of  Forth  just  easi  iase 
of  the  three  fine  courses  at  Gullanei  risti 
and  hired  the  revered  St.  Andrean((p 
Old  Tom  Morris,  to  design  its  owi  om' 
18-hole  course.  The  following  yeaul  it  f 
its  turn  to  host  the  Open,  the  Hon'i « 
ourable  Company  announced  it  wa<  kc 
moving  the  tournament  venue  from  len 
Musselburgh  to  its  new  course  asoles 
Muirfield.  That  unilateral  announce*  irect 
ment  did  not  go  down  well  wit!  sua! 
the  HC's  former  neighbors  at  Mus  fc 
selburgh:  The  other  clubs  then  \{< 
announced  they  would  sponsor  j  ;arb 
competing  tournament  at  the  sam  .  k 
time  as  the  Open,  and  offered  a  purs  :lE 
more  than  three  times  higher.  Thi  noti 
Honourable  Company  was  forced  t>:  fog 


THE  COURSE  AT  MUIRFIELD— A  PAR  70  LENGTHENED  TO  7,034 
yards  for  this  year's  tournament — is  arguably  the  most  straightfor- 
ward course  in  the  Open  rotation.  Nearly  all  of  the  hazards  are  clearly 
in  view,  and  success  is  determined  by  how  well  the  golfer  can  con- 
trol the  elements,  often  wild,  and  his  own  emotions,  often  wilder. 
A  few  holes  at  Muirfield  have  consistently  stood  out  in  Open  play 
as  make-or-break. 

Nf%  Q  THE  R0W  0F  BUNKERS  snort  and  to  tne  r'8ht  of  the  Sreen 
of  this  par-five  is  anchored  by  a  particularly  deep  cen- 
tral pit  known  as  Simpson's  Folly.  It  seems  to  point  the  golfer  to  a 
safer  approach  to  the  left.  But  there  lies  the  stone  boundary  wall  that 
angles  in  close  to  the  green.  A  slight  pull,  or  a  sudden  puff  of  wind, 
and  the  ball  is  out  of  bounds.  Played  safely,  it's  an  easy  par.  Go  for 
glory  and  the  result  can  be  disastrous. 

JACK  NICKLAUi,  WHO  WON  here  in  1966,  calls  this 
one  of  the  best  par-3s  in  the  world.  The  tiny  green 
is  surrounded  by  deep  pot  bunkers  and  scraggly  dunes.  The  last  timt 
the  Open  was  played  here,  in  1992,  the  hole  was  just  159  yards. 


il 
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This  year,  it's  a  beast  at  191.  Par  here  is  a  great  score. 

THIS  546-YARD  PAR-FIVE  always  seems  to  play  a  de- 
termining role  in  crowning  the  champion.  In  1972, 
Lee  Trevino  and  Tony  Jacklin  came  to  the  tee  in  the  last  round  tied 
for  the  lead.  Trevino  proceeded  to  hack  the  hole  to  pieces,  finally  s 
running  his  fourth  shot  over  the  green  into  a  terrible  lie.  The  Merry 
Mex  figured  he  had  just  blown  his  shot  at  the  title:  Jacklin  had  hit 
a  perfect  drive,  an  approach  short  of  the  green  and  chipped  up  15 
feet  below  the  pin.  Steaming  mad,  Trevino  just  walked  up  and 
jabbed  at  his  ball,  which  popped  out  of  the  deep  grass,  landed  on 
the  fringe  and  rolled  straight  into  the  hole  for  an  improbable  par  five! 
Jacklin  was  so  nonplussed  he  three-putted  for  a  bogey  and  hande 
Trevino  the  tournament. 

ONE  OF  THE  TOUGHEST  FINISHING  holes  in  golf,  th 
par-four  closer  demands  a  long  and  straight  drive 
between  the  flanks  of  fairway  bunkers,  and  a  long-  to  mid-iron  ap-     j 
proach  to  a  green  surrounded  by  sand.  There's  no  such  thing  as 
a  routine  par  here,  especially  with  the  Claret  Jug  on  the  line. 
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itch  the  prize  money. 

The*  first  reviews  of  the  new  course 
:re  not  good.  "It's  naught  but  an 
Id  waiter  meddie,"  snapped  Andrew 
rkaldv,  a  veteran  golfer  from  St. 
idrews.  Even  not  knowing  what 
vatter  meddie  is,  one  can  hear  the 
eering  tone.  The  course  was  short, 

:  greens  were  considered  poor  and, 

make  matters  worse,  the  tourna- 

:nt  was  won  by  an  amateur  and 

Englishman:  Harold  Hilton  from 
ovlake. 

Muirfield  really  didn't  come  into 

own  until  1922,  when  architect 
arrv  Colt  was  given  a  newly  pur- 
ased  tract  of  land  north  of  the 
isting  course  and  was  able  to 
pand  the  layout.  Colt  kept  Old 

m's  routing  plan,  however,  with 
e  front  nine  circling  clockwise 
ound  the  outside  and  the  back 
ne  circling  counterclockwise  inside. 

ere  are  never  more  than  three 
)les  in  a  row  heading  in  the  same 
rection,  so  the  winds,  which  are 
ually  strong  out  of  the  west,  are 
fferent  on  almost  every  shot. 

It's  a  links  course,  true,  but  the 
:arbv  Firth  is  in  view  only  from 
me  of  the  holes,  and  the  course  is 
circled  by  stone  walls  and  bordered 
l  one  side  by  the  dark  Archerfield 
food.  But  it  is  certainly  not  a  park- 

d  course:  It  has  the  firm  seaside 
rf  and  more  than  a  hundred  deep, 
itural  bunkers,  most  faced  with  turf. 

Golfers  are  drawn  to  Muirfield 
)th  by  the  layout  and  by  the  lore, 
hich  includes  the  many  great  Open 

ampions  crowned  on  its  fairways: 
ardon,  Braid,  Ray,  Hagen,  Player, 
icklaus,  Watson,  Trevino  and 
ildo.  The  Honourable  Company, 

turn,  has  seen  fit  to  make  life  as 
fficult  as  possible  for  golfers  who 
ake  the  pilgrimage. 

Paddy  Hanmer,  who  ruled  the 
ite  from  1968  to  1983,  seemed  to 
dight  in  insulting  Americans  seek- 
ig  a  tee  time.  He  is  known  to  have 
atly  turned  down  requests  from  Jack 
icklaus  and  Payne  Stewart,  among 
lany  others.  Nor  did  Hanmer  show 
)mpunction  about  going  out  onto 
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the  course  and  ejecting  visitors  for 
the  sin  of  slow  play.  (At  the  Honour- 
able Company,  the  preferred  game  is 
foursomes,  or  alternate  shot,  where 
two  partners  play  one  ball  against 
their  opponents'.  The  pace  is  always 
brisk,  as  most  members  prefer  to  play 
one  round  in  the  morning,  break  for 
lunch  and  play  another  in  the  after- 
noon. The  usual  American  four-ball 
game  is  considered  unbearably  slow.) 

Hanmer  might,  in  the  presence  of 
a  hopeful  group  of  visitors,  pick  up 
his  binoculars,  sweep  the  vast  empti- 
ness of  the  links  and  sadly  announce: 
"Sorry,  the  course  is  too  busy  to  ac- 
commodate you  today."  One  day  an 
American  strolled  in  and  asked  if 
he  could  play.  Hanmer  said  no.  "Can 
I  wait?"  asked  the  man.  "How,  sir,  can 
I  stop  you?"  answered  Hanmer.  The 
discussion  went  back  and  forth  until 
finally  the  man  asked  Hanmer  to  pose 
for  a  photograph.  "Why  would  you 
want  my  picture?"  Paddy  asked  sus- 
piciously. The  American  answered 
that  he  wanted  to  show  his  friends 
the  man  who  wouldn't  let  him  play 
Muirfield.  Laughing,  Paddy  said, 
"Go  gather  your  clubs." 

The  current  secretary,  Group  Cap- 
tain J.  A .  Prideaux,  has  been  a  bit  eas- 
ier to  deal  with.  While  visitors  are  still 
turned  away  in  droves,  they  are  not 
insulted  quite  so  often. 

Still,  the  club  is  defiantly  politically 
incorrect.  Women  are  generally  dis- 
couraged from  setting  foot  on  the 
premises.  Some  years  ago,  while  the 
club's  kitchens  were  being  refur- 
bished, members  were  directed  to  the 
adjacent  Greywalls  hotel,  and  that 
establishment,  conscious  of  tradition, 
adopted  the  club's  rules  and  refused  to 
seat  women  for  lunch. 

Misogynistic  and  haughtier-than- 
thou,  the  Honourable  Company  still 
owns  one  of  Britain's  best  tracks, 
which,  with  the  appropriate  amount 
of  foul  weather,  ought  to  determine 
another  worthy  champion  this  sum- 
mer. For  a  crack  at  such  a  legend, 
most  golfers  will  willingly  go,  hat  in 
hand,  to  withstand  whatever  insults 
may  be  hurled.  • 
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The  best  of  the 
Big  Island,  and  more! 


Two  renowned  hotels.  Two  magnificent 

beaches.  Two  championship  golf  courses. 

World-class  dining  and  hospitality. 

All  yours  at  Mauna  Kea  Resort. 

Discover  the  experience  that 

truly  defines  Big  Island  luxury. 

Add  even  more  fun  with  a  visit  to 

Waikiki  or  Maui.  Our  Island  Hopper 

Package  -  starting  at  just  $325  per 

I 
night  -  includes  a  convertible  rental  car 

and  one-way  inter-island  airfare  for  two 

for  a  stay  at  Hawaii  Prince  Hotel  Waikiki 

or  Maui  Prince  Hotel. 

(lime  night  minimum;  some  restrictions  apply) 


Intrigued?  Call  your  travel  agent, 
visit  PrinceResortsHawaii.  com, 
or  call  toll  free  1-866-PRINCE-6. 
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Beautiful,  Elegant,  Sophisticate^ 

The  Forbes  Collection'"  fine  licensed  products  combine 
consummate  style  with  the  highly  recognized  Forbes  brand,  taking  inspiration  i 
from  the  luxurious  Forbes  estates  and  signature  art  collections,  including 
the  opulent  jeweled  objects  by  Peter  Carl  Faberge. 


Porbes  Chiitcau  rlc  Balleroy,  Nonn,iii/ly,  Frame 

complete  list  ol  I  he,  IWIics  Collect  ion IM  licensed  companies,' please  contact:  |.C.  Stanley  &  Co.,  li 
Tel:  2 K2-6  "  007*;  l-'ax:  212-fv'M)2%  laiiail-listanlcv^mstanlcv.coni 
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tequila  for  Grownups 

ay  down  south  where  the  agaves  grow,  exotic  drinks  cost  lots  of  dough. 

By  Richard  Nalley 


|>NNOISSEURSHIP — WADING   OP  TO  YOUR   ELBOWS   IN  ANYTHING  AND 

)ting  around  'til  you  get  the  good  stuff — can  take  a  person  on  some  strange 
■ns.  It  can,  for  example,  make  him  anxious  to  snap  up  rare,  $60  bottles  of 
gle-village  mescal,  or  $45  bottles  of  tequila  from  obscure  farms  in  the  Jalisco 
jhlands.  A  drinker  with  real  aficion  can  even  come  around  to  the  opinion, 
d  sober,  that  these  transportingly  exotic,  languid-sipping  spirits  are  no- 
dner  cheap  at  the  price. 

We're  not  talking  about  worm-in-the-bottle,  college-hell-night,  wire-the- 

1-monev  cactus  juice.  Or  even  about  the  bar-pour  brands  that  disappear  into 

zen  margaritas  or  get  served  up  as  shooters  with  salt  and  lime.  Perfumed, 

;h-end  tequilas  like  El  Tesoro,  Chinaco  and  El  Patron  are  literally  differ- 

:  drinks.  It's  something  like  the  contrast  between  single  malts  and  blended 

itches — an  easv  comparison,  since  inexpensive  tequila,  like  blended  scotch, 

itains  a  hefty  portion  of  characterless  "neutral  spirits." 

But  tequila  is,  as  they  say  just  north  of  the  border,  a  whole  'nother  story.  As 

gotten  more  expensive,  tequila  has,  perversely,  taken  drinkers  back  to 

primitive  roots — 400  years  ago,  when  the  Spanish,  with  their  Moorish 

tilling  technology,  showed  folks  around  here  how  to  arrange  a  proper 

aze-up.  The  next  wave  of  aficionados  is  going  even  farther,  roaming  the 

s  down  south  to  scent  out  gems  among  the  mescals,  tequila's  country 

isin.  Safe  to  say,  if  you  haven't  tasted  fine  Mexican  spir- 

vou  haven't  tasted  anything  like  them.  And  these  days, 

east  for  tequila,  your  chances  may  be  getting  slimmer. 

Tequila  is  made  from  a  man-high  desert  succulent — a 

fish  member  of  the  lily  family — called  the  blue  weber 

ve'(ah-GAH-vay).  The  high-end  brands  are  typically 

de  from  100%  fermented  agave,  an  expensive  proposition, 

e  Mexican  law  allows  the  addition  of  up  to  49%  less 

ev  spirits,  often  distilled  from  cane  sugar  (basically 

n,  in  other  words).  Many,  if  not  all,  inexpensive      M 

nds  use  the  49%  rule  to  full  advantage. 

And  one  more  thing:  A  distiller  can — and  many 

course  do — harvest  their  agave  plants  the 

ment  thev  have  grown  enough  to  make  it 

rthwhile.  That  keeps  the  production  lines  run- 

g,  but  younger  plants  also  produce  lessin- 

sely  flavored  juice  (and  this  is  before  the 

ndifying  effects  of  the  49%  "tequila  helper"). 

To  get  to  the  flavor-turbocharged  essence  of  the 
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agave,  these  monster  plants  should 
be  allowed  to  mature  at  their  own 
manana  pace,  over  8  to  12  years,  and 
be  individually  harvested  at  pertect 
ripeness.  The  tequila  you  get  from 
such  plants  is  ambrosia.  But  you  don't 
have  to  be  a  spreadsheet  wizard  to  see 
that  this  looks  more  like  the  scenario 
for  a  slow-motion  train  wreck  than  a 
business  plan. 

Among  other  snags,  a  traditional 
agave  farmer  has  his  next  decade  of 
production  locked  in — he  can't  expand 
his  output  for  many  years  even  if 
demand  takes  off.  And  there  is  no 
quick  response  if,  say,  a  plant  disease 
comes  along  and  kills  off  a  field's  next 
ten  years  of  harvests.  Now  imagine 
both  of  these  things — soaring  demand 
and  creeping  crud — actually  happen- 
ing at  once.  You'd  have  a  pretty  good 
picture  of  the  fix  the  tequila  business 
is  in  circa  2002. 

The  agave  fields  in  the  legal  tequila 
region  of  north  central  Mexico  were 
attacked  by  a  plant- killing  fungus 
in  the  mid-1990s.  Damage  estimates 
vary,  and  the  plague  has  apparently 
passed,  but  at  the  very  least  the  fungus 
exaggerated  a  problem  already  begin- 
ning to  loom  large.  The  fact  is,  the 
tequila  business  has  become  too  suc- 
cessful for  its  own  good.  The  export 
market  was  exploding  by  double-digit 
annual  rates  over  the  late  1990s; 
but,  even  allowing  for  the  lag  time 
imposed  by  nature,  agave  growers 
had  been  too  slow  to  put  more  plants 
in  the  ground. 

The  result  was  that  by  the  turn  of 
the  millennium,  supplies  were  chok- 
ing off  and  tequila  brands  were  dis- 
appearing left  and  right  (some  300 
out  of  500,  by  one  count).  The  price 
of  blue  agave  was  climbing  from 
around  five  cents  a  kilo  in  the  early 
1990s  to  $1.50.  For  growers  with 
plants  to  sell  it  is  a  windfall — though 
they've  had  to  factor  in  the  price  of 
guarding  their  fields. 

Inevitably,  the  shortages  have  led 
to  temptation.  Among  those  who  al- 
legedly succumbed  was  the  owner  of 
Porfidio,  that  flashy,  hyperexpensive 
brand  with  the  blown-glass  cactus  in 
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the  bottle.  Amid  what  hobby  website 
TequilaFancy.com  described  as  "con- 
stant reports  of  impropriety  (and 
we  mean  constant),"  Porfidio  was  ac- 
cused of  a  roster  of  misdeeds  by  the 
Tequila  Regulatory  Council  (CRT), 
including  the  bottling  of  fake  tequila. 
Up  in  El  Norte,  there  were  dire  pre- 
dictions of  tequila  price  hikes,  which 
have  occurred  to  some  extent,  and 
of  major  product  shortages,  which 
apparently  haven't.  The  developing 
conventional  wisdom  holds  that  A) 
the  crisis  was  oversold  to  begin  with, 
at  least  as  far  as  the  famous  export 
brands  were  concerned,  and  B)  even  if 
it  wasn't,  we've  skirted  the  worst  of  it. 
Still,  it's  hard  to  know  whether  the 
story  has  played  out.  Clearly  President 
Vicente  Fox  felt  the  industry  was  still 
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in  need  of  extraordinary  relief  when 
stepped  in  earlier  this  year  to  suspen 
a  new  tax  on  tequila  approved  b   f),1KP 
Mexican  legislators  at  the  end  of  200 

Of  course,  a  little  scarcity  woul   I 
only  excite  the  covetousness  of  Amei  heient  1 
ica's  corps  of  tequila  snobs.  These  ar 
the  kind  of  people  who  will  poir. 
out,  at  the  drop  of  a  sombrero,  tha 
100%-agave  tequilas  shouldn't  b 
compared  to  single-malt  scotches  a 
all.  They  are  more  like  Cognacs,  0  u 
even  Armagnacs — drinks  that  carr.  rowbest 
the  flavor  of  their  original  substanc    What! 
and  of  the  soil  where  they  were  grown  Met 

True,  harvesters  whack  at  agave!  bmctiv 
with  machetes  rather  than  snip  then  poro,f 
with  little  grape  cutters,  but  thes< 
are  apparently  very  sensitive  vegeta- 
bles. The  flavor  of  agave  hearts,  lik< 


A  tequila  lover's  guide 
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These  100%-agave  tequi- 
las may  be  the  world's 
only  sipping  liquors  that 
actually  seem  to  lose 
complexity  (while  gaining 
a  measure  of  smooth- 
ness) from  barrel-aging. 
So. ..your  move:  an 
unaged,  "white"  (bianco) 
or  "silver"  (plata)  tequila 
(they're  the  same  thing), 
which  many  aficionados 
feel  is  the  purest,  most 
exotic  expression  of  the 
agave  plant,  or  a  longer- 
matured  reposado  or  ahejo, 
which  may  feature  notes 
of  caramel  or  sweet 
vanilla,  or  simply  provide 
a  more  mellow  version  of 
the  silver.  All  the  tequilas 
below  (though,  not  the 
mescal),  by  trie  way,  clock 
in  at  a  gentle  80  proof— 
they  are  temperance 
drinks  compared  to  many 
imported  gins  and 
small-batch  bourbons. 
A  half  dozen  beauties: 

CHINACO  BLANCO  ($35) 
The  brand  that  started 
the  luxury  tequila  boomlet 
in  thell.S.  back  in 
1983?  and  the  only  one 
made  in  the  eastern  state 


of  Tamaulipas.  The  entire 
line  is  superb  and  highly 
distinctive,  with  a  partic- 
ularly rich,  filled-in 
quality  to  the  body,  but 
it's  the  bianco  that  pro- 
vides the  most  impressive 
"peacock  tail"  of  flavors. 
EL  TESORO  SILVER  ($35) 
You  can't  get  much  more 
back-to-basics  artisanal 
than  this  family-owned 
distillery,  yet  its  tequilas — 
grown  in  the  Los  Altos 
highlands  of  Jalisco — 
have  a  refined,  high-note 
aromatic  character,  while 
packing  in  an  array  of 
pungent  flavors  that  more 
than  hold  their  own  in 
any  (nonfrozen)  margarita. 
SAUZA  TRESGENERA- 
CIONES  PLATA  ($50) 
Sauza's  top-of -the- line 
silver  is  a  big-bodied  tequila 
with  a  clean,  fresh,  almost 
minty  herbal  character. 
It's  smooth  enough  to  sip 
on  its  own,  but  its  essential 
agave  flavors  are  amplified 
rather  than  damped-down, 
making  it  an  obvious 
premium  cocktail  choice.  . 
HERRADURA  REPOSADO 
($40)  The  company , 
that  invented  (igriUy  ased  , 


reposado  tequilas  still 
makes  a  knockout.  Eleven 
months  in  oak  gives  the 
tequila  a  measure  of  bal- 
ance without  overshadowing 
its  herb  and  tropical  melon 
fresh  agave  character. 
EL  PATRON  ANEJO  ($58) 
Produced,  like  El  Tesoro, 
in  the  Los  Altos  region,  this 
aged  tequila  does  exactly 
what  anejo  fans  love. 
Supersmooth,  with  a  mild 
sensation  of  sweetness,  it's 
a  seductive  sipping  drink. 
DEL  MAGUEY  MEZCAL, 
SANTO  DOMINGO  ALBAR- 
RADAS  ($60)  This  very 
limited-production  line  of 
single-village  mescals  may 
provide  the  most  astonish- 
ingly complex,  lingering 
sips  of  spirits  you've  ever 
tasted.  Made  from  the 
related  agave  espadin  and 
bottled  at  98.4  proof, 
this  version  was  originally 
distilled  in  a  pueblo  8,500 
feet  above  sea  level  in  the 
southern  state  of  Oaxaca. 
It  wafts  a  kaleidoscopic 
range  of  spice,  tropical 
fruit  and  herb  aromas  that 
will  knock  you  off  your 
chair  before  you  venture 
the  first  slurp. 
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hat  of  wine  grapes,  is  said  to  reflect 

-  he  soil,  climate  and  altitude  where 

hey  are  grown.  So  El  Tesoro,  say, 

n  the  iron-oxide  soils  of  the  high 

.  >lateau  country,  will  start  out  with 

:  lifferent  tastes  and  aromas  in  its 

I  igaves  than,  saw  the  agaves  harvested 

:  n  the  volcanic  soils  of  the  Sierra 

Vladre  foothills  for  Sauza  Tres  Gen- 

jraciones.  The  legal  tequila  zone,  at 

east  in  theory,  is  where  decades  of 

practice  have  shown  these  agaves 

grow  be 

WTiat  happens  to  agaves  after  har- 
dest, of  course,  also  makes  the  drinks 
distinctive.  The  archtraditionalist  El 
ro,  tor  example,  still  slow-cooks 
the  hearts  in  folkloric  ovens  rather 
than  in  speedy,  modem  autoclaves  or 
pressure  cookers,  and  then  crushes 
them  with  stone  wheels.  Its  methods 
are  not  so  much  preindustrial  as  pre- 
Columbian.  But  you  can  find  tastes 
that  take  you  even  farther  back. 

The  new  connoisseur's  frontier  is 
down  south  in  Oaxaca,  the  heartland 
ot  the  "other"  agave  liquor,  mescal. 
True,  most  mescal  is  tonsil-threat- 
ening white  lightning,  despite  be- 
ing the  ancestor  of  tequila.  (Tequila 
is,  in  tact,  just  a  heavily  regulated 
kind  ot  mescal.)  But  tasting  a  dram- 
atically rich,  complex  mescal,  like 
the  ones  now  being  bottled  under 
the  Del  Maguey  label,  will  set  your 
N  \  1 TA  consciousness  level  soaring. 
You  want  authentic?  These  tiny  vil- 
age  producers  cook  the  hearts  of  the 
local  agave  espadin  for  days  buried  in 
p>ts  with  heated  stones.  The  result  is 
an  amazingly  complex  drink  with  a 
background  note  ot  campfire  smoke 
that  you'll  love  or  not.  Though  Del 
Maguey  is  double-distilled,  a  la 
tequila  for  gringo  tastes,  the  charac- 
ter still  comes  from  the  genuine  heart 
of  a  400-year-old  folk  trad  aon. 

So  while  most  of  what  we're  pre- 
sented becomes  slicker  and  simpler 
to  appreciate  with  every  new  itera- 
tion, some  tequila  and  mescal  bot- 
tlers are  on  the  opposite  track — taking 
these  extravagantly  flavored  drinks 
back  to  their  artisanal  roots.  At  least 
while  supplies  last.  • 


People  like...  Jack  Welch,  Larry  Ellison,  Robet* Reich,  Michael  Dell, 
Bill^Esrey,  Richard  (Holbrooke^  Rupert  Murdoch,  Sumner  Redstone. 
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\.  then  enroll  today.  Because  people  are  talking. 

The  greatest  minds.  The  best  information. 
It's  all  at  a  Forbes  Conference. 


Forbes 

Management  Conference  Group 


SURGEON  GENERAL  WARNING:  Cigar 
Smoking  Can  Cause  Cancers  Of  The  Mouth 
And  Throat,  Even  If  You  Do  Not  Inhale. 
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www.cigarworld.com " 


America's  Sound. 
America's  Cigar. 

With  every  spontaneous  riff,  the  improvisations 
called  jazz  redefine  music  in  the  subtlest  ways. 
And  with  every  lingering  puff,  the  cigars  nc 
Macanudo  redefine  pleasure  in  the  smoothes! 
No  wonder  Macanudo  inspires  the  passion  it  ta, 
to  make  it  America's  best-selling  prcni'jri  cigar. 


MACANUDC 

An  American  Passioi 


Imported  from  the  Dominican  Republic  in  four  distinctive  tastes. 
MACANUDO  CAFE  /  MACANUDO  ROBUST  /  MACANUDO  MADURO  /  MACANUDO  Vlls 
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I  DESERVE  THIS 


Chateau  Perfecto 

You  may  never  again  see  French  luxury  properties  at  these  prices. 
By  Richard  Nalley 


God  loves  the  French,"  the  French 
ike  to  say.  And  it  must  be  true,  or  He  wouldn't 
lave  given  them  so  many  soul-stirring  vaca- 
ion  homes.  Alpine  chalets,  ancient  stone  mill 
louses,  turreted  chateaux  and  herb-perfumed 
rovencal  bastides — you  don't  find  these  things 
n  La  Jolla.  And  now  is  the  time  to  wake  up  and 
mell  the  lavender:  The  euro/dollar  exchange  rate 
nav  never  be  better.  Outside  of  Paris — which 
ppears  to  exist  on  a  different  real  estate  planet 
rom  the  rest  of  France — you  can  fit  yourself  out  I 
vith  the  kind  of  lifestyle  that  triggers  peasant 
evolts  for  the  price  of  a  decent  condo  in  Boca. 

JNDER  $500,000 

t  took  the  Hundred  Years  War  to  get  the  British  out 
if  the  Dordogne,  and  now  they've  come  streaming 
lack,  drawn  by  the  bellvfuls  of  foie  gras  and  Bergerac, 
.nd  by  Wordsworthian  idylls  like  this  mill  house  with  the  river 
Dronne  running  through  it  (or  anyway,  under  it). 
What  You  Get:  Nearly  ten  acres,  a  swimming  pool,  terraces 
At  the  dining  room  and  on  the  rooftop.  Did  we  mention 
hat  it  includes  several  islands?  (Ej2j,ig2AJS  $281,937,  based 
1  the  exchange  rate  at  press  time)  Contact  Si/ex  Limited  in 
nglandat  44-0-20-7384-1200,  or  check  its  extensive  web- 
ite:  www. le-guide.com/sifex. 


JNDER  $1,000,000 

Dodging  a  congressional  subpoena?  Determined  to 
:reate  a  state-within-the-state?  Just  like  fishing  out  of 
:he  living-room  window?  Withdraw  behind  your 
noat  in  this  majestic,  rambling  15th-  to  17th-century 
rhateau  in  Mayenne,  in  the  countryside  between 
r'aris  and  Brittany. 

What  You  Get:  Lessee... more  than  53  acres.  11 
>edrooms,  five  reception  rooms,  vaulted  --liars 
ind  numerous  outbuildings,  includ  'im- 

posing" keep  on  an  island,  good  for  another 
;even  bedrooms  and/or  an  extended  siege 


'°°«-ooo 


more  land  (nearly  600  acres  worth)  is  available. 

(Ec>i4,6c/4/US  $jgj,gg4J  Contact  Sifex  Limited. 

UNDER  $1,500,000 

If  you  can't  impress  a  date  with  this  layout, 
consider  entering  a  monastery.  The  dizzying 
view  of  the  Riviera  and  Mediterranean 
above  Toulon  would  be  worth  the  price  by 
itself.  But  they're  also  throwing  in  a  hand- 
some 1730  Provencal-style  mansion  and 
its  exquisite  grounds. 
What  You  Get:  Seven  and  a  half  acres  of 
formal  gardens,  including  cypress,  olive 
and  pine  trees  (some  more  than  300 
years  old)  marble  floor  and  fireplace 
in  the  1,000-square-foot-plus  main 
reception  room  and  several  out- 
buildings, including  a  caretaker's 
cottage.  (Ei,2p5,8i6/US  $1,130,538)  Con- 
tact Abodes  Abroad  in  Brooklyn  at  (ji8)  599 
check  its  beautiful  website:  www.abodesabroad.net. 

ecoming  the  newest  Viscount  of 
tchauz — a  title  created  by  the  King  of 
avarre  in  1033 — and  sleeping  in 
Charlie  Chaplin's  bedroom:  priceles 


UNDER  $2,000,000 

Having  a  seigneur  moment?  Here's 
a  property  that  combines  obvious 
curb  appeal  with  a  major-league 
intangible  asset:  the  title  of  Viscount 
of  Etchauz  in  Baigorry,  created  back 
in  1033  by  the  King  of  Navarre,  and 
passed  on  to  the  owner  of  this  castle 
by  special  treaty.  In  the  Pyrenees  near 
Biarrit'-  idieval  chateau  has  a 

long  history,  including — back  in  the 
20th  century  !ai  visits  by  Charlie 

Chap]!,  ;•  time  assistant  dir- 

ector (7  r.ince)  Harry 

d'Abbadi'  jed  the  place. 
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":  riCS  Jewelers  2520  So.  Colorado  Blvd.,  Denver,  CO    877-879-8742 

SW'iSfJt  1 51 H  Fifth  Ave.,  Seattle,  WA    206-625-9202 


Ermenegildo  Zegm 


New  York   Beverly  Hills   Chicago   Boston   Bal  Harbour   South  Coast  Plaza  Vancouvi 

Andrisen  Morton   Barneys   Bergdorf  Goodman  Mario's   Mitchel 
r-  Mi  reus  Pockets   Richards   Saks  Fifth  Avenue   Wilkes  Bashfoi 

(888)  880.3462   www.zegna.co: 
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MR.  SISYPHUS 


A  Little  Piece  of  Myself 


One  man's  ill-fated  attempt  to  bridge  the  digital  divide 
By  Tony  Hendra 


LEFT  A   LITTLE   PIECE  OF  MYSELF  IN 

America  the  other  day.  New  Jersey  act- 
ally.  The  lower  40  acres. 

Alter  all  America's  done  for  this  Brit,  I 
/anted  to  give  a  little  something  back.  So 

did:  the  top  of  my  left  middle  finger,  or, 
s  the  hand  surgeons  call  it,  left  digit  III. 

Lett  digit  IV  almost  joined  its  bro  in 
elfless  self-sacrifice  but  thought  better  of 
t  at  the  last  millisecond  and  clung  to  the 
idge  (or,  as  the  hand  surgeons  call  it,  the 
>ad)  by  about  a  quarter  inch  of  epidermis. 

Instead  of  it  being  two  out  of  five  fin- 
ers  I  gave  up,  it  was  more  like  one  and 
even  eighths.  (For  a  grand  total  of  one 
nd  three  fifths  hands  remaining.)  Not 
xactly  McCain  territory  in  terms  of ask- 
lOt-what-your-country  etc.,  but  hey,  a 
uy's  gotta  work  with  what  he's  got. 

Amazing  how  many  things  you  do 
ach  day  that  require  two  hands.  I  don't 
nean  obvious  stuff  like  counting  $100 
lills  and  opening  Champagne.  I  mean 
hings  like  this:  Upon  rising,  we  righties 
Tush  our  teeth  with  our  dexter,  while 
pith  our  sinister  we  lean  most  of  our 
pper-body  weight  on  the  left  side  of  the 
ink,  the  better  to  check  the  mirror  for  a  wattle  update.  This  you  cannot 
0  with  three  fifths  of  a  hand;  in  fact,  the  first  few  mornings  when  sleep 
nd  custom  still  govern  your  reflexes,  you  end  up  on  the  bathroom  floor  to  the 
:ft  of  the  sink,  screaming  in  agony.  It's  at  moments  like  this  that  wattles 
uddenly  seem  unimportant.  Which  only  goes  to  show  how  unnatural  and 
irring  it  is  to  have  three  fifths  of  a  hand,  for  as  Jeeves  might  say,  once  a 
entleman  achieves  that  certain  age,  there  is  little  more  conducive  to  a  pleas- 
nt  existence  than  a  good  wattle  upc 'ate. 

Daily  life  is  chockablock  with  ether  ambidextrous  occasions.  Playing 
quash  or  the  oboe,  working  the  hea'  y  bag  or  bnrb^cues  or  safety  belts,  getting 
be  credit  card  out  of  it  stupid  little  plastic  prison — these  are  all  two-fisted 
ursuits  that  turn  into  excruciating  humiliation  opps  with  the  tops  of  two  fin- 
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gers  fairly  absent.  You  begin  to  real- 
ize what  Nelson  went  through.  Why 
he  preferred  a  telescope  to  binoculars. 
I  also  had  newfound  admiration  tor 
Horatio's  staggering  if  not  downright 
athletic  passion  for  the  lovely  Lady 
Hamilton.  (Passion,  it  turns  out,  is  yet 
another  two-handed  pursuit.) 

The  weirdest  thing  is  how  many 
movies  involve  people  getting  their 
digits  removed.  Night  two  my  son 
thoughtfully  rented  one  of  my  favorite 
movies  of  all  time,  The  Road  Warrior, 
halfway  through  which  some  boister- 


want  you  ending  up  in  rehab  now- 
dowe?  Now  of  course  if  you  get  a  pre- 
scription in  triplicate  countersigned  by 
a  federal  judge,  the  head  of  the  DEA 
and  seven  Republican  doctors. . . 

What  happened  to  the  mower?  (As 
if  I  care — what  kinda  question  is- 
that?)  No,  I'm  glad  you  asked.  A  cop 
shot  it.  Moved  smartly  to  the  perp, 
whipped  out  his  niner,  shot  the 
sucker  in  the  carb.  Died  instantly. 
Gotta  10-53:  one  lawnmower  down. 

That's  a  lie,  of  course.  There  was 
a  cop.  Ten  or  so  were  called  to  the 


f Two-fisted  pursuits  turn  into  excruciating  humil- 
ation  opps  with  the  tops  of  two  fingers  missing. 


ous  Aussie  tries  to  catch  a  razor-sharp 
boomerang  and — guess  what?  So  we 
tried  M:I-2 — guy  gets  pinkie  circum- 
cised with  cigar-cutter — threw  that  in 
the  garbage  and  turned  to  another 
fave,  Lock,  Stock  and  Two  Smoking 
Barrels,  wherein  a  700-pound  Cock- 
ney enforcer  waxes  lyrical  thus:  "I'll 
take  a  finger  off  each  of  you  and  your 
friends'  hands  for  each  day  that  passes 
without  payment.  And  when  you  have 
all  run  out  of  digits,  then  who  knows 
what?"  Listless  by  now,  we  turned  to 
Hannibal,  where  we  were  not  sur- 
prised to  find  Mr.  Hopkins  removing 
his  entire  hand.  Almost  any  movie  vil- 
lain worth  his  salt  these  days  removes 
or  loses  fingers.  Must  be  something  to 
do  with  digital  cameras. 

Oh,  sorry.  How  did  I  do  it?  Well, 
if  you  stick  your  left  hand  under  a 
lawnmower  whose  safety  shut-off 
thingummy  has  decided  not  to  safely 
shut  off,  you  may  lose  a  lot  more  than 
one  and  seven  eighths  of  left  digits  III 
and  IV.  As  they  said  at  the  local  med- 
ical center  over  my  window-rattling 
screams  of  agony,  you're  pretty  darn 
lucky.  All,  yup  we  see  a  lot  worsen  this 
every  day.  Guys  cut  off  their  hands 
and  feet  and  arms  and  legs  allatime. 
Guy  cut  himself  in  half  with  a  chain- 
saw  juss  this  mornin.  I  lead  to  nuts. 
'  >ooked  like  two  sides  <>  beef.  Nope, 
orry  can't  give  you  no  painJ  lers;  this 
!  t  drug-free  zone.  Don't 
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scene  by  the  rescue  squad — in  New 
York,  enough  vehicles  and  flashing 
lights  and  firepower  for  a  hostage  sit- 
uation. Said  cop  moved  smartly  over 
to  the  howling  green- and-yellow 
monsterboy  and  in  one  smart  move- 
ment removed  the  spark-plug  cap, 
killing  it  instantly. 

I'm  not  good  at  electronics. 

Irony  is  I  love  mowing.  Always 
have.  For  30-odd  years,  I've  mowed 
my  55  acres — two  of  them  "in  grass" 
as  we  ex-urban  neo-Jeffersononians 
have  it — twice  a  month  from  May 
to  October.  It's  a  wonderfully  dumb- 
ing-down  activity,  round  'n'  round 
in  skillfully  negotiated  circles  or  back 
'n'  forth  in  light  and  dark  swathes 
that  leave  your  lawn  looking  like  a 
vast  licorice  allsort.  It  doesn't  induce 
anything  as  Richard  Gere-ish  as  a 
meditative  state  or  even  green  thoughts 
in  a  green  shade.  It  turns  you  back 
into  a  peasant.  Vestigially,  you're 
harvesting  your  plot,  reaping  that 
wheat,  scything  that  rye.  Mowing- 
appeals  to  the  serf  who  lies  not  far 
below  the  surface  of  most  people's 
post-immigrant  persona.  You  revert 
to  a  happy  pastoral  zero,  a  barely 
sentient  being  son,'  ,  here  between 
animal  and  vegetable,  a  little  faster 
than  a  plant,  a  lol  dumber  than  a 
frog,  and  1  apid  about 

anything  to  do  with  a  two-stroke  en- 
gine drivin  foot- 


long  blades  at  5,000  revs  a  minute. 

Now  I'll  never  mow  again.  My 
wife's  first  call  when  I  got  back  from 
the  medical  center  was  Lawn  King.: 
Let  Lawn  King  turn  himself  into  a! 
quadriplegic  rolling  around  under 
his  gigantic  10,000-horsepower  John 
Deere  walk-behind.  Plus  we'll  get  a 
real  lawn,  Day-Glo-green,  the  colo 
of  the  Hackensack  River  at  dawn 
Instead  of  my  live-and-let-live  mes 
of  cropped  crabgrass  and  moss  an 
clover  and  dandelions  and  poison  ivy, 
a  single-crop  expanse  of  genetically 
mutated  grass  that  can  double  as  a 
missile  shield. 

In  southwestern  France,  where  I 
went  to  recuperate,  not  many  peo-i 
pie — unless  they're  summering  Pari-i 
sians — waste  precious  eating  and! 
love-making  time  mowing.  They 
have  sheep  to  mow  for  them.  So  now 
I  do,  too.  My  sheep  eat  my  grass  and 
I  eat  their  young. 

But  I  miss  my  mowing.  And  I  miss^ 
the  top  of  left  digit  III.  We  do  tend  tc 
think  of  our  hands — or  rather  oui 
fingers — as  people.  Here's  the  church 
and  here's  the  steeple,  open  the  doors 
Consider  how  many  times  a  day  yoi 
look  at  the  back  of  your  own  hand; 
and  go:  How  you  doing  today,  guysi 
Alright?  Stretch,  flex,  stretch,  flex 
hold  them  a  little  further  away  for  th( 
full  effect.  Yeah,  fingers  are  friends 
And  the  elegantly  reshaped,  rathe: 
stumpier  person  who  now  sits  in  be- 
tween meaty  Celtic  digits  II  and  I\ 
on  hand  left  is  going  to  take  som< 
getting  used  to. 

That's  why  I  like  to  think  of  wha  Tf 
happened  in  a  rather  more  heroic  ano  « 
patriotic  light.  So  far  America  has  no 
responded  with  any  great  enthusiasn 
to  my  selfless  sacrifice,  my  unsolicite( 
gift  of  myself  to  the  great  earth  of; 
great  nation.   So  I'm  rethinking  th  '" 
patriotic  part  a  bit  and  toying  with  nv 
Rupert  Brooke: 


ft 


If  I  should  die 
Think  only  this  of  me: 
That  there's  some  corner 
Of  a  field  in  New  Jersey 
That  is  forever  England. 
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IETAIL  PRICE  $859.  ON  YOUR  WRIST  $189. 
IN  YOUR  POCKET  $670. 

e  Klaus  Kobec  Couture  Sports.  A  high  fashion  chronograph  designed  for  the  cosmopolitan  man  or  woman  and  sports 
Dfessional   alike,   is   now  available   direct   from   the   manufacturer   at   the   astonishingly   low   price   of   $189 
saving  of  $670  on  the  retail  price  of  $859.  So  how  can  we  make  an  offer  like  this7  The  answer  is  beautifully 
npLe.  We  have  no  middleman  to  pay.  No  retail  overheads  to  pay.  And  not  the  usual  mark-up  to  make,  which  on 
Wry  items  (including  watches]  can  be  enormous.  We  just  make  beautiful  watches,  beautifully  simple  to  buy. 

ITURE  SPORTS  IN  TWO  TONE  LADIES  RETAIL  PRICE  $829  DIRECT  PRICE  $185  GENTS  RETAIL  PRICE  $859  DIRECT  PRICE  $189  STAINLESS  STEEL  AND  18CT  GOLD  PLATED  FEATURES 
LUDE  STAINLESS  STEEL  CASE.  STAINLESS  STEEL  AND  GOLD  PLATED  BRACELET.  STAINLESS  STEEL  BUTTERFLY  CLASP  TO  THE  BRACELET  CHRONOGRAPH  FEATURING  HOURS.  MINUTES 
)  SECONDS  DIALS   CALENDAR   WATER  RESISTANT  TO  3ATMS   SUPPLIED  TO  YOU  IN  A  MAGNIFICENT  PRESENTATION  CASE   STOPWATCH  MOVEMENT  NOT  AVAILABLE  ON  LADIES  MODEL 

IEDIT  CARD  HOTLINE  1-800-733-TIME  11-800-733-84631,  SEVEN  DAYS  A  WEEK.  PLEASE  QUOTE  CODE  FYI/05/CSTT. 


ase  bill  my  Mastercard/Visa/Amencan  Express 

Discover  Card  No  Expiration  Date 


BO 


30  DAY 

MONEY 

BACK 
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I  have  enclosed  a  check  or  money  order  for  $ 

Signature  

Name  

Telephone  

Address  


Please  send  me 

Gentlemen  s  2  Tone  Couture  Sports 

0  $189  each  total     I 

Ladies  2  Tone  Couture  Sports 

0  $185  each  .:     I 

Plus  Shipping/ Handling ':  , 

FL  Re:,  add  ,  ■  lotal  charge    | |     ^'P  code  

TIMEPIECES  INTERNA  I      IORTH  WEST  56TH  STREET.  FORT  LAUDERDALE.  FLORIDA  33309.  FAX:  1  888  675  3045. 


Thanks  from  DRESS  FOR  SUCCESS  for  makinr 
Clean  Your  Closet  Week  2002  a  success! 
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ARKANSAS  Little  Rock  Todays  THV  Hanger's  Cleaners  CALIFORNIA  San  Diego  Carlsbad  Company  Stores  Harloff  BMW  Bakersfic 

Adept  Dental  Care  Blockbuster,  Inc  Brown  Armstrong,  CPA  Buck  Owens  Productions  Cafe  Med  California  Closets  Cathy  Stark  Chris  Mikuls  CM 
Thornburgh.  CPA  Christine's  Coca-Cola  Bottling  Co,  Dr,  Gordon  Mitts  Edwina  Wells  Eileen  Waski  Erlene's  Harris-Gottschallks  Herme  Wille  Jaj 
Johnson  Jill  Cummings  KBAK  TV-29  CBS  NewsKern  County  Economic  Opportunity  Corporation  KERO  TV-23  ABC  News  KGET  TV- 17  News  KU, 
AM550/FM107  9  Radio  Mane  Ebersbacher  PumaSoft  Reliable  Moving  &  Storage  San  Joaquin  Bank  Sarah  Brothers  Stockdale  Music  Today  Cleam 
Tom  Gordon  D.D  S  United  Van  Lines  Von's  Walker-Lewis  Rents  Walker-Lewis  Rents  Los  Angeles  Andersen  Lotta  Designs  Saub  S<| 
Entertainment,  Inc.  Morris  Agency  COLORADO  Colorado  Springs  Colorado  Springs  Utilities  Gay  and  Lesbian  Fund  for  Colorado  Den 
Aspen  Grove  Lifestyle  Center  Burt  Automotive  Network  Cherry  Creek  North  Cowboy  Storage  and  Moving  CONNECTICUT  Mid-Fairfi 
County  Cox  Radio,  Inc/Kool  96,7  FM  Eileen  Fisher  Playtex  Apparel,  Inc.  Stamford  Town  Center  Tyco  Healthcare/United  States  Surgical  FLORII 
Palm  Beach  County  Model  Imperial  Mutual  of  America.  Boca  Raton  Sunbeam  Corporation,  Boca  Raton  CREW  -  Commercial  Real  Estate  Worn 
Palm  Beach  &  Fort  Lauderdale  Chapters  Orlando  Hangers  Cleaners  TEI  Engineers  &  Planners  GEORGIA  Atlanta  Alston  &  Bird  Atlanta  0 
Light  Company  Cingular  The  Coca-Cola  Company  KPMG  Phipps  Plaza  Tiffany  &  Co,  IDAHO  Boise  Boise  Cascade  Dillard's  Idaho  Power  KT 
NewsChannel  7  US  Bank  KENTUCKY  Louisville  Cotton  &  Allen  Highland  Cleaners  Humana  LOUSIANA  New  Orleans  Entergy  Adams  i 
Reese  LLP  Andersen  APCOA/Standard  Parking  Association  for  Women  Attorneys  BanklOne  Chevron  -  Oronite  Christovich  &  Kearny  LLP  C 
Dominion  Dr,  &  Mrs  Calvin  Johnson  First  Bank  And  Trust  Frantzen  &  Voelker  Gordon  Arata  Hibernia  Jacobs,  Mauel  &  Kain  Jones  Walker  Liskoy 
Lewis  Magnolia  Marketing  Milling  Benson  Woodward  Mr,  Charles  Delone  Mr.  Gary  Solomon  National  Coalition  of  100  Black  Women  Paris  Par 
Phelps  Dunbar  Rosenthal  Agency  Ruth  Chris  Steak  House  Sher  Garner  Cahill  Richter  Klein  McAlister  and  Hilbert  LLC  Sizeler  Architects  Steet 
O'Connor  Stone  Pigman  Tenet  Gulf  States  Region  Health  System  The  Shops  at  Canal  Place  Whitney  Wink,  Inc  Young  Leadership  Council  Zonta  Cl 
of  New  Orleans  MASSACHUSETTS  Western  Mass  Buxton  Company  United  Cooperative  Bank  St.  John's  Congregational  Church  MICHIGi 
Detroit  Art  Van  Furniture  Stores  A.J,  Prindle  Cap  Gemmini/Ernst  &  Young  CareerWorks,  Inc.  Compuware  Deloitte  Consulting  Ford  Motor  Compi; 
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Dn  the  Road 

Stylin'  with  II  Duce. ..Lomilomi  time  on  the  Big  Island... 
Salad  swimming  on  the  Cote  d'Azur...Rent-a-lifestyle... 

Willowy  Woodinville... Spying  on  Miss  Liberty  at  the  Ritz 

ake  Garda:  Bob  Burns  should  have  known  better.  As  the  founder  of  Regent 
fiternational  Hotels  and  the  original  developer  of  the  hotel  that  is  now  the  Four 
easons  in  Milan,  a  modern  hotel  built  around  a  15th-century  convent,  he 
lows  what  it's  like  to  renovate  historic  buildings  in  Italy.  (The  short  version: 
yzantine  rules  and  massive  delays.)  Still,  when  he  came  upon  the  neo-Gothic, 
I92  summer  mansion  of  the  Feltrinelli  family  on  eight  acres  by  the  shores  of 
ake  Garda,  he  apparentlv  tell  so  under  its  spell  that  he  abandoned  reason.  (The 
roject  required  imagination  given  the  house's  state  of  disrepair — it  was 
len  the  party  house  for  the  sons  of  the  cur- 
:nt  owner.)  Three  and  a  halt  million  dollars 
jwn  and  then  $30  million  more  and  tour 
:ars  later,  Grand  Hotel  a  Villa  Feltrinelli 
nally  opened  as  a  21-room  hotel  in  July  2001. 

The  reason  tor  an  even  more  attenuated 
iga  than  usual:  II  Duce.  The  villa  was  Mus- 
lim's last  home,  during  his  house  arrest  by 
le  German  army  from  1943-45;  He  took  off 
om  there  with  his  mistress,  Clara  (leaving 
le  wife  and  kids  in  the  villa),  to  meet  his  end 
:  the  hands  of  the  partisans.  But  the  former 
.ctator  has  descendants,  and  they  had  opin- 
ins.  "His  granddaughter  Alessandra  is  a 
lajor  player  in  the  new  fascist  party  in  Rome 
id  she  wanted  a  [state-owned]  memorial," 
ys  Burns.  "So  that  discussion  [held  in  the 
arljament  in  Rome]  took  a  year." 

The  2,900  or  so  voters  in  the  villa's  town 
:Gargnano  also  weighed  in,  casting  ballots 
1  the  issue  of  museum  versus  hotel,  and 
■eaking  down  1700/1200  for  hotel.  And 

ten  the  landmark  preservationists  moved  in.  The  approximately  70  pieces 
[original  furniture  had  to  be  retained  in  their  original  placements.  All  of 
le  17  ceiling  frescoes  produced  by  well-known  turn-of-the-century  artists 
te  Lieti  Brothers  (and  restored  by  "Malzani's  Angels,"  a  local  master  in 
rescia  and  his  eight  students),  had  to  remain  too — although  not  always  in 
leir  original  locations.  The  ground  floor  bathroom  with  its  ceiling  painting 
r  swallows  on  branches  was  originally  across  the  hall,  but  when  the  new 
evator  was  installed,  that  room,  including  every  brown  and  white  floor 
le  and  every  swallow,  was  moved.  "That,"  says  Burns,  "took  another  year." 

All  the  effort  paid  off:  Tl  lere  is  so  much  beauty  on  display  here  that  it's  hard 


Peel  me  a  grappa:  Grand  Hotel 
a  Villa  Feltrinelli  keeps  its 
colorful  past  and  sumptuous 
present  in  careful  balance. 
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to  figure  out  where  to  look  first:  the 
grand  marble  staircase,  those  frescoes, 
the  intricate  wood  paneling  (the 
Feltrinellis  had  a  vast  lumber  empire) 
or  the  crystal  chandeliers.  Then  there 
are  designer  Pamela  Babey's  embel- 
lishments: the  rust-colored  Rubelli 
fabric  of  leaves  and  plums  on  the  din- 
ing room  wall,  the  vintage  Venini 
lamps  in  the  bedrooms,  the  silver 
frames  containing  black  and  white 
photos  of  personalities,  known  and 
unknown,  of  the  '30s  and  '40s. 

Each  of  the  21  rooms  has  some 
design  touch  to  recommend  it,  but  the 
Al  Lago  room  is  pure  drama — vast, 
lakefront,  with  massive  original  furn- 
iture, a  ceiling  fresco  of  cherubs  and  a 
huge  octagonal  bathroom  also  front- 
ing the  lake.  As  in  all  the  rooms,  there 
are  the  current  modern  conveniences: 
a  flat-screen  Sharp  TV  with  100-plus 
channels  (including  Al-Jazeera  and 
the  Bulgarian  network),  and  satellite 
radio  including  three  channels  of 
jazz  (Burns'  favorite).  In  my  two  days 
there,  every  aspect  of  the  place  was 
perfect — from  the  smooth  handling  of 
managing  director  Christophe  Bergen 
to  the  hair  dryers  (they  auditioned  six 
models  before  choosing).  And  in 
warm  weather,  there's  a  boat  (also  de- 
signed by  Babey)  for  spins  on  the  lake. 

Grand  Hotel  a  Villa  Feltrinelli,  Via 
Rimembranza  38-40,  Gargnano;  39- 
0365-798000,  fax  39-0365-798001, 
www.villafeltrinelli.com.  Rooms  $350- 
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Getting  stoked  to  stroke:  the  Riviera's  flotation  guru  to  the  stars,  Pierre  Gruneberg.  jjMf 

among  others),  Fire  &Tce  takes  fill1 'del 
advantage  of  the  island's  volcaniliela 
landscape.  There  is,  for  example,  thtjiusfo 
lava  sauna,  where  I  disrobed  in  an  out  M, 
door  cubicle  formed  by  stacks  of  vol)  few 
canic  rocks,  slathered  black  clay  aliJoo) 
over  myself  and  sat  back  relaxing  iijiro 
the  sunshine  until  I  began  to  crack— \%w 
literally.  I  rinsed  off  in  an  outdoouifo 
shower  and  moved  on  to  a  few  quie 
moments  in  the  nearby  lapa'au — thr 
healing  garden.  Other  offerings  in !  lote 
eluded  a  coconut-and-vanilla  bodintk 
scrub  (I  nearly  took  a  bite  out  of  myiergi 
self),  and  a  lomilomi  body  massagq iin». 
which  consists  of  forearms  and  elbow  Hotel 
wringing  every  last  kink  of  tensio:iowk 
out  of  one's  muscles  (it's  also  don  omrr 
outside,  in  one  of  the  spa's  hales,  0  Gr 
open-air  huts).  1  ecad 

All  the  shuffling  from  treatment  im 
room  to  steam  room  to  shower  to  rei  ^ 
tail  area  (pumpkin-orange  masque! 
can  sap  a  person.  At  the  end  of  eac. 
day  I  wandered  back  to  my  roorr 
sipped  a  mai-tai  and  watched  th 
sunset  from  my  considerable  lana: 
My  suite  at  this  19-year-old  resoi 
was  comfortable,  but  with  the  excep 
tion  of  the  Euro-design  bathroor 
(the  WC  really  is  a  WC),  not  a  terri 
blv  noteworthy  space.  The  emphasi 
is  placed  on  the  balcony,  which  i 
easily  as  large  as  the  living  ares 
(Bungalow  accommodations — high  m 
ceilinged,  two-bedroom  affairs  wit  iter 
butler  service  and  plunge  pools,  rigr  njsr 


1,145,  varying  by  season. 

— Laurie  Werner 

The  Big  Island:  The  snow  on 
Mauna  Kea  descended  to  an  unheard- 
of  8,000  feet,  and  lightning,  hail  and 
rain  dominated  the  first  night  of  my 
stay  at  the  Mauna  Lani  Bay  Hotel 
and  Bungalows.  Which  wouldn't  be 
especially  noteworthy,  except  that 
Hawaii's  Kohala  Coast  sees  about 
330  days  of  sunshine  a  year. 

It  was  just  coincidental  that  the 
theatrical  weather  introduced  us  to 
Mauna  Lani's  brilliant  new  Fire  8c  Ice 
spa.  The  brainchild  of  designer  extra- 
ordinaire Sylvia  Sepielli  (creator  of 
Enchantment's  Mii  amo  in  Sedona 
and  the  spa  at  the  Ojai  Valley  Inn, 
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f  a  more  secluded  area  ot  beach- 
ont — are  extremely  impressive.) 

I  spent  other  daylight  hours  under 
le  waves  snorkeling  and  scuba  div- 
ig,  on  the  tennis  courts  or  exploring 
le  property's  14  acres  ot  fish  ponds, 
ou  can  probably  feed  the  koi,  but 
d  stay  away  trom  the  reef  sharks, 
:rsonallv.  The  hotel  sponsors  group 
nch  hikes  to  the  northern  part  of 
le  island,  which  affords  wondrous 
ews  of  cliffs,  waterfalls  and  crash- 
ig  waves. 

And  yes,  there  is  golf  at  Mauna 
ani.  Lots  of  it.  Both  of  the  Francis 
I  Brown  golf  courses  are  built  on 
le  16th-century  Kaniku  lava  flow, 
lotel  lore  has  it  that  if  the  goddess 
ele  favors  you,  balls  shanked  into 
»e  lava  fields  will  bounce  miracu- 
usly  back  onto  the  fairway. ) 

Mauna  Lani  Bay  Hotel  ami 
unga/ows,  Kohala  Coast,  Hawaii; 
ho)  367-2323,  fax  (808)  883-1484, 
<ww. maunalani.com.  Oceanfront 
\oms  from  5600-5625;  oceanfront 
'itesfrom  $973. 

—  Lorraine  Korm  \\ 

6te  d'Azur:  At  a  legendary  pool 
i  the  French  Riviera,  Pierre  Grune- 
;rg  uses  salad  bowls  to  teach  swim- 
ling.  In  a  half-centurv  at  Le  Grand- 
otel  du  Cap-Ferrat.  these  modest 
jwls  have  embraced  heads  of  state, 
)mmerce  and  the  arts. 

Gruneberg,  who  is  71  in  years  but 
:cades  younger  in  body,  has  taught 
vimming  here  since  1950,  when  he 
as  19.  He  instructs  his  goggle-wear- 
ig  Cote  d'Azur  clients  to  plant  their 
.ces  in  one  of  the  bowls  of  tepid 
ater.  Gruneberg's  goal  is  to  teach 
reathing.  This  is  achieved  when 
ients  learn  to  "sing"  under  water. 
►ver  the  years,  Gruneberg's  war- 
ing clients  have  ranged  from  Pablo 
icasso  to  Paul  McCartney,  who 
:adily  plunged  face-first  into  the 
rge  bowl,  eventually  doing  an 
nderwater  rendition  of  "Yellow 
ubmarine."  (The  second,  smaller 
Dwl  is  reserved  for  the  seriously 
ater-wary,  who  prefer  dipping  the- 
.ces  to  dunking.)  The  late  Irani  1 


Our  swan-neck  spirit  stills  stand  marly   1  7  feet. 
They  are  the  tallest  in  Scotland. 


In  most  facets  of  whisky  making,  bigger  is  not 
necessarily  better.  Yet  the  height  of  these  great  copper 
vessels  does  serve  a  noble  purpose:  allowing  only  the 
lightest  and  purest  of  vapours  to  ascend  and  condense. 

For  the  majority  of  our  century-and-a-half  in  the 

whisky  trade,  one  pair  of  stills  has  been  sufficient  to 

keep   apace    with    production   demands.   Recent  years 

have  seen  their  number  grov<    to  four  pairs,  but  fear  not— each 

still  has  been  made  to  precisely  the  same  pattern  since  1843. 

Next  time  you're  enjoying  the  yield  of  our  labours- 
pronounced  GlenMORangie,  as  if  it  were  trying  to  rhyme  with 
ORANGEY— you  might  pause  to  reflect  on  the  long  journey 
that  has  ^  q 


led  the  spirit 
CO  \  our  lips. 
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LENMORANCIE 

SINGLE  HIGHLAND  MALT  SCOTCH  WHISKY 

Please  enjov  our  whisky  in  a  respon;        lashion. 
[c.l  i    ■  ■     il     Imported  bv  Brown-Forman  frev  i  ij       .Voddwide,  Louisville,  ICY  ©2001 

Visil  us.it  www.gleninorangie.com. 
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-  Tony  Hillerman,  author 
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Princess  Soraya,  who  was  reportedljj 
divorced  for  not  producing  malt 
heirs,  spent  hours  in  Gruneberg': 
. bowls  and  was  "an  excellent  pupil.* 
Charlie  Chaplin's  children  were  alscj 
introduced  to  swimming  in  Grunei 
berg's  bowls.  (Victoria  Chaplin,  thee 
five,  told  Gruneberg,  "Never  wi 
you  love  me  as  much  as  I  love  you.'l 
Chaplin  pere  told  Gruneberg  h 
wasn't  sure  he  liked  all  of  his  girlij 
falling  in  love  with  him.) 

Recently,  Gruneberg  swam  wit 
Robin  Williams.  "Robin  had  thl 
fear  of  sharks,  even  though  I  told 
him  there  were  no  sharks.  So  I  wera 
swimming  with  him  in  the  sea."  Lat<| 
this  summer,  Gruneberg  plans  tdi 
teach  Tina  Turner  to  swim.  He  say?: 
Turner  has  been  preparing  for  thM 
poolside  baptism  by  reading  his  boolj™ 
on  swimming  lessons.  He  wouldn' 
mind  a  bit  if  Turner  thanked  hint 
with  a  bubbly  rendition  of  "Simpl1 
the  Best." 

Most  clients  spend  two  one-hou 
sessions  in  a  bowl  before  graduat 
ing  to  the  Olympic-size  saltwatei^ 
pool  to  learn  strokes.  "It's  like  i 
Frenchman  going  to  England, 
Gruneberg  says.  "They  have  to  lean1™] 
to  drive  left  rather  than  right.  In  tht°™| 
water,  they  have  to  organize  a  nev 
way  of  breathing."  Clients  must  firs 
learn  to  "sing  out  slowly  from  thi(Mg 
throat,  producing  an  aaaah."  Ther 
they  do  an  "exhaling  cocktail," 
not-so-sonorous  gurgle  of  aaaah  an<  f 
unggg,  aaaah  and  unggg.  Finally  tve 
clients  do  what  Gruneberg  fondl 
calls  "the  rabbit." 

"They  learn  to  exhale  very  skrvw  | 
either  with  the  mouth  or  nose  in  the 
water.  Then  they  do  an  explosive  en< 
through  the  nose,  making  a  face  lik1 «» 
a  rabbit."  This  finale  can  be  funny 
Gruneberg  acknowledges,  but  h 
insists  it  is  also  highly  effective. 

Each  client,  whether  famous  o 
infamous,  young  or  old,  learns  to  swin  *Dt 
differently,  and  each  style  of  learnin 
reveals  a  certain  style  of  living. 

"I  can  know  all  about  a  perso: 
from  the  way  the  person  learns  fl  lapp, 
swim.  Some  are  patient,  some  liste:  ige. 
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itch's  addiction:  One  man's  luxury  real  estate  jones  is  another  man's  dream  vacation. 


ell,  some  are  nervous.  All  of  the 
laracteristics  come  out.  I  am  like  a 
;ychotherapist  in  that  I  must  org- 
lize  myself  to  the  way  they  are. 
hat  is  the  challenge  of  a  teacher." 

After  a  half-century  of  teaching, 
le  preternaturally  fit  and  kindly 
Iruneberg  still  spends  his  winters  as 
ski  instructor  in  Courchevel  in  the 
rench  Alps.  And  each  December,  he 
)ends  a  week  at  the  Atlantic  Club  in 
ew  Jersey  helping  asthmatic  clients 
» improve  their  breathing. 

He  still  has  plenty  of  plans  and 
reams.  For  starters,  he  hopes  to 
ring  la  methode  Gruneberg,  based 
n  the  ABC  (Aquatic  Breathing 
ontrol),  to  China.  "I'd  love  to  go  to 
hina.  The  market  is  huge.  There 
-e  very  few  pools,  so  many  people 
id  lots  of  salad  bowls." 

Grand-Hotel  du  Cap-Ferrat,  ji 
oulevard  General  de  Gaulle,  Saint- 
an-Cap-Ferrat  062J0;  calljj  (o)  4- 
I76-5050  to  inquire  about  swimming 
ssons  (j6  euros  per  lesson),  fax:  33  (o) 
'9376-0452;  e-mail  reserv@grand- 
itel-cap-ferrat.  com. 

— Julian  Guthrie 

entals:  Some  men  collect  cuff 
nks.  Washington  attorney  Mitch 
/illey  collects  houses.  His  first 
urchase  was  in  Naples,  where  he 
lapped  up  a  seven-bedroom  "cot- 
ge."  Then  he  bought  an  estate  on 


Nantucket.  A  business  trip  to  Paris 
resulted  in  four  newly  refurbished 
apartments.  And  on  a  24-hour  stop  in 
Palm  Springs. .  .well,  you  get  the  idea. 

Eventually  Willey  had  a  "Eureka!" 
moment.  The  high-end  real  estate 
junkie  became  a  kind  of  multiconti- 
nental  host  to  the  Hermes  set,  open- 
ing his  posh  pads  up  for  paying  guests 
as  a  kind  of  ultimate  all-suites  hotel 
group.  But  his  outfit,  Time  &  Place 
Homes,  offers  more  than  just  priv- 
acy, crisp  white  Frette  linens  and 
Italian  marble  bathrooms.  There  are 
touches  like  complimentary  chauf- 
feured  arrival  and  departure  service, 
an  in-town  driver,  errand  service, 
Internet  service,  mobile  phones,  in- 
home  massages,  catering  or  a  home 
chef.  And,  to  shave  the  truffle  on  top, 
24-hour-a-day  concierge  service. 

When  his  Palm  Springs  renter 
wanted  a  private  New  Year's  Eve 
dinner  party  complete  with  cabaret 
singer  on  short  notice,  Willey's  staff 
not  only  found  and  hired  the  caterer 
but  booked  a  singer  and  pianist. 
Wherever  you  are,  Willey  or  his  staff 
can  pull  strings  to,  say,  set  up  a  round 
of  golf  and  arrange  for  lessons  from 
a  pro.  Be  it  Paris  or  Nantucket,  he 
will  know  the  best  restaurants  and 
how  to  get  reservations. 

Mitch  Willey's  motto?  "Wherever 
you  want  home  to  be..."  How  about 
a  Scottish  manor  house  in  July, 


QJou  CDtteaw  3i. 
QAJe  jUafce  3t  Come  "zftiue. 

Welcome  to  Grand  Lido 
Resorts,  the  world's  most 
luxurious  Super-Inclusive 
resorts.    With  pleasures    iJy^Q^v^f. 
that  include  golf  on  a       ?T^|ljS 
private  course,  sunset 
cruises  on  a  classic  yacht, 
massages  overlooking  the 
placid  Caribbean,  24-hour 
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WW  V^U1      tipping  permitted, 
a  stay  at  Grand  Lido  is  like 
living  a  dream,  no  matter  how 
many  times  you  pinch  yourself. 

Contact  us  at 

ivw iv.  sup ere u 'ubs.com 

or  call  your  travel  agent  or 

1-800-GO-SUPER/Ext.  7427. 
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Seattle  passions:  Eco  meets  techno  at  Willows  Lodge 

Barbuda  in  December,  Bermuda  in 
April  and  Paris  in  June? 

Time  &  Place  Homes,  (866)  244- 
1800,  or  rent  online  at  www.  Timeand- 
PlaceHomes.com;  $2,ooo-$2o,ooo  per 
week.  — Stephanie  Mansfield 

Woodinville,  Washington:  The 

Pacific  Northwest  prides  itself  both 


&?"  on  its  wholesome  out- 
doorsiness — hug  the 
whales,  dress  to  hike,  recy- 
cle everything  in  sight — 
and  its  technological  vir- 
tuosity. Cross-breeding 
of  the  two  has  hatched- 
a  chic  design  statement 
at  the  year-and-a-half- 
old  Willows  Lodge  in 
semirural  Woodinville, 
Washington,  near  Seattle. 
Here  at  Willows  they've 
reclaimed  timber  from 
an  old  Portland,  Oregon, 
pier  and  a  warehouse  for 
pillars  and  exposed  beams, 
and  slate  pool  tables  from 
British  Columbia  for  desktops  in  each 
of  the  88  rooms. 

From  a  distance,  the  Lodge's  clus- 
ter of  low-rise  buildings  looks  unpre- 
possessing, but  then  you  step  through 
the  massive  front  doors  (formerly 
the  wooden  staves  of  wine  casks )  and 
begin  to  absorb  the  visual  details,  in- 
cluding the  views  of  the  Sammamish 


River  meandering  along  the  prop- 
erty's edge.  Full-length  windows,  andj 
lots  of  them,  show  off  courtyards 
endowed  with  azaleas,  bonsai  and 
Japanese  maples  artfully  arranged 
among  stones  and  small  fountains. 

On  the  techno  side,  the  designers 
also  installed  an  in-room  CD/DVD 
music  and  video  system,  wiring  for 
high-speed  Internet  connections, 
even  a  safe  large  enough  to  hold  a 
laptop  computer.  For  the  most  part,  it 
actually  worked. 

The  Willows  staff  is  trained,  in 
good  Information  Age  style,  for  mul- 
titasking. My  eager-to-please  young 
bellman — who  was  also  my  front 
desk  clerk,  concierge  and  personal 
ized  minibar  order  taker — stumbled 
himself  over  the  complexities  01 
the  light  switches.  One  click  or  two  to>| 
activate  the  dimmer?  Push  down  on 
up?  As  with  most  techno  gizmos,  It  nd t 
was  in  for  an  awkward  getting-to 
know-you  dance. 

Oh,  well.  The  unfussy  luxuries  of  aiii 
deep  soaking  tub  (walls  between  bathnedll 
lid? 
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ne  shipping  nudes:  Watch  where  you  point  that  telescope  at  the  Battery  Park  Ritz-Carlton. 


rid  bedrooms  have  been  left  mostly 
pen,  the  better  to  view  the  oversize 
Revision  and  appreciate  the  gas-log 
replace)  and  fine  white  cotton  Frette 
ed  linens  smoothed  the  way.  And  I 
id  get  a  kick  out  of  playing  with  the 
lower  buttons  and  seeing  the  digital 
isplay  of  the  water  temperature,  al- 
lough  I  did  wish  tor  an  old-fash- 
>ned  curtain  or  door  on  the  shower 
)  keep  the  rest  of  the  bathroom  dry). 

The  lodge  passed  mv  kev  morning 
:st:  I  made  coffee — Tully's,  freshly 
round,  in  a  French  press.  Later  I 
juld  wander  out  to  the  breakfast  bui- 
lt in  the  lounge,  made  for  comfort 
ith  a  dramatic  center  fireplace. 

Willows'  perch  on  the  banks  of 
arrrmamish  River  makes  it  a  good 
ase  for  kayaking  and  places  it  on 
le  route  of  the  27-mile  Burke- 
rilman  Trail.  Dodging  bicyclists, 
caters  and  raindrops,  I  walked  less 
lan  a  mile  of  the  trail  to  a  winemaker 
inner  at  DeLille  Cellars,  among  the 
lost  stylish  and  sought-after  pro- 
ucers  in  Washington's  burgeoning 
ine  industry.  Chateau  Ste.  Michelle 
id  Columbia  Winery,  two  of  the 
ne-wine  pioneers  of  the  Northwest, 
'e  also  nearby.  If  beer  is  more  your 
:>eed,  try  Redhook  Ale  Brewery 
ght  next  door. 


Microsoft,  headquartered  in  neigh- 
boring Redmond,  hosts  conferences 
at  Willows.  I  wonder  if  those  guys 
have  mastered  the  light  switches. . . 

Willows  Lodge,  14580  NE  145th 
Street,  Woodinville,  WA  98072;  (877) 
424-3930,  www.willowslodge.com. 
Rooms  $26o-$j20,  suites  $375-750. 

— -Margaret  Shakespeare 

New  York:  On  the  crowded  island 
of  Manhattan,  where  buildings  jostle 
for  light  ang!  air  like  rainforest  trees, 
a  pad  with  a  great  view  is  a  rare  prize. 
At  a  hotel  in  Midtown,  you'll  feel  the 
city's  pulse,  but  the  view  from  your 
room  will  likely  be  the  broad  side 
of  the  building  next  door,  and  the 
sounds  wafting  through  the  window 
will  be  the  roar  of  diesel  engines  and 
the  genteel  protests  of  cab  drivers. 
Some  people  love  this,  but  if  you 
don't,  there  is  a  new  Manhattan  hotel 
where  you  can  escape  from  the  city's 
dim,  loud  canyons. 

The  Ritz-Carlton  at  Battery  Park 
rises  39  stories  from  the  southwest 
tip  of  Manhattan,  flanked  by  leafy 
parks  on  two  sides.  As  the  last  tall 
building  on  the  west  side,  it  com- 
mands unimpeded  views  of  New  York 
harbor.  In  its  sumptuous  Liberty 
Suites  a  bank  of  windows  presents  a 


watery  panorama  that  will  wobble 
your  knees.  Your  eyes  sweep  from  the 
Staten  Island  ferries  powering  in  and 
out  of  the  terminal,  then  to  Brooklyn, 
Governor's  Island  and  the  distant 
Verrazano  Bridge.  To  your  right, 
another  set  of  windows  opens  onto 
Ellis  Island,  New  Jersey  and  the 
mighty  Hudson,  alive  with  tugs  and 
freighters.  In  the  bedroom,  when 
you  lie  down,  the  Statue  of  Liberty 
seems  to  hover  on  the  windowsill. 
And  unlike  so  much  of  Manhattan, 
it's  quiet.  The  only  horns  you  hear  are 
the  ones  from  boats  in  the  harbor,  and 
they  are  low  and  distant  and  soothing. 

It  bears  mentioning  that  this  new 
Ritz-Carlton  stands  just  a  few  blocks 
south  of  September  n's  Ground  Zero, 
which  makes  the  fact  that  it  has 
opened  at  all  seem  a  touch  heroic.  By 
all  accounts,  the  staff  has  had  a  tough 
time  getting  up  to  speed,  and  it  shows. 
When  we  were  there — four  weeks 
after  opening — its  motto  seemed 
to  be,  "I  am  so  sorry,  Mr.  Jackson." 
Breakfast  orders  were  botched  and 
calls  to  the  concierge  were  left  unan- 
swered. But  under  the  circumstances, 
one  can  forgive  the  growing  pains. 

The  rooms  are  appointed  in  pleas- 
antly innocuous  earth  tones.  Their 
nicest  touch  is  the  black  marble  win- 
dowsills,  which  are  more  than  wide 
enough  to  sit  on  while  appreciating 
the  aforementioned  view.  There  is  an 
excellent  restaurant  on  the  ground 
floor,  2  West,  and  a  bar  on  the  14th 
called  Rise,  which  has  a  large  outdoor 
deck  also  great  for  admiring  that 
you-know-what.  You  sit  there  and  sip 
your  cocktail  and  all  is  calm,  which  is 
exactly  what  you  need  after  a  day  of 
ripping  around  Manhattan.  If  you 
have  trouble  leaving,  a  five-bedroom 
condo  apartment  on  top  of  the  build- 
ing could  be  permanently  yours  for 
$6.4  million. 

Ritz-Carlton  New  York,  Battery 
Park;  Two  West  Street;  New  York,  NY 
10004;  (212)  344-0800,  www.ritz- 
carlton.com.  City  view  rooms,  $260-425; 
harbor  view  rooms,  5520-3525;  suites 
$850^950;  Ritz-Carlton  Suite,  $4,500.  • 
— Thomas  Jackson 
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Cotton  cardigan  by  Kenzo. 
$314.  Silk-and-elastane 
trunks  by  Tom  Ford  for 
Yves  Saint  Laurent  Rive 
Gauche.  $545.  Opposite: 
Cotton  jacket,  $268,  and 
bikini,  $138,  by  Marc  by 
Marc  Jacobs.  Vintage  18k 
gold-and-coral  pendant 
by  Van  Cleef  &  Arpels. 
$1,500.  Gold-and-beryl 
ring  by  H.  Stern.  $1,400. 
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Cotton  sweater  by  Louis 
Vuitton.  $495.  Swim 
trunks  by  Tomas  Maier. 
$160.  Sunglasses  by 
Robi  by  Robert  Marc. 
$275.  Opposite:  Bikini 
by  Chanel.  $445.  Gold- 
and-turquoise  neck- 
lace,$625,  and  bracelet, 
$455,  by  TENTHOU- 
SANDTHINGS.  Cotton 
towel  by  Porthault.  $174. 
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His  linen  shorts,  $325, 
her  bikini,  $365,  and 
cotton  towel,  $360,  by 
Hermes.  Beach  ball 
by  Burberry  London.  Hair 
by  Roberto  DiCuia  @ 
TRAFIKinc.com.  Makeup 
by  Terri  Apanasewicz 
for  cloutieragency.com. 
Props  by  Jim  Olarte  for 
Locals  Only. 
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BURBERRY  LONDON:  Select 

(800)  7-HSTERN 

MARC  BY  MARC  JACOBS: 

Barneys,  New  York,  Chicago  and 

Burberry  stores,  (800)  284-8480 

Marc  Jacobs,  New  York,  (212) 

Beverly  Hills 

HERMES:  Hermes  stores  nation- 

924-0026 

:ianel 

wide,  (800)  441-4488 

T0MAS  MAIER:  Tomas  Maier, 

bot                       550-0005 

OLIVER  PEOPLES:  Oliver 

Miami,  (305)  531-8383, 

KENZO:  Kenzo,  New  York,  (212) 

Peoples,  New  York  and  Los 

www.tomasmaier.com 

DA                                       o-nan, 

966-4142 

Angeles 

New 

VAN  CLEEF  &  ARPELS:  Van 

and 

L.A.S.C:  L.A.S.C,  Los  Angeles, 

PORTHAULT:  Porthault,  New 

Cleef  &  Arpels,  New  York,  Palm 

and  Ne 

(310)  657-2858,  www.lasport- 

York,  (212)688-1660 

Beach,  Bal  Harbour,  Chicago  anc 

addition. 

ingclub.com 

Beverly  Hills,  (800)  822-5797 

226-140L 

ROBI  8Y  ROBERT  MARC:  Robert 

IS  VUITTONj  Louis  Vuitton, 

Marc,  New  York,  (212)  737-6000 

YVES  SAINT  LAURENT  RIVE 

DKNY:  DKN                             2) 

New  York,  San  Francisco, 

GAUCHE:  Yves  Saint  Laurent 

223-DKNY 

Beverly  Hills  and  Costa  Mesa, 

TENTHOUSANDTHINGS:  TEN- 

Rive  Gauche,  New  York, 

66)  VUITTON,  www.vuit- 

THOUSANDTHINGS,  New 

Costa  Mesa,  Houston, 

H.  STERN:  H.              .MewYork, 

ton.coi  i 

York,  (212)352-1333,  and 

San  Francisco  and  Bal  Harbour 

i  I'.l  sFYI 

ROGER  DUBUIS 

horloger  genevois 


^yrripltthie 


if  Umitect  production  of  28  pieces.  The'<i(Miteva  Seal. 
S  ahtl  .'oth&r  \yaicries  in  our  collection,  please  contact: 
IS  NQ^tH  AMERICA  (570)  970  8888 


By  Mike  Salisbury 
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I  remember  the  first  one  I  ever  saw. 

It  was  a  green  1949  Ford  wagon,  and  it  sat  at  a  gas  station  across  the  street  from 
a  Denny's  on  a  hot  and  treeless  corner  off  Midway  Drive  in  San  Diego.  Leaning 
against  the  fenders  were  two  tanned,  shirtless  guys  with  straw-colored  hair. 
They  both  looked  like  Troy  Donahue,  cocky  and  laughing  and  collecting  change 
from  two  girls  in  pigtails  and  bikinis.  It  was  1964,  summer  in  Southern  California. 
No  one  had  heard  of  the  Beatles  yet;  Viet  Nam  was  still  spelled  as  two  words. 
The  guys  pumped  whatever  amount  of  gas  that  pocket  change  would  buy  back  in 
those  days.  Then,  in  what  seemed  like  a  single,  fluid  motion,  they  hopped  into 
the  woodie  with  the  girls  and  headed  south  on  Pacific  Drive  with  the  tailgate  open 
and  two  yellowed  surfboards  hanging  out  the  back. 

For  an  entire  generation  woodies  were  a  symbol  of  rebellion  and  fun.  They  were 
cheap  and,  like  the  kids  who  drove  them,  they  ran  on  anything.  Owning  a  woodie 
meant  girls  and  freedom  and  cool.  You  turned  the  key  and  you  were  gone,  man,  any- 
where the  Pacific  Coast  Highway  took  you.  As  Jan  &c  Dean  sang,  "I  got  a  34  wagon 
and  I  call  it  a  woodie/ You  know  it's  not  very  cherry,  it's  an  oldie  but  a  goody/  Well 
it  ain't  got  a  back  seat  or  a  rear  window/But  it  still  gets  me  where  I  want  to  go. . ." 

By  the  time  I  had  my  summer  epiphany  in  San  Diego,  woodies  were  already 
in  their  second  incarnation  as  an  American  icon.  Furniture  makers  constructed 
the  first  of  them  on  truck  frames  in  the  late  1920s.  The  car  replaced  the  horse- 
drawn  vehicles — jitneys  or  hacks — that  had  hauled  passengers  from  train  depots 
to  hotels.  Woodies  were,  literally,  "station  wagons,"  and  you'll  see  them  turn  up 
in  old  movies  from  [Wa  witrv  or  Roy  Rogers  film  that 

didn't  feature  a  woodie 

For  roughly  the  next  2c  Chrysler,  Pa<  kard  and  General 

Motors  turned  out  family  wab  1  k  :m({  high-gloss 

lacquer.  The  woodie  was  the  bal  ind  with  grandiose 

names  like  the  Estate  Wagon,  the  Spoi  Country,  they  had 


After  nearly  40  years 
you  can  still  feel 

the  sun,  smell  the 
sea  and  hear  the 
reverb  of  a  surf  suitar. 


*  ■ 


hi 


The  Challengers,  c.  1962. 


a  way  of  spinning  a  slice  of  suburbia  into  a  country  estate. 

But  they  were  expensive  to  produce — 440  board  feet 
went  into  making  a  woodie  by  the  '40s — and  impracti- 
cal to  maintain,  and  pretty  soon  they  were  piling  up  on 
used-car  lots  in  Southern  California,  where  surfers  bought 
them  cheap  and  gave  them  a  second  life  and  a  new  status. 

Surfers  couldn't  afford  the  '50s  models,  so  they  generally 
bought  '40s  wrecks,  often  for  a  king's  ransom  of  up  to  $300. 
Surfer  and  photographer  Tony  Friedkin  had  one.  His  dad 
wrote  The  Pawnbroker  and  co-created  the  /  Spy  TV  series. 
His  mother  was  a  showgirl.  Tony  grew  up  pure  Southland. 
"Despite  sunny  weather,  woodies  required  a  lot  of  main- 
tenance," he  remembers.  "Even  termites  were  a  problem, 
so  people  basically  gave  them  away.  Which  was  great  for 
us.  The  car  carried  longboards  and  you  could  throw  a  bare 
mattress  in  the  back  and  sleep  in  them  on  surfari."  People 
started  calling  woodies  "bedrooms  on  wheels." 

Randy  Nauert  bought  woodies  with  the  money  he 
earned  playing  bass  for  a  popular  surf  band  called  the 
Challengers.  He  and  his  buddies  would  fill  up  the  gas  tank 
with  cleaning  solvent  and  drive  down  to  Dana  Point  to 
surf.  Nauert  says,  "I  would  park  backward  at  the  drive-in 
and  watch  the  movie  with  my  girlfriend." 

Many  of  those  hard-bodied  surfers  of  the  '60s  are 
today  the  jowly  granddads  you  see  at  the  swap  meets, 
longingly  eyeing  some  of  '48  and  remembering  smog- 
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free  sunshine,  clean  water,  clear  waves  and. . .  what  the  hell 
was  her  name,  anyway1? 

Today,  a  final  renaissance  has  come  to  the  woodie — it 
third  incarnation — and  the  car  has  never  been  more  pop 
ular.  With  its  Honduran  mahogany  paneling  and  paste 
paint  restored,  with  its  chrome  and  ivory  Bakelite  fixtures  I 
glimmering,  the' woodie  is  now  one  of  the  most  collectible  H 
of  automobiles.  Who  would  have  believed  it?  • . 

In  Southern  California,  the  place  to  see  any  style  in!  c 
wood  cars  is  the  annual  Wavecrest  meeting,  held  every 
September  at  Moonlight  Beach  near  San  Diego.  Trophies 
are  given  for  Best  1960s  Surfing  Woodie  and  Best  Hot 
Rod  Woodie.  There  are  big-money  restorations  and;« 
Model  A's  with  rotting  wood,  Buick  Estate  Wagons  with' 
fewer  than  50,000  miles  on  the  odometer  and  more  Town 
and  Country  wagons  than  Pasadena's  Rose  Parade. 

Lovely  as  these  ghosts  are,  there's  nothing  that  call 
duplicate  your  first  time.  Nearly  40  years  ago,  on  the 
afternoon  when  I  saw  that  first  woodie  in  a  San  Diego  gas 
station,  I  was  just  out  of  USC  for  the  summer,  on  my 
way  to  my  part-time  job  in  a  suit  and  tie.  What  I  watched* 
from  across  the  street  was  a  preview  of  another  kind  of  life,: 
one  that  was  raw  and  vital,  one  where  a  whole  world  was. 
spread  out  along  the  coast  waiting  to  be  discovered.  It 
was  a  moment  that  changed  my  life — because  that  day  I 
quit  my  job  and  started  surfing.  And  all  because  of  a  car.  • 
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TO  THE  LIST  OF  THINGS  YOU  WISH  YOU 
had  bought  into  on  the  ground  floor — Micro- 
soft stock,  Warhol  doodles,  Maui  real  es- 
tate— you  can  add  a  woodie  station  wagon. 
A  car  that  cost  $40  in  1960  might  today  be 
worth  $50,000.  Probably  more. 

According  to  Hans  Halberstadt's  color- 
ful source  book,  Woodies,  (MetroBooks, 
$14.98),  there  were  150,000  woodies 
manufactured  between  1928  and  1953. 
Some  were  lost  or  were  twisted 
into  hot  rods.  Others  had  to  be  put 
out  of  their  misery  after  hundreds 
of  thousands  of  miles.  Today  only 
about  10,000  survive,  and  5,000 
of  those  belong  to  National  Woodie 
Club  members. 

"People  watch  the  prices  very 
closely,"  says  Ed  Bowman,  a  Cali- 
fornia dentist  and  leading  w.  jdie 
connoisseur.  "I  own  a  fairly  rare 
1940  Ford  Deluxe  and  I  can  tell  you 
that  there  are  no  01;    rs  out  tiers  for 
sale  at  the  moment.  Pi     '  ng  on 


to  them.  Lack  of  supply  drives  the  price  up 
to  ridiculous  levels."  Bowman  recalls  that  a 
fellow  club  member  recently  turned  down 
an  astounding  $120,000  for  his  1940  Ford 
Standard— another  desirable  model. 

So  tight  has  the  market  for  good  wood- 
ies become  that  the  restoration  business 
is  now  booming.  But  don't  expect  that  to 
be  a  cheap  road  either. 


According  to  experts,  you  might  buy  a 
rolling  chassis  with  no  wood  for  between 
$10,000  and  $15,000.  Then  expect  to 
pay  at  least  $50,000  in  parts  alone,  before 
labor  costs.  Restoring  the  wood — even  dry 
rot  can  be  a  problem — or  fabricating  the 
wood  from  scratch  can  add  $35,000  to 
$40,000  to  the  job.  (Halberstadt's  book 
lists  the  nation's  top  restorers.) 

A  good  source  for  sales  information  is 
the  redoubtable  Hemming's  Motor  News 
(www.hemmings.com),  or  the  National 
Woodie  Club  (www.nationalwoodieclub.com) 
where  a  $30  membership 
entitles  you  to  their  mag- 
azine    Woodie 
Times,  which  in- 
cludes compre- 
hensive class- 
ifieds. If  you 
still  don't  find 
what  you're  look- 
ing for,  it's  time  to 
surf  the  Web,  dude. 


Audsrr 

item 
tell 
11-BBI 


M  FORBESPYI 


h 


Advertisement 


ree  Ad  ?ertise\  ■  Information  t0  receive  free  information  from 

orbes  FYI  advertisers,  fill  out  the  postage-paid  card  and  drop  it  in  the  mail,  or  fill  out  the 
formation  form  below  and  fax  this  page  to:  / -630-739-9700 


:essones 

Iden  Shoe 

ufacturer  of  custom-quality  shoes  and  boots  for  dis- 
mnating  gentlemen  since  1884  Call  1-800-325-4252 
risit  www.AldenShoe.com 

omotire 

Hummer 

:  www  hummer.com 

Kumer  Products 

SieMalic 
it  www  siematic.com 

cutue  Gifts 

lack  Daniel's  Single  Barrel  Tennessee  Whiskey 

uper  premium  Tennessee  Whiskey  with  the  robust 

or  of  a  single  barrel  and  the  smooth  character  of  Jack 

iel's  Call  1-888-551-5225 

islt  www  idsmglebarrel  com 

els 

Mauna  Kea 

rid  class  Hawaiian  resort  with  two  luxury  hotels, 
impionship  golf  ccurse.  spa  facilities,  ocean-side  ten- 
courts,  exquisite  dining  and  Hawaii  s  best  beaches. 
1 1-866-PRINCE-6  or  visit 
wprinceresortshawaii.com 
SuperClubs  Grand  Lido  Resorts 
lunous  accommodations,  gourmet  dining.  24-hour 
m  service,  premium  liquors,  unlimited  water  sports, 
nis,  everything  s  included.  No  tipping.  Free  weddings 
1-800-GO-SUPER 

nelryWalches 
Audemars  Piguel  (NA)  Inc. 
ce  1875.  Audemars  Piguet  has  maintained  a  unique 
ce  in  the  world  of  haute  horlogene,  producing  some 
he  finest  and  most  complex  luxury  timepieces. 
1-888-214-6858  or  visit  www.audemarspiguet.com 


6.  Rado  Switzerland 

Rado  is  one  of  the  most  prominent  Swiss  watch  manu- 
facturers and  the  leading  producer  of  ultra-durable, 
scratchproof  design  watches.  Call  1-800-283-RADO 
or  visit  www.rado.com 

7.  Van  Cleef  &  Arpels 

Van  Cleef  &  Arpels  is  one  of  the  world's  most  exquisite 
jewelers  renowned  for  its  innovative  designs  and  tech- 
niques. Call  1-800-822-5797. 

Retail 

8.  General  Cigar 

Macanudo  and  Partagas  Cigars 
Visit  www.cigarworld.com 

Sports/Exercise 

Callaway  Golf 

Call  1-800-228-2767  or  visit  www.callawaygolf.com 

Travel 

Beverly  Hills  Convention  &  Visitors  Bureau 

To  find  out  more  about  Beverly  Hills  world-class  hotels, 
restaurants  and  spas,  call  for  your  free  visitors  guide 
1-800-345-2210  or  visit  www.visitbh.com 

9.  British  Tourist  Authority 

Wales  2002  Have  a  great  time  with  good  friends  during 
the  Queen's  Golden  Jubilee  Year.  For  information, 
call  1-866-841 -8743  or  visit  us  at 
www.travelbritain.org/ukok. 

10.  British  Tourist  Authority 

London  2002  Have  a  great  time  with  good  friends  during 
the  Queen's  Golden  Jubilee  Year.  For  information,  call 
1-866-376-1199  or  visit  us  at  travelbritain.org/ukok. 

11.  British  Tourist  Authority 

Britain  2002  Have"  a  great  time  with  good  friends  during 
the  Queen  s  Golden  Jubilee  Year.  For  information,  call 
1-866-376-1199  or  visit  us  at  travelbritain.org/ukok. 

12.  Holland  America 

Holland  America's  Europe:  Visit  the  most  ports-of-call  on 

the  highest  rated  cruise  fleet  in  Europe. 

Call  1-877-SAIL  HAL  x657  for  a  free  brochure. 

or  visit  www.hollandamerica.com 


13.  New  Mexico  Department  of  Tourism 

New  Mexico.. land  of  Enchantment:  Discover  a  world 
where  mysteries  unfold  and  legends  come  alive.  Put 
yourself  in  a  State  of  Enchantment.  For  FREE  vacation 
guide  call  1-800-SEE  NEW  MEXICO  (1-800-733-6396), 
EXT.  2025  or  visit  www.newmexico.org 

Scottsdale,  Arizona 

With  over  300  days  of  sunshine  a  year,  Scottsdale  is  the 
premier  American  Southwest  destination.  Call  the 
Scottsdale  Convention  &  Visitors  Bureau  toll-free  at 
1-866-227-0307  or  visit  www.scottsdalecvb.com 

Catalog  Connection 

14.  Oyster  Bar  &  Restaurant,  Inc. 

Critically  acclaimed  smoked  specialties,  famous  cheese- 
cake, clothing  and  a  biography  about  the  legend  who 
started  the  tradition  -  all  available  without  traveling  to 
Grand  Central.  Visit  www.oysterbarny.com 

15.  Sierra  Trading  Post 

Name  brand  outdoor  and  casual  clothing,  travel  gear, 
footwear  and  accessories  at  savings  of  35-70%,  call  for 
free  catalog  1-800-713-4534 
or  visit  www.SierraTradingPost.com 

16.  Sports  Tutor  Tennis  Machines 

Tennis  tutor  portable  ball  machines  and  shotmaker  pro- 
fessional machines.  Call  1800-448-8867 
or  visit  www.sportstutor.com 

17.  The  Black  Dog 

Our  catalog  is  full  of  great  stuff  for  you  and  your  four- 
legged  friends.  Call  1-800-626-1991  or  visit 
www.theblackdog.com 

18.  Vixen  Hill  Gazebos 

Discover  our  wide  variety  of  modular  cedar  Gazebos  & 
Garden  Houses  of  enduring  heirloom  quality  built  from 
the  finest  materials.  Call  1-800-423-2766  or  visit 
www.VixenHill.com 


Issue  Date:  May  13.  2002  •  Offer  Expires:  August,  2002 
"/D=Web  visit  phone  call  only 


Free  Advertiser  Information  To  receive  free  information  from  Forbes  FYI  advertisers, 
fill  out  this  form,  circle  the  advertiser's  number(s)  in  which  you're  interested 
and  fax  this  page  to:  / -630-739-9700 


Name_ 
Title 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

Company, 
Address_ 


City_ 


^State_ 


_Zip  Code 


Phone  (  )_ 

e-mail 


Fax( 


A  son  floats  into  adolescence 
on  Idaho's  "River  of  No  Return." 
By  Andrew  Ferguson 


-^Salmon 

River 

Send-off 


My  son  lives  at  the  moment  in  the  no-man's  land  between  nine  years  of 

age  and  ten — too  big  to  be  a  little  boy  any  longer,  but  too  little  to  be  big.  This  is 
not  the  way  he  sees  it,  of  course.  In  his  mind's  eye  he  is  a  fully  autonomous  being, 
a  strutting,  self-confident  stud.  In  his  mind's  eye  he  is  held  back  in  his  galloping 
progress  by  the  forces  of  decay  and  reaction.  That  would  be  me.  •  I  had  been  look- 
ing for  something  that  he  and  I  might  do  together,  to  deepen  our  father-son  rela- 
tionship at  such  a  pivotal  point  in  his  growth.  This  was  not  as  easy  as  it  sounds,  since 
our  tastes  have  begun  to  diverge.  In  earlier  days,  there  was  only  one  set  of  tastes  to 
satisfy  in  selecting  father-and-son  outings:  my  own.  He  seemed  happy  just  to  tag 
along.  Outings  in  those  days  were  thus  brief,  warm  and  dry,  indoors,  as  a  rule,  and 
preferably  not  more  than  a  half  hour's  drive  from  a  fairly  good  restaurant  with  a 
liquor  license.  My  son's  tastes,  now  asserting  themselves,  tend  toward  the  out-of- 
doors;  specifically  toward  activities  involving  tents,  cooking  utensils,  firewood, 
bug  spray,  bugs.  He  picked  all  this  up  as  a  Webelo.  I  was  never  a  Webelo.  •  Royal 
Salmon  River  Rafting,  run  by  the  internationa]  outfitting  firm  Abercrombie  &  Kent, 
presented  itself  as  a  kin<  "^promise.  A  friend  described  it  as  an 

example  of  the  new  trend  to  :ations,"  and  I  agreed  to  it  in  spite  of 

many  deep-seated  mi  ;  ,ls  both  an  "adventure"  and  a 

■Vacation"  was— let's  be  :  ;  i ,  The  two  words  cancel  each 
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stration  by  Joseph  Sali 
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other  out.  A  vacation,  by  my  understanding  of  the  term, 
is  a  period  of  time  from  which  everything  resembling  an 
"adventure"  has  been  excluded  through  careful  planning 
and  meticulous  forethought.  "Vacation"  suggests  relax- 
ation; "adventure"  guarantees  agitation.  In  fact,  the  appeal 
of  camping  itself  has  always  been  unclear  to  me. 

Looked  at  a  certain  way,  camping  is  an  act  of  ingrati- 
tude. For  millennia,  mankind  has  labored  to  fashion  con- 
veniences that  will  make  the  lives  of  future  generations 
easier  and  more  pleasant.  Beds,  toasters,  light  bulbs,  elec- 
tric can  openers,  walls,  roofs — the  list  is  nearly  endless — 
sheets! — these  have  been  developed  by  our  forebears  for 
our  benefit  at  considerable  expense  in  blood  and  treasure. 
To  repudiate  their  inventions  is  to  aim  a  loud,  sputtering 
raspberry  into  the  upturned  faces  of  our  grandfathers. 

But  that's  exactly  what  camping  entails:  willful,  perverse 
self-deprivation  of  the  devices  that  make  life  tolerable  and 
that  are  readily  available  if  one  simply  stays  home.  It's  as 
though  one  were  to  decide  that  for  the  next  five  days  one 
would  pick  things  up  using  only  three  fingers  on  the  left 
hand,  or  communicate  without  using  the  letter  s.  It  can  be 
done,  but  why? 

Needless  to  say,  I  made  none  of  these  arguments  to  my 
nine-year-old.  But  I  did  insist  on  a  compromise,  which  is 
that  if  we  were  going  to  rough  it,  we  would  do  so  as 
smoothly  as  possible.  Our  "River  Adventure"  would  be  the 
luxury  kind.  In  fact,  it  was  the  term  "luxury  river  camp," 
printed  prominently  in  the  A&K  promotional  materials, 
that  I  found  irresistible.  For  me,  it  conjured  up  images  of 
big  game  hunting  with  Stewart  Granger  and  Deborah 
Kerr  on  the  Serengeti,  complete  with  candlelight  dinners 
and  hogsheads  of  brandy  and  native  bearers  and  (espe- 
cially) Deborah  Kerr. 

I  wasn't  too  far  off.  In  the  camping  world,  "luxury"  is  a 
term  of  art  with  many  implications.  It  means  that  tents  are 
assembled  and  pitched  for  the  guests.  Menus  are  elaborate, 
and  they  to<  a  r  prepared  by  the  staff— who  presumably 
know  what  th(  y  e  doing — and  are  ith  real  uten- 

sils on  tabU^  draped  in  linen.  At  be<  »ts  co  ne  into 

play.  I  urn  hj  sic  I  part, 

would  be  sti  'ocktaiis  deed 

encouraged,  pourfreeU     i 

My  son,  i  .uld  experience  th< 

scenery  of  we^  •  lower  Salmon  ■  n 

as  his  relation  i  her  deepened,  rip< 

mellow  on  a  f<  ;  ,1  ;Cspect  and  I 

was  [he  idea,  a 

Itwasn'tunti.  a-tolda        hat  1  dis- 

covered that  the  .n  as  "The  Rivei  of  No 
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Return."  Even  allowing  for  the  usual  Big  Sky  Country/ 
Mountain  Man  chest-thumping,  this  struck  me  as  unset- 
tling. My  son  came  across  a  poem  with  that  title  in  a  guide- 
book. "Men  have  floated  on  your  waters/They've  explored 
from  end  to  end — "  he  read  eagerly.  "Still  they  never  return 
homeward/By  the  way  they  did  descend." 

"I  see,"  I  said. 

"For  your  waterfalls  and  canyons,"  he  continued,  "And 
your  rapids,  swift  and  strong/Find  them  weak  and  quite 
bewildered/As  your  might  they  would  disarm." 

"Weak  and  bewildered,"  I  said.  "Aha." 

Of  course  I  needn't  have  worried.  White-water  rafting 
is  one  of  the  safest  of  outdoor  recreations — safer  than  para- 
sailing  or  heliskiing  or  any  of  the  other  insane  activities 
spiritually  needy  yuppies  engage  in  to  fill  up  their  empty  tndto 
lives.  During  our  adventure  I  was  assured  of  this  con-  juthor 
stantly,  beginning  the  first  morning,  on  the  banks  of  the  map 
Salmon,  at  our  put-in  point  near  White  Bird,  Idaho.  'Vrigri 

"Rafting  is  statistically  one  of  the  safest  sports  there  is,"  !)rop, 
said  our  lead  guide,  a  cheerful  young  woman  named  Neelv. 
"But  that's  because  we  put  safety  first.  Always,  always,  li 'all  at 
Safety  is  the  first  requirement."  (The  logic  escaped  me  iiftwi 
again.  If  safety  was  our  chief  concern,  wouldn't  we  all  be  at 
home?  A  Barcalounger  is  safe.  A  living  room  in  the  sub- 
urbs is  safe.  A  River  of  No  Return,  by  definition,  will  not  ji 
be  as  safe  as  a  Barcalounger.) 

We  had  seven  guides  in  all,  including  our  cook,  which  lie". 
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made  for  a  pleasant,  indeed  luxurious,  one-to-two  ratio 
between  the  minders  and  the  14  passengers.  The  guides 
were  attractive  and  well-bronzed  young  people  who  gave 
off  little  sunbursts  of  robust  good  health.  As  we  stood  on 
the  bank  that  first  afternoon,  they  took  turns  explaining 
various  aspects  of  trip  etiquette:  How,  for  example,  one 
went  to  the  bathroom  when,  technically,  there  were  no 
bathrooms. 

Each  of  our  large  rubber  rafts  trailed  a  two-man  kayak, 
at  the  ready  for  any  adventuresome  guest  who  chose  to 
shoot  the  rapids  solo  or  with  a  partner.  Many  years  ago,  be- 
fore most  of  our  guides  had  been  born,  I  once  shot  a  set  of 
rapids  in  a  kayak  and  swallowed  a  great  deal  of  river  water, 
■which  led  to  a  conviction  never  to  do  such  a  thing  again. 
As  we  pushed  off  into  the  river,  I  looked  downstream  at 
the  first  approaching  rapids,  and  then  back  at  the  kayak 
bobbing  along  behind  us.  I  made  a  mental  note:  Stay  out 
of  the  kayak. 

"Dad!"  my  son  suddenly  shouted.  "Let's  get  in  the 
kayak!" 

My  heart  sank. 

"Please!"  he  said. 
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imping  is^an  act  of  ingratitude " 


I  would  not  be  moved. 

"Please!" 

He  had  his  Orioles  baseball  cap  pressed  low  over  his 

'ow,  the  bill  slightly  off-center.  The  top  of  his  life  jacket 

essed  against  his  chin  and  cheeks.  His  braces  flashed  in 

e  sun's  glare. 
"We'll  see,"  I  said  firmly. 
His  resolve  was  reinforced,  and  mine  weakened,  by  two 

her  fathers  on  the  trip,  who  kayaked  effortlessly  through 

e  rapids  with  their  small  children.  Squeals  of  pleasure 

hoed  off  the  towering  hillsides. 

"Please?" 

Before  the  end  of  the  first  day  I  gave  in,  of  course.  Neely 

Id  us  we  had  two  sets  of  rapids  before  we  made  camp, 
id  to  quiet  my  son — and  to  somehow  validate  my  fatherly 

thority — we  climbed  into  a  kayak.  I  have  since  looked  at 
map  ot  this  part  of  the  river.  The  two  rapids  are  called 
/right-Way  Drop,  which  sounds  fine,  and  Demon's 

rop,  which  doesn't.  "This  sharp  drop,  with  big  waves," 

vs  the  map  about  Wright- Way,  "takes  you  into  the  left 
all  at  the  bottom."  And  indeed  it  did — smack  into  the 
ft  wall,  with  teeth-shattering  force. 

As  for  Demon's  Drop,  the  map  says:  "Large,  curling 
aves  appear  here  at  some  flows.  Avoid  the  center  area  tur- 
llence — it  indicates  a  hole." 

It  won't  surprise  you  to  learn  that  I  was  unable  to  avoid 
le  "center  area  turbulence,"  and  that  my  son  and  I  went 
irreling  into  the  hole.  But  what  you  might  be  surprised 

learn  is  that  I,  being  unable  to  keep  the  boat  pointed 

I  wished,  somehow  paddled  us  through  the  entire 
pid  backwards.  Instead  of  peering  into  the  maw  of 
:ath  as  it  gaped  open  below  our  kayak,  we  found  our- 
lves  staring  back  at  the  puzzled,  disbelieving  faces  of 
lr  guides  in  the  rafts  20  yards  behind  us.  And  then, 
irough  the  rush  of  water  in  our  ears,  we  heard  laughter 
nging  out. 

"Wow,"  a  guide  said  when  he  caught  up  with  us  in  the 
ill  pool  beyond  the  rapids.  "I've  never  seen  anyone  do  that 
ickwards  before." 

My  son  didn't  say  much.  Neither  did  I — nothing  at 

,  in  fact,  until  the  campsite  loomed  up  ahead  of  us,  with 

e  luxurious  tents  spread  out  in  a  semicircle  over  a  half- 
loon  of  sparkling  sand,  with  the  smell  of  grilled  salmon 
sing  from  a  makeshift  kitchen.  And  when  at  last  I  did 
jeak,  having  hauled  the  kayak  up  the  beach,  what  I  said 
as,  "Gin." 

That  night  before  bed  I  overheard  my  son  talking  to  one 
f  the  other  fathers.  "Can  I  ride  in  a  kayak  with  you  to- 
lorrow?"  he  said. 


The  luxury  took  the  bruises  out  of  camp- 
ing; the  sumptuous  meals,  roomy  tents 
and  pillowy  sleeping  bags  on  comfort- 
able cots  were  all  as  advertised.  But 
the  sting  that  arose  from  the  evident 
deficiencies  in  my  fatherly  performance 
would  not  be  salved  so  easily.  (Gin  actu- 
ally helps  a  lot,  by  the  way.)  My  son  and 
I  never  did  get  back  into  a  kayak  together;  he  seemed  un- 
interested in  the  prospect  of  reuniting  our  father-and-son 
team.  His  disappointment  deepened  one  morning  when 
we  hiked  up  a  steep  hill  behind  our  campsite  and  I  had  to 
turn  back  from  an  attack  of  vertigo;  he  went  on  ahead,  say- 
ing kindly,  "I'll  let  you  know  if  it  gets  too  dangerous,  Dad." 
I  reclaimed  some  face  later,  though,  when  I  joined 
a  guide  in  leading  a  party  of  guests  deep  into  one  of 
the  abandoned  mineshafts  that  dot  the  canyon  walls. 
(Claustrophobia  has  never  been  a  problem  for  me. 
Heights,  yes;  lethal,  roaring  white-water,  yes.  But  not 
enclosed  spaces.)  My  prestige,  indeed,  might  have  been 
totally  restored  by  our  mineshaft  adventure  had  I  not 
run  headlong  into  a  low-lying  pipe  and  laid  myself  out 
across  the  bodies  of  two  children  behind  me. 

As  the  days  melted  into  one  another,  my  son's  self-con- 
fidence grew,  and  the  vision  of  the  little  nine-year-old  boy 
I  had  hoped  to  hold  onto  receded.  On  our  last  night,  one  of 
the  guides  organized  the  children  to  perform  in  a  talent 
show.  They  danced  and  sang  under  the  stars,  and  for  a 
showstopping  finale  my  son  did  an  alarmingly  accurate 
impression  of  the  man  then  known  as  Sean  "Puffy"  Combs. 
I  didn't  know  he  even  knew  who  Puffy  Combs  was. 

All  week  we  had  enjoyed  perfect  weather,  but  on  this 
last  night  we  heard  distant  rumbles  from  a  storm  entering 
the  canyon  miles  upstream.  It  hit  as  we  were  drifting  off 
to  sleep.  I  could  hear  my  son  tossing  on  his  cot.  Suddenly 
the  wind  detached  the  tarp  and  the  rain  pounded  brutally 
against  the  tent  roof.  "Yow!"  he  said.  I  ducked  outside, 
pulled  the  tarp  back  and  secured  it  as  best  I  could,  and 
when  I  crawled  back  inside  he  was  standing  there  in  his 
long  Johns,  shivering. 

I  got  back  into  my  cot  and  pulled  the  sleeping  bag  over 
me.  In  the  dark,  under  the  thunder,  I  heard  him  say, 
"Daddy?"  I  lifted  the  flap  of  my  sleeping  bag  and  he 
crawled  inside,  and  in  an  instant  he  was  asleep  in  my  arms, 
where  he  would  remain  until  sunup.  • 


For  information  on  I  his  summer's  Abercrombie  &  Kent  river 
rafting  tours,  call  (800)  323-7308  or  visit  www. abercrom- 
bieandkent.com 
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A  Size  matters — and  sometimes  the 

smaller,  the  better,  at  least  in  the  case  of  Panasonic's 
new  SV-AV10,  a  combination  audio/video  player  and 
recorder  with  a  two-inch  flip-out  LCD  screen.  It  can 
play  back  MP3  audio,  function  as  a  voice  recorder, 
and  record  and  play  back  video  and  digital  still  photos. 
$450;  www.panasonic.ccm  for  a  retailer  near  you. 


highlights  a  variety 
just  being  a  cool  co 
built-in  MP3  player, 
games,  games.  $59* 


Sony's  Clie  PEG-NR70V 
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What  you  need  is  a  treetop 

haven,  far  above  earthly  concerns. 

By  Thomas  Jackson 

OME 

BRANCH 


[HERE  ARK  CERTAIN  childhood  fantasies  you'U  never  fulfill,  such  as  marry- 
ing  vmir  fifth-grade  teacher  and  subsisting  solely  on  Lucky  Charms.  The  treehouse 
you  always  wanted,  however,  you  can  have.  As  a  grown-up,  you  could  make  one  your- 
self, and  shatter  every  building  code  in  existence,  or  you  could  call  in  the  experts. 
Since  1997,  a  Seattle  concern  called  the  Treehouse  Workshop  has  built  about  30 
arborial  manors  from  Washington  to  Massachusetts.  Its  treehouses,  which  price 
from  $60,000  to  the  sky,  are  marvels  of  improvisational  design,  cleverly  adapted  to 
the  trees  they're  made  for.  Their  owners  use  them  as  offices,  guest  bedrooms,  art 
studios,  cigar  rooms  or  what  the  Treehouse  Workshop  guys  call  "escape  pods."  The 
original  inspiration  behind  the  Workshop  is  Pete  Nelson,  a  master  builder  and 
author  of  a  number  of  treehouse  books.  The  technical  heft  comes  from  a  timber  framer 
named  Jake  Jacob,  who  doubles  as  a  professional  wood  scavenger.  Thanks  largely 
to  Jacob's  efforts,  many  of  the  treehouses  are  built  from  exquisite  materials  salvaged 
from  demolished  industrial  structures,  old  houses  and  the  Columbia  River,  which 
is  full  of  boom  logs  left  by  the  logging  industry.  As  for  the  trees  themselves,  Nelson 
and  Jacob  always  solicit  their  consent.  "If  it's  the  kind  of  tree  that's  climbable," 
says  Jacob,  "I'll  climb  it  and  spend  a  little  time  in  it."  The  Treehouse  Workshop, 
Inc.,jojN.  W.  4yd,  Seattle,  WAgSioj;  (206)  782-0208;  www.treehouseworkshop.com. 


A  House  Fit 
For  a  Hobbit 

Nestled  into  a  seven-stem  big 
leaf  maple,  this  treehouse 
has  27  separate  wall  planes. 
The  foundation  timbers,  the 
railing  and  the  pickets  are  all 
reclaimed  Douglas  fir,  former 
boom  logs  plucked  from  the 
Columbia  River,  while  the  out- 
side walls  are  beautifully  craft- 
ed board  and  batten  western 
red  cedar.  Inside  are  lanterns 
Jacob  found  in  a  village  in 
Provence,  and  handles  along 
the  inner  staircase  are  from  the 
steerage  decks  of  an  English 
passenger  ship.  The  treehouse 
is  wired  for  power  with  seven 
electrical  outlets.  It  was 
originally  built  for  the  adults, 
but  the  children  have  since 
taken  it  over.  Cost:  $200,000. 
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Pied-a-Terre 
en  Air 

Built  on  a  six-tree  stand  of 
Douglas  firs  and  western 
hemlocks  on  a  horse  farm  in 
Washington  state,  this  one 
story,  315-square-foot  tree- 
house  has  a  living  room,  a 
bedroom  and  a  bathroom 
equipped  with  an  incinerating 
toilet.  The  cathedral  ceilings 
vault  to  15  feet.  The  out- 
side railings  are  Douglas  fir, 
and  the  vertical  pickets  were 
all  gathered  up  from  around 
the  property  itself.  The  Work- 
shop built  another  treehouse 
nearby,  which  serves  as  the 
property  manager's  office.  Not 
bad,  as  work  spaces  go.  Cost 
for  both  treehouses:  $390,000. 
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A  Fir  Runs 
Through  It 

Built  for  a  Microsoft  executive, 
this  treehouse,  above  and  left, 
is  fittingly  the  most  modern- 
looking  of  the  lot.  It  embraces 
an  old  Douglas  fir  growing  from 
the  upper  lip  of  a  ravine  and 
hangs  nearly  20  feet  over  the 
ground  on  one  side.  Two  stories 
tall,  the  treehouse  stands  23 
feet  top  to  bottom  and  weighs 
about  18,000  pounds.  It  is 
attached  by  seven  supporting 
knee  brackets  at  the  bottom, 
and  doesn't  touch  the  tree 
anywhere  above.  The  extra 
space  around  the  trunk  on  the 
floor,  shown  at  left,  gives  the 
tree  room  to  sway,  permits  it 
to  grow  in  girth  and,  very  impor- 
tantly, allows  for  insect  traffic. 
Yes,  insect  traffic.  The  outside 
walls  are  board  and  batten 
cedar,  while  the  beams  inside 
are  recycled  Douglas  fir,  all 
milled  by  Treehouse  Workshop's 
own  sawyer.  This  place  is  a 
sanctuary  to  its  owners — Mom 
and  Dad  use  it  to  practice  qi 
gong  and  the  children  have 
slumber  parties  and  raise  hell 
generally.  Cost:  $100,000.  • 
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ftXLES 
OFEVIL 

THREE  NATIONS  CONTRIBUTE  TO  THIS  SUMMER'S  LINEUP  OF  MEAN 

STREET  MACHINES.  NOWTHAT'S  OUR  KIND  OF  GLOBAL  TH  REAT. 


DUAL 
BRITANNIA 

There'll  always  be  an  era 
of  big  twin  English  bikes 
now  that  Triumph  has 
brought  back  this  classic 
Bonneville  TIOO.  It  cele- 
brates the  company's 
100th  birthday.  Riders 
old  enough  to  remember 
the  1960s  and  1970s 
will  recall  the  love  they 
showered  upon  their 
"Trumpies,"  but  also  the 
frustrations  they  shared, 
like  persistent  oil  leaks 
am.'  Lucas  "Prince  of 
Darkness"  electronics 
that  were  maddeningly 


unpredictable.  Those 
problems  are  gone  now 
that  new  technology 
has  been  applied  to  this 
remake.  The  five-speed, 
790cc  T100  still  has 
twin  carbs,  but  who 
would  have  dreamed  of 
carburetor  heaters  30 
years  ago?  And  the  igni- 
tion is  now  digital. 
(Remember  when  the 
points  used  to  fry  for  no 
reason?)  The  famous 
teardrop  tank  corn^' 
sky  blue,  scarlet  red 
and  forest  green.  Cost' 
$7,599.  www.triumph.cc.uk 

PHOTOGRAPHS  BY 
RON  REEVES 
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DIVA 
ITALIA 


(No  one  loves  women 
■more  than  the  Italians 
Ido.  Which  is  why  Ducati 
pet  about  building  a 
bike  that  would  be  fast 
nd  fun  but  also  easy 
nd  more  comfortable  to 
ride  than  most  sport 
models.  Presto:  the  new 
Ducati  Monster  620  i.e. 
It's  as  light  as  a  bowl  of 
angel-hair  pasta,  as 
comfortable  as  a  pair 
of  Guccis  and  it's  already 
proven  to  be  the  bike 
of  choice  for  women 
in  Europe.  The  five-speed, 
618cc  engine  gives 
excellent  balance  to  the 


bike's  overall  weight 
of  a  little  less  than  400 
pounds.  So  it  moves 
through  curves  with  all 
the  confidence  and 
grace  of  Mastroianni  in 
Divorce,  Italian  Style.  At 
roughly  $6,995,  the  price 
is  also  molto  piacevole. 
www.  ducati  usa.  com 


ROCKS 
AMERICANA 


There's  a  strange-looking 
new  hog  on  the  road. 
The  DNA  is  all  American, 
but  the  2002  Harley- 
Davidson  VRSCA  V-Rod 
advances  the  species 
into  the  21st  century: 
It's  not  a  cruiser,  exactly, 
and  not  a  sport  bike 
either.  A  bit  of  both, 
what  fans  have  been 
calling  a  "power  cruiser." 
Which  seems  an  apt 
description  considering 
that  the  1130cc,  115-hp 
engine  will  rocket  the 


thing  to  a  pretty  astound- 
ing, and  ear-splitting, 
140  miles  per  hour. 
(Note  that  the  V-Rod's 
power  plant  was  inspired 
by  the  company's  VR 
1000  Superbike  racing 
efforts.)  As  for  the 
$16,995  V-Rod's  looks, 
Harley  purists  will  per- 
haps be  horrified  at 
first.  (It  reminded  us  a 
little  of  the  monster  in 
the  sci-fi  classic  Alien.) 
But  we  suspect  that 
a  test  drive  will  vanquish 
any  lingering  thoughts 
of  buying  Japanese. 
www.  harley-da  vidson.  com 
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LLUSTRATION  BY  MICHELLE  CHANG 

BY  RICHARD  ZACKS 


Forget  everything  you  thought  you  knew  about  the  pirate 

life.  They  never  buried  treasure  or  walked  the  plank, 
and  nobody  ever  said  "Arrrrrgggg,  matey!"  Here  is  an 
erpt  from  THE  PIRATE  HUNTER:  The  True  Story  of 
Captain  Kidd,to  be  pubi$hed  next  month  by  Hyperion  Books. 

I  i    5  EAS'i    TO  SEE  WHY  MEN  WERE  READY  TO  TAKE  THE  RISK  OF  LIVING  THE  PIRATE'S  LIFE. 

The  alternative  of  honest  work  was  bleak.  Signing  up  on  a  merchant  vessel  often  meant  low 
wages,  scant  rations  (to  save  merchants'  money)  and  extremely  hard  work  under  an  abusive 
captain  who  could  mete  out  most  any  punishment  short  of  death.  One  clever  captain,  who 
caught  a  man  stealing,  forced  the  sailor  to  stick  his  finger  in  a  hole  in  a  heavy  wooden  block, 
then  he  drove  in  splintered  wedges  and  made  the  sailor  carry  the  blood-splattered  block  around 
for  two  hours.  •  So  much  misinformation  has  been  scribbled  over  the  centuries  about  pirates, 
so  many  movies  made,  from  Errol  Flynn  as  Captain  Blood  to  the  various  Captain  Hooks 
in  Peter  Pan,  that  it  might  be  helpful,  in  one  quick  blast,  to  sweep  away  some  of  the  common 
misconceptions.  •  Pirates  rarely  sailed  under  the  black  flag  with  skull  and  crossbones,  and 
certainly  not  in  the  17th  century.  They  generally  opted  for  a  ruse  de  guerre,  and  used  a  flag 
of  some  country  likely  to 'lull  the  intended  prey  into  sidling  closer.  If  that  failed,  pirates  in 
this  era  hoisted  a  simple  Bloody  Red  Flag  (Jolie  Rouge),  the  succinct  notice  to  the  merchant 
vessel  that  any  attempt  at  fighting  free  would  result  in  death  for  even-  single  person  aboard. 


Pirates  rarely  buried  treasure  but  drank  it  up  or  spent 
it  on  whores.  If  they  didn't  bury  it,  then  that  standard, 
the  treasure  map,  didn't  exist  either.  Edgar  Allan  Poe 
and  his  "Gold  Bug"  notwithstanding,  not  a  single  auth- 
entic treasure  map  has  ever  been  preserved.  As  for  walk- 
ing the  plank,  most  pirate  victims  rarely  made  such  a 
ceremonious  exit. 

The  captains  of  pirate  ships  were  not  autocrats  but 
commanded  with  the  voted  permission  of  their  crew,  and 
pirate  captains,  in  any  case,  commanded  only  during  chase 
and  battle.  All  other  major  decisions,  such  as  where  to 
sail  to  look  for  prey  or  what  punishments  should  be  meted 
out,  were  voted  on.  The  pirate  ship  circa  1700  ranked 
among  the  most  democratic  institutions  in  a  world  that 
still  mostly  honored  the  Divine  Right  of  Kings. 

All  food  and  liquor  was  to  be  shared  equally,  a  mind- 
boggling  concept  for  sailors  long  used  to  watching  officers 


ranked  among  the  most  democratic 

institutions  in  a  world  that  still  mostly 
honored  the  Divine  Right  of  Kings. 

dine  and  guzzle  for  hours  on  end.  Treasure  too  was 
divvied  up  on  an  almost  equal  basis,  with  perhaps  a 
double  share  for  the  captain  and  quartermaster.  Historians 
might  niggle,  but  some  of  the  concepts  of  "Liberty, 
Equality,  Fraternity"  that  blossomed  almost  a  century  later 
in  the  American  and  French  revolutions  were  practiced 
aboard  pirate  ships.  Also,  a  healthy  disrespect  for  author- 
ity spurred  many  of  their  actions. 

And  in  this  disrespect,  some  of  the  myths  about  pirates 
turn  out  to  be  accurate.  Pirates  cursed  a  lot  and  often 
wore  wild,  outrageous  clothes.  On  shore,  for  instance,  in 
Boston  in  1691,  shoemaker  William  Smith  was  overheard 
saying  to  his  wife,  "God  damn  you!,"  "the  Devil  rot  vou!" 
and  "Pox  take  you."  For  this  he  was  sentenced  to  two 
hours  in  the  stocks.  When  William  Snelgrave  was  cap- 
tured by  pirates  off  the  coast  of  Africa,  he  was  astounded 
by  the  "execrable  oaths  and  blasphemies  |  which  |  shocked 
me  to  such  a  degree  that  in  Hell  itself  I  thought  there 
could  not  be  worse."  One  pirate  captain,  in  his  cups, 
vowed:  "If  we  swing  our  grappling    0  desontoth 


and  attack  Heaven  itself,  I'd  aim  my  first  shot  at  God 
As  for  clothes,  in  most  countries  sumptuary  laws  sti 
regulated  what  the  poor  could  wear,  forbidding  th 
non-property  owners,  from  donning  luxury  items  sue 
as  fur  collars  or  wigs  or  silks.  Where  laws  didn't  dictat 
drab  clothes  for  the  poor,  custom  discouraged  anyon 
not  wealthy  from- ostentatious  dressing.  Pirates,  on  th 
other  hand,  damned  the  whole  business  and  outfitte 
themselves  in  whatever  insane  melange  of  stolen  finery 
they  fancied.  Prisoners  observed  pirates  teetering  ashore 
in  ill-fitting  silver-buckled  pumps  or  cinched  into  tight 
waistcoats  with  gold  buttons.  Sailors,  who  often  had  to 
mend  sails,  were  generally  adept  at  needlework;  so,  while 
merchantmen  might  turn  a  scrap  of  canvas  into  tarred 
trousers,  pirates  would  take  the  richest  striped  silk  of 
the  East  Indies  to  fashion  their  wardrobe.  One  favorite 
accessory  was  a  bright-colored  sash  draped  over  one 
shoulder,  with  loops  to  carry  two 
or  three  pistols.  (Gunpowder  at 
sea  was  so  unreliable  that  extra  ■<.. 
weapons  were  a  must,  and  reload-   ' 
ing  could  take  a  half  minute  of 
extreme  vulnerability.) 

It  is  of  course  hard  to  gener- 
alize about  hundreds  of  pirate 
ships  that  preyed  on  merchants 
from  the  waning  days  of  Carib- 
bean privateering  in  the  1680s  to 
the  mass  hangings  of  the  1720s, 
but  from  perusing  trial  testimony 
and  eyewitness  accounts  by  pris- 
oners, certain  facts  about  their 
lives  come  into  focus. 

Pirates  were  mostly  young, 
foul-mouthed  men  on  stolen  ships  ita 
on  a  constant  search  for  liquor,  money  and  women.  More 
often  than  not,  they  terrified  undermanned  merchant  il: 
ships  into  surrender  without  having  to  fight.  Since  few  of 
them  ever  returned  home  with  their  stolen  loot,  pirates 
knew  they  were  choosing  a  lifestyle — "A  merry  life  and 
a  short  one,"  boasted  Bartholomew  Roberts — rather  than 
a  shot  at  accumulating  a  nest  egg.  Few  pirates  were  mar- 
ried, and  some  crews  even  forbade  married  men.  "Their 
lives  were  a  continual  alternation  between  idleness  and 
extreme  toil,  riotous  debauchery  and  great  privation, 
prolonged  monotony  and  days  of  great  excitement  and 
adventure,"  wrote  John  Biddulph  in  Pirates  of  Malabar. 
"At  one  moment,  they  were  revelling  in  unlimited  rum, 
and  gambling  for  handfuls  of  gold  and  diamonds;  at 
another,  half  starving  for  food  and  reduced  to  a  pint  of 
water  a  day  under  a  tropical  sun." 

Drunk,  cursing,  hungry,  horny.  And  violent.  Pirates — 

these  cursing  young  men  in  their  crazy  clothes,  brandish- 

words  and  pistols — expected  immediate  surrender 


II 


and  were  deeply  offended  by  being  forced  to  fight.  • 
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the  extraordinary  in  the  everyday,  such 
as  these,  from  left  Stan  Douglas's 
Michigan  Theater,  Massimo  Vitali's  Sea 
#2  and  Roy  Arden's  Wal-Mart  Store 
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PHOTOGRAPHY  TRANSFORMED 


The  Metropolitan  Bank  &  Trust  Collection,  Harry  N.  Abrams;  $75 


A  community  bank  in  a  sub- 
urb of  Cleveland,  Ohio,  is 
an  unlikely  repository  for  an 
important  collection  of  contemporary 
photography,  but  there  it  is.  Robert 
M.  Kaye,  Metropolitan  Bank  & 
Taist's  chairman,  has  been  acquiring 
for  20  yeai  .  but  until  now  his 
collection  has  been  solely  for  the 
enjoymen  |      mployees  and 

custoi  '  'Jucedin 

this  beautifu  v  .  many  of 


which  are  currently  on  display  at  the 
Cleveland  Museum  of  Art,  include 
photographs  by  Robert  Rausch- 
enberg,  Joseph  Beuys,  Andy  Warhol, 
Gerhard  Richter  and  Jeff  Koons, 
as  well  as  numerous  lesser-known 
20th-century  greats.  Leafing  through 
its  pages,  one  is  struck  not  just  by  the 
photographs  themselves,  but  by  the 
way  they  fit  together  as  a  collection. 
They  are,  after  all,  the  reflection  of 
one  banker's  very  good  taste. 
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Required  Reading 


M|  onv  Perrottet  recently  found 

>'      himself  in  Room  354  of  the 

i&    Museum  ot  Egyptian  Anti- 

[uities  in  Cairo,  in  the  company  ot 

.  curator  named  Nasry  and  the 

hriveled  corpse  of  Pharaoh  Tuth- 

nosis  III,  who,  despite  being  3,500 

ears  old,  still  had  hair  and  nice 

eeth.  At  Nasrv's  urging,  and  against 

is  own  better  judgment,  Perrottet 

ouched  the  mummv,  running  his 

1  finger  along  its  dark, 

hard  forearm. 

Soon  afterward, 
weird  things  started 
happening.  Perrottet 
learned  the  next 
day  that  his  apart- 
ment back,  in  New 
York  City  had  been 
flooded,  and  a  tew 
days  later  the  train  he 
was  riding  to  Luxor 
was  stoned  by  hool- 
igans. His  traveling 
companion  got  food 
poisoning,  and  the 
two  of  them  were  trapped  for  a  ter- 
rifying 30  minutes  in  the  elevator  of 
their  hotel.  These  misfortunes  con- 
vinced Perrottet  that  an  offended 
Tuthmosis  was  toying  with  him,  so 
when  he  got  to  Luxor's  Valley  ot  the 
Kings,  he  sought  out  the  old  man's 
tomb,  climbed  into  his  sarcophagus, 
lay  down  and  quietly  said  he  was 
sorrv.  Knowing  how  vain  immor- 
tals can  be,  he  added  that  he  would 
gladly  mention  Tuthmosis  promi- 
nently in  his  upcoming  book,  to  be 
published  by  Random  House. 

Route  66  A.D.  is  that  book,  and 
Perrottet  has  not  only  appeased 
Tuthmosis,  he  has  produced  a 
charming  popular  history  of  ancient 
Roman  sight-seeing,  an  activity  it 
turns  out  they  loved  as  much  as  we 
do.  In  fact,  they  invented  it.  During 


ROUTE  66  A.D.:  On  the  Trail  of  Ancient  Roman  Tourists 


by  Tony  Perrottet;  Random  House;  $24.95 


the  Pax  Romana  (30 
B.C.— A.D.  200),  still 
the  longest  period  of 
uninterrupted  peace  in 
European  history,  rich 
young  Romans  took 
to  spending  a  few 
years  banging  around 
the  Empire,  seeing 
the  sights  and  "find- 
ing" themselves.  They 
gawked  at  the  same 
attractions  in  Greece, 
Turkey  and  Egypt  that 
tourists  do  today,  and 
endured  parallel  indig- 
nities like  bad  food, 
overpriced  accommo- 
dations and  aggressive, 
ill-informed  tour  guides. 
Perrottet  shadows 
these  early  rubbernecks 
down  their  favorite 
route,  from  Rome  along 
the  Appian  Way,  across 
the  Adriatic  Sea  to 
Greece,  then  the  Aegean  to  Ephesus 
and  ancient  Troy,  down  to  Rhodes 
and  finally  Egypt,  in  the  ancient 
mind  the  top,  four-star  sight-seeing 
destination.  Things  have  changed, 
he  finds,  but  not  as  much  as  you 
might  suppose.  In  Athens  he 
trudges  up  to  the  Acropolis,  which  in 
Roman  times  was  a  dense  forest 
of  statues  painted  in  garish  colors, 
with  ivory  eyes,  silver  teeth,  copper 
nipples  and  golden  fingernails.  Back 
then  the  40-foot  statue  of  Athena 
still  stood  in  the  Parthenon,  at- 
tended by  a  team  of  priestesses  who 
treated  her,  Perrottet  reports,  "like 
a  giant  Barbie  doll."  Yet  like  us, 
the  Romans  clutched  guide  books 
(guide  scrolls,  if  you  want  to  be  a 
stickler  about  it)  and  stood  in  awe 
on  the  spot  where  Aegeus  waited 
for  his  son  Theseus  to  come  back 


from  fighting  the  Minotaur,  and 
subsequently  killed  himself  upon 
believing  that  the  boy  was  dead. 

In  Greece's  Peloponnisos,  the 
ancients'  hot  spots  were  identical 
to  ours — Delphi,  Epidaurus  and 
Olympia — and  like  today,  each  site's 
entrance  was  stalked  by  aggressive 
freelance  guides.  "Jupiter,  protect 
me  from  your  guides  at  Olympia," 
pleaded  a  Roman  antiquarian  named 
Varro,  "and  you,  Athena,  from  yours 
at  Athens."  Merchants  hawked 
cheap  souvenirs,  like  little  vials  with 
local  monuments  etched  upon  them, 
and,  believe  it  or  not,  fast  food. 

Sparta,  Perrottet  reveals,  was  an 
ancient  tourist  trap.  Just  as  local 
Indians  trot  out  their  traditional 
folk  dances  for  travelers  today,  the 
Spartans  reenacted  their  harsh, 
testosterone-fueled  rituals  for  the 
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pleasure  of  their  Roman  masters, 
even  though  they'd  all  gone  soft  years 
before.  Among  the  most  popular  was 
the  annual  "scourging  of  the  youths,'' 
a  version  of  Pamplona's  running  of 
the  bulls,  in  which  local  boys  were 
forced  to  dash  through  the  streets 
while  men  with  whips  and  sticks 
flogged  the  spit  out  of  them.  Romans 
loved  a  good  scourging,  and  made 
sure  their  trips  to  Greece  coincided 
with  this  event,  like  Americans  going 
to  Alba  for  the  truffle  festival. 

In  tombs  and  temples,  Roman 
tourists  eschewed  the  wimpy  "look, 
don't  touch"  ethic  tourists  adhere 
to  today.  While  we  take  snapshots 
for  posterity,  the  Romans  left  proof 
of  their  visit  right  there  at  the  site, 
carved  into  it.  A  vacationing  centu- 
rion named  Januarius  scratched  the 
phrase,  "I  was  amazed,"  in  four  sepa- 
rate chambers  of  Ramses  VTs  tomb 
at  the  Valley  of  the  Kings.  Another 
visitor  one-upped  him  with,  "I  was 
more  than  amazed."  Others  com- 
posed cheerful  if  pedestrian  verse 
in  praise  of  the  great  monuments. 
"The  Sphinx  is  a  wonder — a  heavenly 
vision,"  chiseled  one  enthusiast  into 
the  statue's  foot.  "Gaze  upon  her 
shape,  this  sacred  apparition..."  (To 
be  fair,  Perrottet  spots  "Harry  Potter 
Rules"  on  one  ancient  structure.) 

Perrottet  himself  doesn't  carve  up 
any  monuments,  but  in  every  other 
way  he  does  as  the  Romans  did.  A 
grand  tour  in  ancient  times  was  no 
Butterfield  &c  Robinson  trip,  and 
neither  is  his.  He  sleeps  in  a  string 
of  dives  and  takes  the  cheapest,  most 
unreliable  forms  of  transporta- 
tion short  of  the  iron-wheeled  carts 
of  antiquity.  He  is  most  like  the 
Romans  in  his  outlook,  which  is 
fatalistic  and  paranoid.  He  sees 
omens  and  portents  everywhere  he 
goes,  as  when  he  witnesses  a  pigeon 
get  squashed  by  a  speeding  Vespa. 
This  is  a  very  bad  sign.  But  Perrottet 
presses  on  and  makes  it  home  safe 
and  unsmitten  by  ill-tempered  gods. 
He  should  just  hope  Tuthmosis  III 
LS  satisfied  with  his  plug. 

TllOM   \S   J    VCKSON 
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SOCC6R,  TH€  BRAZILIAN  UURV 


FUTEBOL: 

Soccer,  the  Brazilian  Way 

by  Alex  Bellos;  Bloomsbury;  $25 

Americans  love  baseball,  basketball 
and  football,  but  not  the  way  the 
Brazilians  love  soccer.  Their  enthu- 
siasm for  that  game,  which  they 
call  futebol,  makes  the  phrase  "na- 
tional pastime"  seem  quaint.  "Mad 
obsession"  describes  their  feelings 
better.  Consider,  for  instance,  the 
event  many  Brazilians  see  as  their 
greatest  national  tragedy:  the  1950 
World  Cup,  when  their  team  lost 
the  final  to  Uruguay  at  Rio  de 
Janeiro's  Maracana  stadium  in  front 
of  200,000  horrified  fans.  When  the 
Brazilians  lost  the  Cup  to  France  in 
1998,  there  was  such  national  fury 
that  congressional  hearings  were  held 
to  figure  out  what  had  gone  wrong. 
In  this  new  book,  British  journalist 
Alex  Bellos  charts  the  vast  landscape 
ot  Brazilian  soccer,  the  collective  pas- 
sion that  penetrates  even-  corner  of 
diverse  nation.  Like  a  species 
introduced  to  a  new  environment,  the 
has  mutated  in  myriad  ways 
1  Scotsman  introduced  it  in 
'  Vildvari  ,  p  elude  footvol- 

blind  soccer 


(in  which  the  visually  impaired  follow 
instructions  shouted  from  the  side- 
lines), and  footbull,  which  is  con- 
ventional soccer,  except  that  there's  a 
bull  on  the  pitch,  chasing  the  players 
around.  In  the  1970s,  there  was  a 
brief  mania  for  autoball,  essentially  an 
automobile  smash-up  derby  with  nets 
and  a  giant  leather  ball.  The  game 
spawns  unlikely  national  celebrities  as 
well,  like  the  club  Corinthians'  most/) 
rabid  fan,  toothless  Sao  Paulo  park- 
ing vender  Cotton  Bud,  and  an  Afro- 
Brazilian  priest  named  Father  Edu, 
who  lifts  curses  from  big  soccer  teams. 
There  is  even  a  craze  for  "keepie- 
uppie  girls" — young  women,  usually, 
cute,  who  vie  on  the  national  stage  for 
the  longest  in-air  dribbling  record 
The  Brazilians  merge  their  dual  pas- 
sion tor  futebol  and  pretty  girls  at  the 
Big  Kickabout,  a  combination  soccer  jai 
tournament  and  beauty  pageant,  in 
which  each  team  has  its  own  glamour 
model.  The  competitions  are  linked 
by  the  rule  that  eliminated  teams 
can  reenter  the  tournament  if  their 
girls  make  the  pageant's  sweet  16.  J 
Needless  to  say,  this  is  a  popular  as 
event.  Short  of  a  Caipirinha  with) 
Gisele  Bundchen,  this  book  is  the 
best  way  to  explore  this  eccentric, 
culturally  verdant  country.       — T.J . 


ARCHITECTURE: 

From  Prehistory  to  Postmodernity; 

by  Marvin  Trachtenberg 

and  Isabelle  Hyrnan;  Abrams  $95 

How  do  you  absorb,  let  alone  com- 
municate, the  sweep  of  architectural 
achievement  from  neolithic  home 
interiors  in  Catalhiiyuk — c.  6000 
B.C. — to  the  Guggenheim  Museum 
in  Bilbao?  The  construction  of  this 
monumental  reference  book  itself 
is  something  like  the  crafting  of  the 
great  medieval  cathedrals:  almost 
impossibly  painstaking  in  detail, 
but  somehow  projecting  an  overarch- 
ing sense  of  connection  and  purpose. 
This  second  edition  updates  the 
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6-year-old  original,  but  retains  its 
nost  praised  feature:  readable,  even 
bsorbing  prose.  The  authors,  two 
rchitectural  historians  at  New  York 
Jniversitv,  don't  dumb  down  com- 
)lex  subjects,  but  they  write  in  lucid, 
argon-free  language.  If  you  don't 
enow  a  megaron  from  a  melon  dome, 
hey'll  bring  you  up  to  speed.  Along 
he  way,  they  find  a  means  to  relate 
rends  and  times  as  well  as  structural 
pecifics,  explaining  how,  for  exam- 
)le,  one  might  view  the  Eiffel  Tower 
is  a  kind  of  Gothic  architecture,  or 
low  after  about  1700  A.D.  the  center 
:>f  world  architecture  shitted  finally 
from  Rome  to  Paris.  This  just  may  be 
the  architectural  reference  to  have 
when  vou're  having  only  one — a  rich, 
authoritative,  paving-stone- weight 
book  that  you  will  find  yourself  heft- 
ing from  the  shelf  over  and  over. 

—  Richard  Nalley 


8  MEN  AND  A  DUCK: 

An  Improbable  Voyage 

by  Reed  Boat  to  Easter  Island, 

by  Nick  Thorpe; 

Free  Press;  $24 

Sometimes  the  most  enlightening 
travel  is  the  bare-bones  kind.  Scottish 
journalist  Nick  Thorpe  learned  that 
lesson  in  a  unique  way,  on  a  harrowing 
voyage  from  Chile  to  Easter  Island  on 
a  waterlogged  reed  boat.  His  story  be- 
gins on  a  cramped  Bolivian  bus,  where 
he  meets — and  takes  an  instant  dislike 
to — the  man  who  will  introduce  him 
to  a  crew  of  adventurers  building  a 
Thor  Heyerdahl-inspired,  pre-Inca 
craft  that  they  hope  will  endure  the 
2,500-mile  voyage  across  the  Pacific 
before  absorbing  too  much  water  and 
sinking.  Their  mission:  to  prove  that 
the  island's  first  inhabitants  could 
have  come  from  South  America,  not 
just  Polynesia,  as  is  commonly  be- 
lieved. Thorpe  talks  his  way  onto  the 
boat,  Viracocha,  despite  initial  misgiv- 
ings, most  of  which  he  quickly  learns 
are  well-founded.  "Where  would  we 
get  two  new  crew  members  at  this  late 
stage?,"  he  writes  shortly  before  the 
ship  sets  sail.  "I  strongly  favored  a  pub- 
lic appeal  for  a  navigator  and  doctor. 
Phil  [the  captain],  on  the  other  hand, 
was  desperate  to  include  a  filmmaker 
who  could  help  him  recoup  his  enor- 
mous debts  with  a  documentary.  We 
ended  up  with  a  tree  surgeon."  His 
account  of  the  ensuing  adventures  is 
often  heart-stopping — a  dead-of- 
night  near-miss  by  a  South  Korean 
freighter,  technology  snafus,  a  gale  and 
the  grisly  Power  Bar  scandal — "a  chill- 
ing indictment  of  human  behavior  in 
an  unregulated  economy  of  confec- 
tionary snacks."  One  marvels  that  this 
motley  crew  actually  made  it  across 
the  Pacific.  As  they  approach  Easter 
Island,  Captain  Buck  suggests  a  detour 
to'Sala  y  Gomez,  described  in  the 
pilot's  guide  as  "scarcely  more  than 
a  heap  of  stones."  The  crew  agrees. 
Clearlv,  these  men  don't  go  to  the 


movies,  or  they'd  know  that  you  never 
veer  off  course.  On  cue,  a  stomach- 
churning  storm  nearly  costs  them  their 
goal.  None  of  it,  however,  can  dim  the 
spirit  of  discovery  that  pervades  the 
book  and,  steadily,  the  author  himself. 
— Lorraine  Korman 


MY  FINE  FEATHERED  FRIEND, 

by  William  Grimes; 
North  Point  Press;  $15 

As  ecosystems  go,  William  Grimes's 
25-by-40-foot  backyard  in  Astoria, 
Queens,  is  hardly  pristine.  But  there 
is  still  a  delicate  balance  of  natural 
forces  there,  including  birds,  squir- 
rels, a  pine  tree,  a  garden,  herbs  and 
a  pride  of  stray  cats.  Grimes,  who 
is  The  New  York  Times 's  chief  restau- 
rant critic,  presides  over  this  tiny 
realm  with  Thoreau-like  intensity,  so 
you  can  imagine  his  surprise  when  a 
chicken  showed  up  and  started  living 
there.  It  clucked  around  for  a  while, 
horning  in  on  the  cats'  food,  laying 
eggs  and  generally  adding  a  weird, 
magical  dimension  to  Grimes's  life. 
In  this  hilarious  little  book,  which 
takes  one  sitting,  he  looks  back  on  his 
time  with  the  chicken,  which  left  one 
day  as  mysteriously  as  it  came,  as  if 
its  work  was  done  there.  — T.  J . 


FORBES  FYI  87 


Supreme 
Court  Calendar 


By  Christopher  Buckley 


The  Court  ruled,  5-4,  that  the  police  may  open  fire  on 
vehicles  speeding  through  the  TollTag  lanes  provided  they 
first  fire  "an  attention-getting"  warning  burst  into  the  air. 


In  Gonza/ezv.  Texas  Interstate  Author- 
ity, a  San  Antonio  man  sued  when  his  car 
was  riddled  with  bullets  after  he  went 
through  the  TollTag  lane  at  38  miles  per 
hour.  Writing  for  the  majority,  Justice 
O'Connor  noted,  "While  the  presence 
of  187  bullet  holes  suggests  zeal,  even  de- 
light, on  the  part  of  the  officers  who  dis- 
abled Mr.  Gonzalez's  vehicle,  their 
actions  were  consistent  with  existing 
local  statutes  providing  for  'extraordinary 
measures'  when  dealing  with  TollTag 
lane  violators." 

The  Court  struck  down,  7-2,  a  contro- 
versial Connecticut  state  constitutional 
amendment  granting  full  civil  rights  to 
raccoons.  In  a  sharp  dissent,  Justice 
Stevens,  a  moderate  liberal,  suggested 
that  Justice  Scalia  "was  on  drugs"  when 
he  wrote  the  majority  opinion.  "The 
Founders,"  Stevens  warned,  "purposely 


through  its  pipeline  was  not  obliged 
to  provide  "compensatory  hydration"  to 
2,300  Arapaho  left  parched  by  the 
drainage  of  the  aquifer  they  have  been 
using  since  1000  A.D.  In  his  majority 
opinion,  Chief  Justice  Rehnquist  pointed 
out  that  "there  are  Coca-Cola  machines 
on  the  reservation,"  and  that  the  Arapaho 
"are  by  reputation  excellent  rain  dancers." 
In  a  withering  dissent,  Justice  Ginsburg 
pointed  out  that  Justice  Rehnquist  owns 
6%  of  the  Krud  Coal  Company  "via  his 
Cayman  Islands  offshore  corporation," 
and  that  it  has  not  rained  in  that  part 
of  Wyoming  since  1974. 

In  Bige/owv.  M&Ms,  the  Court  ruled, 
7-2,  that  a  candy  manufacturer  could  not 
be  sued  by  someone  seeking  damages 
for  adolescent  acne.  In  a  scathing 
majority  opinion,  Justice  Scalia  wrote, 
"Those  who  bring  such  suits  deserve  far 


left  vague  whether  raccoons,  regardless  of  worse  than  acne.  They  should,  per  anti- 
the  fact  that  they  carry  rabies  and  upset 
garbage  cans  in  the  middle  of  the  night, 
are  second-class  citizens."  Furthermore, 
he  wrote,  "this  will,  and  should,  inspire 
fear  among  Connecticut's  porcupines, 
whose  civil  liberties  have  already  su tiered 
irreparable  harm  at  the  hands  oi  jurid- 
ical Blackshirts."  Supreme  Court  guards 
separated  the  two  justices,  and  a  brief 
recess  was  called. 

In  Krud  Coal  Co.  v.  Wrings  Water  i 
Rocks,  the  Court  ruled,  6-3,  that 
Wyoming  coal  company  that  draiiu 
the  entire  water  supply  of  a  nearb 
Indian  reservation  in  order  to  pump  coal 


qua  lege  Romana,  be  put  in  burlap  sacks 
with  wildcats — or,  if  Justice  Stevens 
prefers,  raccoons — and  thrown  into  the 
Potomac."  In  his  dissent,  Justice  Souter 
said  that  the  ruling  violates  the  equal 
>  1  clause,  "as  not  all  Americans 

have  .:  to  cats  and  water,  or,  pari 
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Justice  Stevens  wrote,  "Hel-/o,  Clarence: 
Being  put  to  death  is  not  the  same  as 
getting  a  good  table  at  a  swanky  qua 
swanky  restaurant,"  and  suggested  that 
Thomas  "check  his  Day-Timer  to  see 
what  century  this  is."  Justice  Rehnquist, 
who  co-wrote  the  majority  opinion, 
suggested  that  there  should  "definitely" 
be  compensation  if  the  electric  chair 
in  question  was  powered  by  coal. 

The  Court  strengthened  the  hand 
of  bank  examiners  by  ruling  6-3  that 
they  should  be  permitted  to  administer 
physical  torture  during  routine  audits. 
In  another  banking-related  case,  the 
Court  ruled  along  ideological  lines  on 
whether  Screen  Actors  Guild  actors 
who  use  ATM  machines  should  be  paid 
residual  royalties  for  appearing  in  the 
film  taken  by  security  cameras  during 
transactions. 

In  a  bitter  dispute  involving  Chief 
Justice  Rehnquist's  basement  parking 
space,  the  Court  ruled,  8-1,  that  he  must 
immediately  repair  the  leaking  crankcase 
of  his  1997  Chevy  Impala,  which  has  been 
spilling  oil  onto  the  parking  spaces  of 
justices  Kennedy,  Souter  and  Ginsburg. 
Writing  for  the  majority,  Justice  Souter 
noted  that,  "The  Founders  clearly  in- 
tended for  high  officials  of  the  land  to 
maintain  undercarriages  that  were  not 
'loathsome'  (Madison  v.  Conoco)  to  their 
fellow  man."  Justice  Rehnquist,  writing 
for  the  minority,  cited  Messy  v.  Ferguson, 
"in  which  some  court,  somewhere,  Ohio, 
Iowa,  one  of  those,"  ruled  that  it  was 
"legal,  if  not,  okay,  a  hundred  percent 
considerate"  for  a  man  to  empty  a  45-gal- 
lon  container  of  radioactive  waste  in  the 
parking  garage  on  the  grounds  that  he 
had  paid  the  full  daily  ratefizr  the  space.  • 
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